Global firms arid localtextile mills have quietly 
egun investing in new garment factories in India, 
just before the quota régime expires. What to 

expect now and whom to watch:out for 
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Build bonds first 


Q How does the Sri Lankan citizen 


view the Indo-Sri Lankan 
friendship? As something which is 
politically motivated? It's difficult 
to say whether he has forgotten 
the ‘Indian Peace Keeping Force 


phase’, or he still considers India as the ‘big bro- 
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ther’. Unless India makes sure it is not seen as an interfering 
neighbour, free trade agreements will remain futile exercises. 


Shantanu Ray, Bangalore 





SELECTIVE PERCEPTION? 
In ‘Diversity As Competitive Advantage’ 
(BW, 22 March), Subroto Bagchi's logic 
that diversity and pluralism give a 
country its competitive advantage is 
flawed. It is raw materials, finished 
goods and services that matter most in 
aglobal economy, and these are what 
give a country its competitive advan- 
tage. The US imports goods and ser- 
vices from wherever they are available 
the cheapest, irrespective of the sup- 
plier's cultural diversity or democratic 
traditions. So it imports brain power 
from India, raw materials from the Mid- 
dle East and finished goods from China. 
The USis only bothered about fac- 
tors like supply chains that may affect 
the cost of goods and services in the ex- 
porting nation. So if Tiaananmen Square 
in China, 1984 anti-Sikh riots in Delhi, 
orthe lack of democracy in the Middle 
East did not affect the US's purchase de- 
cisions, why would Babri Masjid demo- 
lition and Gujarat riots? Does Bagchi 
belong to the ‘secular’ brigade who 
have selective perception and conve- 
nient memory, and have to prove their 
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secular credentials to the West to over- 
come their inferiority complex? 
Ashok Gupta, Delhi 


SUBROTO BAGCHI REPLIES: The 
larger truth is despite the stereotype of 
the US painted here, most business 
people deal with thinking, considerate 
human beings. People all over the 
world are beginning to value diversity 
and pluralism. These alone will fuel 
innovation which will give us the differ- 
entiating edge. We are neither sitting 
on oil like the Middle East, nor is our 
future based on prison labour. I would 
rather be garlanded with the charge of 
inferiority complex than be shamed by 
the Delhi riots or the Gujarat carnage. 


CORRIGENDA 

Ш In ‘Busting MF Myths (BW, 29 
March), the returns of LIC MF Growth, 
GIC Fortune '94, UTI MNC, UTI Brand 
Value, Alliance Buy India and ING Vysya 
Select Stocks should have been posi- 
tive, and not negative as the graph 'Rid- 
ingThe Roller-coaster shows. Also, the 
return period is October 2002-January 
2004, not May 2003-January 2004. 

E in ‘Why P&G Declared War (BW, 29 
March), Hindustan Lever slashed prices 
ofits Surf Excel Blue from Rs 70 per 500 
gm to Rs 50 per 500 gm, not from Rs 70 
akg to Rs 50 а kg as we mentioned. 

E In ‘The Feel-Good Factor Worries 
Us...’ (BW, 29 March), the caption 
should have read: "Amit Bhartia...”, not 
“Amar Bhartia...”. 


We regret the errors. — Editor 





Letters can also be sent to 
editor@bworldmail.com 
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cover stony А Stitch In Time... 


On 1 January 2005 the three-decade-old quota system will be dismantled, throwing up a huge opportunity for 
India's apparel business. Large local mills and overseas firms have quietly begun investing in new factories in 
India to grab aslice of the pie. But are the smaller players prepared to go global? 


IDFC: Naseer Munjee My Big Fat Pipe 
Revolts Connection 


Why the governmentis so despe- Five-lakh km of fibre have already been 
rate to get full control over this laid across the country. Investments 
zero-NPA development finance worth Rs 51,000 crore have already been 
institution, and why its top man- pumped in. But broadband, which prom- 


agement would rather quit than ises to bring video, voice and 
work for a sarkari organisation. data all in one pipe, is yet to 
reach Indian living rooms. 


IDFC managin stor Nasee ; 
ы ENE Өе Naseer What would get it there? 


Munjee: Leading the charge 





Countdown to the elections Can Steel Prices are on a 20-year high, yet the industry's 
Chandrababu Naidu ward off the anti-incumbency factor? troubles are far from over. 

The IIM imbroglio The apex court has revived the Pharma patents Access to drugs will be difficult 
PIL on the ПМ fee cut. But do the petitioners have a case? post-2005, economist Shubham Chaudhuri tells BW. 
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48 Pharmaceuticals 

The pharma industry is not seen as 
being responsible enough. That's a 
reason for worry, says Lars Rebien 
Sorensen, CEO of Danish health- 
care major, Novo Nordisk. 


Sorensen: Pharma firms must > 
become a partner of society 


52 Grid computing the fifth wave of computing is yet 
aripple. We are still trying out distributed computing. 





IN VOGUE 


so! Engineer, Writer, 
Critic, Connoisseur 


Who is T.J. Rodgers? He is one of 
the most outspoken men in US 
industry. He is passionate about 
outsourcing, free markets, engi- 
neers and wines. Sound bites 
from the CEO of Cypress Semi- 
conductors, the ‘quintessential 
entrepreneurial company’, 


4 Rodgers hates politicians and 
is all in favour of offshoring 





64 Bookmark Building a process for pursuing ideas 
that make business sense. The experience of IT firm ICC. 
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22 Ashok V. Desai Why the FM turned 


his covetous eyes on IDFC — no other state- 
owned financial institution is in good health. 


ECONOMICS 2.0 


46 Niranjan Rajadhyaksha We need | 


а liberal party, desperately. But film stars, not lib- 
erals, are in demand in politics today. 
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58 Subroto Bagchi India has long been 


Seen as a supplier of only raw materials. Now is 
the time to change that perception. 
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| tile market! 


| nt prepare for a quota-less 


Businessworld 


Сап India deliver? 


HERE'S a match that is coming up which will be 

more interesting than the one we saw last week. 

But this one will be between India and China, not 

India and Pakistan. The fighting grounds will be 

the retail stores of the world, and the prize money 
will be worth tens of billions of dollars. I hope politicians and 
decision-makers in the government are paying as much at- 
tention to this match as they did to the one at Lahore because 
the outcome of this will determine whether millions of new 
textile jobs will move to India or China. Or Bangladesh. Or 
Thailand. Or Mexico. 


When the global textile quota regime comes to an end this 
year, these countries and a handful of others will fight fora 


| Piece of the new markets. But on current reckoning, it looks 


like China will walk away with the lion’s share, leaving crumbs 
for the others. There's irony in 
this because India, more than 
anyone else, played a major role 
in dismantling the quota 
regime. Now it seems all that we 
succeeded in doing was to lay 
out the red carpet for the Chi- 
nese to walk into the global tex- 


Businessworld 


UE 
months 


tO gO 


Of course, we have only our- 
selves to blame because we did- 





world. This is as true of the gov- 
ernment as of the businessmen. A textile magnate that I met 


| lastweekwascandidin admitting that few ofhis tribe believed 


the quotas would really go. They thought — and many still 


| think— thatthe US will do something to stall the opening up. 


In fact, some of them would like the regime to continue be- 
cause they have grown fat selling their quotas at a premium in 
the open market. 


If all this sounds rather gloomy, read the cover story — all is 
perhaps not lost! Assistant editor T. Surendar, who also wrote 
our last cover story on the sector ( "Why The Garment Industry 
Needs To Grow Up’, BW, 28 April 2003), sees a distinct change 


| | inattitude. And investments. “In Tirupur, the heart of the In- 


dian garments industry, there's a new sense of urgency," says 


! | Surendar, who worked with principal correspondent M. Ra- 


jshekhar to do the cover story. Will we pull off a last-minute 
rescue? Is there a Dravid, a Pathan, a Kaif in the Indian textile 
team? Keep reading us. 


et 


TONY JOSEPH, EDITOR 


HE spat over the fu- 
ture of the Infrastruc- 
ture Development Fi- 
nance Corporation 
(IDFC) can be described as 
an 'dentity crisis. Finance minister 
Jaswant Singh and his men seem to 
think that the ‘I’ stands for inadequate. 


IDFC managing director Nasser Munjee | 


and his men believe it stands for inde- 
pendent. The matter came to a head in 
the middle of March, when Munjee and 
his senior team resigned. The men who 
put in their papers with Munjee are: 
A.K.T. Chari, chief operating officer; 
Urjit Patel, chief policy advisor; L.K. 


Narayan, chief risk officer; and Luis | 


Miranda, CEO of IDFC Asset Manage- 
ment Company. 


IDFC's management has many crit- | 


ics, who call them the brahmins of infra- 
structure finance — more adept at hit- 
ting the lecture circuit, bringing out 


glossy reports and sitting on advisory | 


councils. They are seen as a bunch of 
economists and policy advisers who 
have never dirtied their hands by actu- 
ally financing projects. 

But for a group that has been de- 
scribed thus, IDFC' financials are im- 
pressive — a return on equity of 12%, 





Jaswant Singh: The 
keeper of the 
nation’s finances 





profits per employee of Rs 1.84 
crore and zero net non-perform- 
ing assets (NPAs). 

The real fight, therefore, is not 
about how well IDFC has man- 
aged its finances, but something 
more fundamental: its inability to 
fund enough infrastructure pro- 
jects. IDFC has disbursed just 
Rs 6,140 crore during the six years 
of its existence. (Though dis- 
bursements have improved in re- 
cent months.) 

The senior man- 
agers at IDFC used to 
argue that infrastruc- 
ture finance was too 
risky till various regulatory issues were 
sorted out. Otherwise, IDFC would end 
up with NPAs on its books, just as Indus- 
trial Development Bank of India (IDBI) 
did after it hastily funded the Dabhol 
power project promoted by Enron. 
Hence, IDFC did the financial structur- 
ing of the national highway project, 
helped various governments tackle 


x 
2 
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| power reforms, and worked on the 


concept of unified licensing in telecom, 
for example. That, very clearly, has not 
satisfied the government. IDFC was 
meant to be a finance company and not 


| justa think-tank. 


The government, which currently 
has a 20% stake in IDFC, has been trying 
to get the company directly under its 
control, perhaps by merging it with 
State Bank of India. In fact, the foreign 
stakeholders like Deutsche Bank, AIG 


| and the Government of Singapore 


(which together own 40% of IDFC) have 
also been looking for an exit route. So an 


| ТРО was being mulled over. A merger 


with Infrastructure Leasing and Finan- 
cial Services (IL&FS) was also being con- 
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Nasser Munjee 
fights back 


The IDFC head and his senior team 
refuse to toe the government's line 


| sidered seriously. These moves made 
the Reserve Bank of India (which holds a 
15% equity stake in IDFC) uncomfor- 
table. Being a regulator, it did not want 
to hold equity ina company that was go- 
ing public. 

The government agreed to take over 
RBI's stake and is now considering 
transferring it to SBI. Here's where it gets 
interesting. The government and insti- 
tutions under its control — like IDBI, 
Bank of India, UTI-I, IFCI and SBI (with 
6%) — collectively own 36% of IDFC's 
equity. By taking over RBI's stake and 
passing it on to one of the more mal- 
| leable institutions (like SBI) under 
its control, the government will effec- 
tively have 51% control over IDFC. And 
this is what is rattling nerves inside 
IDFC — that it is about to become a 
sarkari company like IDBI and the erst- 
while IFCI. Both these institutions got 
into trouble because they made the 
wrong sorts of investments under pres- 
sure from the government. 

But the stand of the Union finance 
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ministry is somewhat different. 
“We do not want to change the 
private sector character of IDFC 
and no merger with SBI is being 
planned,” says Vinod Rai, addi- 
tional secretary, Ministry of Fi- 
nance, But if this was the case, 
then why is SBI managing direc- 
tor S.K. Purwar on the special 
committee that has been set up 
to find a middle path between the 
two factions and broker some 
peace for now? 

Rai maintains: “The govern- 
ment does not have any plans to 
sell the stake to anyone. It never 
did. We never had any plans to 
sell the stake to SBI.” But accord- 
ing to our sources, the govern- 
ment is only trying to mislead 
stakeholders by indicating that it 
had no plans to merge IDFC with 
SBI and that any such decision 
would be taken only after con- 
sulting the stakeholders. All the 
meetings held in the ministry 
over the last six months dis- 
cussing IDFC or infra- 
structure financing have 
discussed the long-term 
objective of merging 
IDFC into SBI. To avoid a 
fracas just before the elections, the fi- 
nance ministry has put this plan on 
hold. But as soon as the elections are 
over, the merger plan could be pulled 
out of the cold storage. 

The moot question still remains. 
Why does the government want IDFC 
under its thumb? The answer is pretty 

simple, actually. The government 
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Nasser Munjee: knows that infrastructure financing 
ing cou- 
rage under fire 


is the next big thing. With IFCI 

merged with Punjab National Bank 

and IDBI in a big mess, the politi- 
cians need a pliant IDFC. Political pa- 
tronage is easier to extend when you 
start with zero NPAs. 

Jaswant Singh had announced a 
Rs 50,000-crore package for infrastruc- 
ture financing in this year's Budget 
speech. "It has been decided that IDFC 
will be the secretariat for the Rs 50,000- 
crore fund that the government had an- 
nounced for infrastructure, This means 
that IDFC will do the processing and ap- 
praisals ofall the projects that qualify for 
funding through this corpus," says Rai. 

Meanwhile, IDBI chairman M. Da- 
modaran has told his employees that 
IDBI has been identified as the 'nodal 
institution' for this Rs 50,000 crore. 

The crisis, however, continues to 
worsen. IDFC sources say that several 
officials in the second rung of the 
organisation may also put in their pa- 
pers. In fact, officials from the Union fi- 
nance ministry are supposed to meet 
the entire second level of executives 
sometime soon. Stay tuned. a 

SUPRIYA KURANE & VIKAS DHOOT 
with reports from AVINASH CELESTINE 
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THE MONEY MARKET 


The 
unstoppable 
rupee 


OST dealers thought the 

Reserve Bank of India 

would come in and pre- 
vent the rupee appreciating above 
Rs 45 per dollar. It didn't. Has the 
воа. 
vent the rupee appreciating 
substantially in a short time? 

Even if it hasn't given up, it will 
soon have to make some tough 
choices if current trends continue. 
Since January, the RBI's foreign 
currency reserves have swelled by 
$7.519 billion to $105.4 billion. 
And the inflows show no signs of 
slowing down. How will it mop up 
the rupees released into the mar- 
ket as it buys dollars from banks? 

The RBI has been buying dol- 
lars worth almost Rs 15,000 crore 
every month — at this rate the 
stock of securities which it uses to 
mop up the excess supply of 
rupees will dry up in a couple of 
months on the outside. 


pees they have with the RBI in ex- 
change for securities of one to 
three days tenor) has risen 
steadily from around Rs 36,000 
crore on average to well above 
Rs 50,000 crore in recent weeks. 
This is just a short-term mea- 
sure and cannot continue indefi- 
nitely. So the RBI had decided to 
issue special ‘market stabilisation 
bonds’. The catch is that the RBI is 
allowed to issue a maximum of 
Rs 60,000 crore worth of such 
bonds in a year. If current trends 
continue, that might not be 
enough. And despite all this 
effort, the rupee might still con- 
tinue to appreciate. * 
AVINASH CELESTINE 


T is commonly assumed that 

India’s economy accelerated only 
after the reforms of 1991. But 
that’s not so, say Dani Rodrik of 
Harvard University and Arvind 
Subramanian of the International 
Monetary Fund in a new paper 
published for the National Bureau 
of Economic Research (NBER) of 
the US. They say the tuming point 
was 1980, when Indira Gandhi 
came back to power. 

Annual per capita economic 

growth doubled from this point, 


during 1980-2000. And, if total 
factor productivity growth is 


dynamic decade than the 1990s. 

What changed in the years after 
1980? Was it trade liberalisation, 
favourable global economic con- 
ditions, public investment, internal 
reforms or a green revolution? 
Rodrik and Subramanian have 
tested all these hypotheses. But 
their conclusion is that the main 
reason was an attitudinal shift in 
the government after 1980. 

The two economists make an 
important distinction here — be- 
tween pro-market and pro-business 
changes. Pro-market reforms re- 
move impediments to markets and 
favour new entrants and con- 
sumers. Pro-business reforms help 
raise the profitability of existing 
businesses. East Asia's reforms in 
the 1960s and 1970s were primar- 
ily pro-business; Latin America had 
pro-market reforms in the 1990s. 

Rodrik and Subramanian say 
that the changes Indira Gandhi 
brought about in 1980 were pro- 
business. Existing Indian businesses 
had no interest in pro-market re- 
forms, and Indira Gandhi was far 
more interested in getting existing 
business groups to back her 
than in making the economy more 

Thus, pro-market reforms had 


КОО О О О АЛЛАДА 
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from 1.7% during 1950-80 to 3.8% | 









| the tight grip American companies 


by Niranjan Rajadhyaksha 


to be put on hold till 1991. 
SS 


lot has been written in recent 

months about how our govern- 
ment is investing in oilfields abroad 
to secure our energy supplies. But | 
we still seem to be caught at the 
edge of the global energy game. 

Jane's Information Group, an in- 
telligence service, has said recently 
that Saudi Arabia is trying to break 


have over its oilfields. This year, the 
Saudis have given three exploration 
contracts to foreign firms — from | 


| Russia, Europe and China. Royal | 


considered, the 1980s were a more | 


Dutch/Shell was awarded a contract 


| last year. The Americans have tried | 


hard to get in — and failed. | 
"Although the bulk of Saudi Ara- 
bia's crude exports have gone to the | 
US in the past," says Jane's, "in- | 
creasingly the Gulf producers have 
been looking at the burgeoning en- 
ergy markets in Asia. China, which 


| became a net importer in 1993, has | 


been breaking into oil sectors | 
around the world to ensure supply to ! 
its rapidly expanding economy.” 

Are we really in the game? 


ж 


VERCONFIDENCE goes along | 

way in trading rooms. Carol 
Osler, a finance professor at Bran- 
deis University, recently asked 416 
currency traders to rate themselves 
as traders оп a seven-point scale, — | 
from "much less successful than | 
others” to “much more successful.” 
Three out of four traders rated 
themselves “better than average”. 
More than half the traders surveyed 
gave themselves a higher grading — | 
than their supervisors did. | 

Osler found that this overconfi- 

dence had no impact on their [ 


| companies’ profits, but it helped 
| people move up the trading hierar- 


| trading rooms. 


chy. Having an ego helps, at least in | 
m 
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CeBIT 2004 


Wireless Net 
the big wave 


IKE the years before, this time too, 
| CeBIT in Hannover (Germany), 
billed as the world’s largest tech- 
nology expo, had its fair share of gim- 
mickry. The Victorinox Swiss Army Knife 
debuted a model with a memory stick 
and USB port. Then there was a Siemens 
tri-band phone doubling up as a pen 
that can write on anything. To make a 
call or send a text message, simply write 
the number or text on any surface, and 
the phone does the rest. Quaint! 

Once past the gizmos, the exhibitors 
spread in 28 halls over 72 acres made it 
fairly clear that they are betting on two 
trends for the next 12 months — the 
most visible being wireless Internet. 
While the expo area was totally wireless, 
every hardware sel- 
ler worth its name 
was seen catering 
to this space — 
with spanking 
new USB Wi-Fi 
adapters as well 
as the ubiqui- 
tous PCMCIA 
Wi-Fi cards. 

The other visible trend was enter- 
tainment. Vendors like ASUS, DFI, and 
ABIT were showcasing systems based 
on new chipsets like Intel's Alderwood 
and Grantsdale. These systems bring 
various things to home users like inte- 
grated wireless LAN, 5.1 channel THX 
certified audio, DDR 400 RAM and PCI 
Express — all of which come cased in 
funky boxes the size of a DVD player. 
Coupled with advances like Microsoft's 
Media Centre, these boxes can play and 
record DVDs, render the most advanced 
games, offer broadband Internet access 
andallow you to simply watch TV. Addto 
this the High Definition Television and 
the PC is going to be nothing like you've 
ever seen before. 

On another note, the Indian pavilion 
was forlorn with Nasscom backing out at 
the last minute. Nobody knew why. Wi 

CHARLES ASSISI 
(The author is the editor of 
Intelligent Computing CHIP) 
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INTERVIEW: RAMAN ROY, WIPROSPECTRAMIND 


‘Our staff violated the rules’ 


US-BASED Capital One Financial Ser- 
vices, a Fortune 500 company, has ended 
its telemarketing contract with Wipro- 
Spectramind. This is the third reported 
case of a US client, after Dell and Leh- 
man Brothers, pulling out its work from 
India. In an interview with ВУ 5 Shelley 
Singh, WiproSpectramind (WSM) presi- 
dent and CEO Raman Roy talked about 
the problems and the ways out. Excerpts. 


ш Delt, Lehman and now Capital One. Is 
WSM having a problem with delivery? 
The work that Dell pulled out was not 
with us. Lehman did pull out, but they 
themselves said they had underesti- 
mated the raining requirements — they 
did not put enough into it. 


m Isn't training WSM's responsibility? 
We do as mandated by our clients. We 
cannot overstep the guidelines or give 
less than what is asked for. Our 8,000- 
plus staff handles 4.5 million calls a 
month. Lehmans internal IT help desk 
work involved only 20 people. 


m What happened in Capital One's case? 





| ш But how did this happen? You have 





Our employees violated the rules. When | 
we came to know about this, we started | 


an independent audit. There was no 
fraud involved. The concerned employ- 
ees misreported the product features for 
personal, financial and non-financial 


gains. These could relate to incentives | 


they get for specific tasks or to become 
heroes in the team. 


ICOPETA Simputers is finally 
launching its version of the 
Simputer. Encore Software, the 


OS. It does not have icons on the screen, but 
uses posters instead. It can connect easily, 

plug and play mode, to any of these gadgets: а | 
PC, a mobile phone, headphones, camera, | 


supervisors, quality and monitoring 
procedures. Still the lacunae? 

Three hundred and fifty WSM employ- 
ees worked on outbound telemarketing 
for Capital One. There was misrepresen- 
tation by less than 10% ofthem. Glitches 
were detected in January at our Navi 
Mumbai centre. After this the Wipro 
Corporate Audit Team looked into it. 
The supervisors said they were unaware 
of this. Later, we sacked the associate 
level employees and supervisors. 

But Capital has not ended the rela- 
tionship. They continue to do the in- 
bound telemarketing work with us. We 
have 250 people working on these oper- 
ations. We have also strengthened qual- 
ity, monitoring, checking and reporting. 


Simputer Version 


other company that has the licence to make the product, 
had launched its version two years ago. PicoPeta 
got bogged down twice in the last two years, but 
its hand-held device, Amida, is ready. 
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ш There are anti-offshoring noises. At 
this time wouldn't it hurt India’s image? 
There are over three million people in 


| the US doing this work. Such things 


happen daily. Work in India continues to 
grow. Let me tell you about online len- 
der E-Loans. It gave its customers the 
option of choosing where they wanted 
their applications processed, the US or 
India. Over 85% opted for India. 


ш What about WSM's future plans? 

We will start our first overseas venture in 
the Philippines with a 250-500 seat, 
$5 million-10 million facility. The new 
entity, Wipro Philippines, has been in- 
corporated and will start operations this 
quarter. Around the same time we will 
starta500-700seatKolkatacentre. Ni 


memory stick... You can take a 
picture, for example, using your 
phone and connect it to the Sim- 
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' terWest Bengal's Jyoti Basu to win a third 


-. astheBJP's strongest and most valuable 


? dictably, both parties 


' Sabha and 107 


„ sembly. In the 1999 


' power in the next government. 


' the NDA holding 36 seats from AB a de- 


— for 


„ Andhras 42 


“back by winning half the 


‚ through a clever strategy 


' votes. This time, it's not 


ANDHRA PRADESH 


Tough test for Naidu 


Can the CM overcome the anti-incumbency factor? 


T'S make or break time for the 
most high-profile chief minister in 
the country Andhra Pradesh's 
Chandrababu Naidu. This com- | 
puter-savvy friend of Microsoft's Bill 
Gates has taken the biggest gamble of 
his carefully-planned political career by 
preponing state assembly polls to coin- 
cide with the general elections. If he can 
pull off a victory, he'll be the only CM af- 


term in an era of anti-incumbency | 
waves, He will also cement his position 


ally, giving him enormous bargaining | 





If Naidu hasalotatstake,so doesthe | 
Congress. AP isa state in which the party 
hopes to make substantial gains and, 
thereby, upset the NDAS applecart. With 


feat for Naidu will create new post-poll 
equations that could alter the character 
of the next government 
at the Centre. Pre- 















are pulling out all 
stops in the battle 
Andhra Pra- 
desh. The key lies 
in the tussle for Te- 

lengana, which 

sends 16 of f 


MPs to the Lok 


of its 294 MLAs 
to the state as- 


polls, Naidu managed 
to stop a Congress come- 


seats in this region 


of dividing the opposition 


going to be so easy be- 
cause the Congress has 
entered into an electoral 
alliance with the Left par- 


THE COUNTDOWN 





————— 
* All India Majlis Ittehadul Musiimeen 
ANAND SINHA 





TDP's Naidu, Congress’ Rajshekara Reddy and TRS' K. Chandrashekhar 


ties and the Telengana Rashtra Samiti 
(TRS). 

The alliance is virtually a gang-up of 
the anti-Naidu forces, putting the CM on 
the backfoot. Add to this the antagonism 


| of the People’s War Group (PWG) and 
Naidu looks vulnerable. The PWG virtu- | 


ally runs a parallel administration in the 
tribal areas of the Telengana district and 
with Naidu having made Naxalite vio- 
lence one of his main planks after last 


| year's assassination bid, it is expected to 


support Ње 
Congress- 
TRS-Left al- 
liance. 
The Congress 
strategy is a single- 
minded determination 
to defeat Naidu, what- 
ever the cost. Thus, it has 
shelved its reservations 


for a separate Telengana 
state and capitulated to 
the compulsions of coali- 
tion politics. After hard 
bargaining over seat 
sharing, the TRS has 
wrested six Lok Sabha 


and 42 assembly seats. 
The deal with the Left 
parties has not been 


Congress' desperation, it 
may concede space to 
them as well. 
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about the TRS demand | 


seats from the Congress | 


struck yet, but given the | 


Realising that arithmetic may work 
against him this time, Naidu has gone 
into emotional mode and is attempting 
to create a polarisation based on Telugu 
pride and a fear of anarchy if a Con- 
gress-TRS combine comes to power and 
sets about dividing Andhra Pradesh. 
While this appeal is aimed at keeping his 
large vote base in the coastal regions 
and Rayalaseema intact, it also im- 
pinges on the Andhra establishment in 
Hyderabad and areas around that have 
prospered under him. Certainly, the sta- 
tus of Hyderabad, which would be in Te- 
lengana, is uncertain should this region 
become a separate state. 

With the lines so sharply divided in 
the state, political pundits are unwilling 
to make any predictions. The Congress 
is armed with impressive arithmetic on 
the ground and the advantage of the fa- 
tigue factor that comes into play against 
a chief minister who has been in power 
for nearly a decade. Naidu, on the other 
hand, is known for his impressive elec- 
tion management skills. Also, there are 
several areas in the state that are reaping 
the benefit of his development schemes 
and the trickle-down effect of the pros- 
perity in and around Hyderabad. 

As the battle hots up, the fear of elec- 
tion violence, especially in the PWG- 
dominated areas of Telengana, is 
spreading. The fear is being fed by the 
massive security arrangements Naidu is 
making with help from the Centre. The 
question is: will his gamble work? ш 
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THE Supreme Court has finally decided 
to revive the public interest litigation 
(PIL) contesting the IIM feecut. So far, the 
fee-cut controversy has turned on insin- 
uations, carefully-worded press state- 
ments, and righteous indignation. Now 


its course will be determined by the | 


Supreme Court. 

Not surprisingly, both the govern- 
ment and those opposed to the fee cut be- 
lieve the judgement will vindicate their 
respective stands. The petitioners think 
the fee cut order will be quashed and the 
government restrained from interfering 
in the functioning of the IIMs. 

On its part, the government feels that 
it has an open-and-shut case based on 
the memorandum of association (MoA) 
and rules of the societies under which the 
ITMs were constituted. The MoA appar- 
ently gives it untrammelled power, in- 
cluding the power to set fees. The govern- 


ment is also eager to make a case for 


gross inefficiencies’ in the IIM system by 
bringing up issues like the high non-fac- 
ulty to faculty ratios at the IIMs. 

A court case like this is a zero-sum 
game. Only one party can win. Therefore, 
Businessworld sought legal counsel to 
evaluate the two arguments. In а Q&A 
with Navjit Gill, Ranjeev C. Dubey, man- 
aging partner, New Delhi Law Offices 
(South), explains the legal position: 


Does the government have the right to 


set the fees at the IIMs? 

The Memorandum of Association 
and the Rules of the Institute (IIM- 
A has been used as the example) 
lay down the relationship bet- 
ween the (IIM-A) Society and the 
Union government, and this re- 
lationship can be broken down 
into three categories of ‘control’: 

Ш Direct Approval powers: Things 
the Society cannot do without spe- 
cific approval of the government, like 
appointment of 
the chairman of 
the Society. In a 
sense, the specific 
approval powers 
retained by the 
government are 
akin to the powers 
that would be re- 
| served to share- 
holders in a cor- 
porate context. 

ll Supervisory power: Things the Soci- 
etycan doofits own accord, but the gov- 





sires. This includes appointment to the 
post of director of the IIM. 

Ш Overriding powers: Circumstances in 
which the government will simply su- 
percede the Society's normal command 
and control structure, including its 
board of governors. This power is close 
to the ‘shareholder's sovereignty’ exer- 





ernment is free to interfere if it so de- | 






THE ПМ IMBROGLIO 


Not an open 
& shut case 


cised by stockholders under the Com- 
panies Act. 

Thus, it is clear that the entire 
'scheme' of the Society's constitution is 
to operate under close government 
control. This is perhaps no surprise, 
given the legacy pursuant to which the 
Society was constituted. From the 'nar- 
row’ legal viewpoint, if the Society or the 
board claim a ‘right’ to substantial au- 


| tonomy, they do so de hors (‘outside’) 


the memorandum and rules. 








POLITICS 
The Congress unleashes 
its first weapon 


FTER months of vacillating, the 
Congress finally unleashed one 
of its two brahmastras in an- 
nouncing Rahul Gandhi's (right) candida- 
ture from Amethi. It was a signal from 
Sonia Gandhi that the Congress has be- 
gun its preparations for the post-Vaj- 
payee phase of politics. Rahul Gandhi is 
the party's answer to the Pramod Maha- 
jans and Arun Jaitleys of the BJP. 
Congress strategists privately con- 
cede that they do not expect to wrest 
È power from the NDA in this round, 
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largely because of Vajpayee's towering 
personality as the grand uncle of Indian 
politics today. However, they also sense 
that the political landscape is likely to al- 
ter dramatically in the next round of 
elections. In all likelihood, many of to- 
day's leading lights will have faded out 
by then to make way for a new genera- 
tion of politicians. 

Rahul is being groomed for this 
phase. And not just Rahul. The party this 
time has gone out of its way to pick out 
a crop of young leaders with Congress 


At war: IIM-A (left) and Union HRD 
minister Murli Manohar Joshi (right) 


one that the Supreme Court has 
faced time and again. But there is lit- 
tle it can do when it is repeatedly 
faced with a perverse polity that will 






Does that mean the petitioners don't 
have acase? 

Well, there is a huge difference between 
what the government can legally do and 
whatit should do. 

Much of the media debate has been 
about what the government should be 
doing. Propriety is not generally justi- 
ciable in liberal civil societies and it is, 
perhaps, a potent reminder of the 
fragility of our polity that the Supreme 
Court is being asked to determine what 
does or does not constitute appropriate 
ministerial behaviour. 

It is possible that the Supreme 
Court's conscience would be moved by 
the larger issues facing India's premier 
management institutes. 

At the same time, the Supreme 
Court would be circumspect in playing 
arole that is arguably more than merely 


would intervene? 


This is the field of administrative law 
and this emerges out of the powers con- 
ferred on the judicial system to test if ad- 
ministrative discretion has been exer- 
cised equitably, fairly and in good 
conscience. Circumstances in which 
the Supreme Court would overrule gov- 


ernment action include: 


rally improper actions; 


@ Colourable exercise of discretion: 


| bias, arbitrariness, unreasonableness; 
W Mala fide actions; 


W Actions that are ultra vires (‘in excess 


of’) power conferred; 


Actions violating the principles of nat- 


ural justice; and so forth. 


The Supreme Court may just choose 
to apply one of these rules to set aside 
the fee cut. But it would do so only if the 
Court agrees that the government ac- 





intervene, what is the basis on which it 


W Irrational, illegal, unfair or procedu- 


not, more often than not, govern at HEN Big Pharma starts 
all, leave alone sensibly. W knocking on Indian doors 
for partnerships, can 
If the Supreme Court does choose to biopharma be far behind? Human 





legal. It's a difficult choice atbest — and | tions are unconscionable. й 
lineage and give them tickets. They are | pushing its Gen Next, Rahul may find 
expected form the corpus from which | himself losing out in terms of political 
Rahul can choose his team.The list is profile unless he matches them in ag- 
quite impressive in terms of dynastic gression and activity. 
qualifications. There's Sachin Pilot, son Equally, it's not clear what role the 
of the late Rajesh Pilot; Milind Deora, family has in mind for Priyanka, who 
son of Rajya Sabha MP Murli Deora; appears to be a more natural leader 
C.R. Keshavan, great grandson of C. than Rahul. Congress workers are hop- 
; Rajeev Gowda, son of | ingthat she will also contest and spec- 
former Karnataka assembly speaker ulation is rife that she may choose one 
M.V. Venkatappah; and so on. of her grandmother's seats in the 
The Gandhi family likes to jealously | South, either Medak in Andhra 
guard its plans so that no one knows Pradesh or Chikmagalur in Kamataka. 
what role Rahul will play in Parliament. For the moment, however, Sonia 
Will he, for instance, pitch for the has obviously chosen to project Rahul tine's trip is a fact-finding mission. “1 
Leader of Opposition status in place of | as the heir apparent. Priyanka will defi- see a broad range of collabora- 
his mother? Those who know his shy nitely be a star campaigner for the tions,” he told BW. What will he fol- 
nature feel that he is likelytokeepa | Congress, but Sonia may wait before low-up this latest visit with? "Hope- 
low profile, preferring to learn the | she fires her second brahmastra. Ш fully some transactions,” he says. li 
ropes first. However, with the BJP ARATI R. JERATH GAURI KAMATH 
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NEERAJ TIWARI 


MEDIA ROOM 


TV will decide on its IPO ina 

month, says CEO Ronnie Screw- 
vala. The offering had been planned 
for 2000, but it was deferred after 
the market tanked. Now, UTV seems 
to be building up to its IPO again. At 
the recently concluded media and 
entertainment convention FRAMES 
2004, it made a number of an- 
nouncements. The biggest one: the 
launch of Hungama, a Rs 100-crore, 
24-hour kids’ channel, by August. 
Unlike other similar channels, it will 
be totally driven by local program- 
ming. UTV has had success with chil- 
dren's shows. It had produced the 
popular Shakalaka Boom Boom chil- 
dren's show on Star Plus. Purnendu 
Bose, CEO, Hungama TV, is already 
talking to the three big Hindi net- 
works — Sony, Star and Zee — for a 
distribution alliance. 


AJSHRI Productions is going 

global with a vengeance. One of 
India's oldest film production and 
distribution companies has just set 
up offices in the UK and the US. Its 
May release, Uuf Kya Jaadoo Moha- 
bbat Hai, has a title song composed 
by pianist Richard Clayderman, 
which will be sung by local hit singers 
in markets like Thailand or France. 
"The idea is to use the music to mar- 
ket the film," says Rajshri director 
Rajat Barjatya. The 2 hour 12 minute 
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| movie (yes, they have decided to do 


shorter films) will be released with lo- 
cal music albums and subtitles in 
global markets. In the pipeline is a 
'Made for America' film in English, for 
which the script is ready. It hopes to 
rope in international studios for mar- 
keting and distribution. Those are 
bold moves from one of the most 
conservative film firms in India. "We 
want to be a large diversified enter- 
tainment group," says Barjatya. 

e 


FTER institutional financing, co- 

production is emerging as the 
best way of financing films. It makes 
sound business sense for film com- 
panies as they stand to get huge tax 


| breaks and subsidies. For example, a 


company registered in the UK can get 
up to 40% of its budget back from the 
British govemment. The idea is to en- 
courage people to shoot there and 
generate local employment. The best 
places to go — the UK, Canada, 
France and Germany. 


HILE on the subject, 2004 has 

been a sorry year for Hindi 
films. Except for Khakee and Ab Tak 
Chhappan, which is going strong, 
nothing has clicked (See 'Box office 
verdict’). Once the Indo-Pak cricket 
series and exams are over, the tide 
should turn, hope distributors. x 

VANITA KOHLI-KHANDEKAR 
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THE TEN SPORTS TUSSLE 


‘Doordarshan 
has no rights’ 


Sharmista Rijhwani, managing director, 
Taj Television India spoke to BW's Vanita 
Kohli-Khandekaron the Ten Sports-DD 
controversy. Her take on: 


m The genesis of the controversy 

In November 2003, immediately after 
the government confirmed that India 
would tour Pakistan, we initiated talks 
with Prasar Bharati (PB) in the interests 
of non-cable viewers. A deal was signed 
with PB for a daily highlights package to 
DD and rights to AIR. The issue was 
about the rights for the live feed. PB reg- 
ularly announced to the media the vari- 
ous offers it made Ten Sports without 
actually making any offer to us, 


ш The status now 

The Supreme Court has clearly directed 
DD to provide to all 
homes in India 
the Ten Sports 
signal with the 
Ten Sports 
logo, advertis- 
ing and pro- 
gramming and 
without any inter- 
ruption or tampering. 
DD cannot insert its 
own commercials. It 

also held that the actual damages to be 
paid to Ten Sports can be assessed at the 
final hearing on 15 April. 


а Splitting revenues 

Absolutely not! The feed on DD is being 
carried purely in public interest. It can- 
not be commercially leveraged by PB. 


m The impact on ad and pay revenues 

From 34 million homes we were poised 
to touch over 40 million by the time of 
the first match. The current situation is a 
commercial disaster for pay revenues 
with the feed being shared with DD1. 
On ads, the Supreme Court has ruled 
that in case the DD signal overlapped 
into other territories, like the Middle 
East and other parts of Asia, the dam- 
ages would be payable by DD. Е 
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40) Now Jaswant 
plays his murli 


URLI Manohar Joshi, Union | 





IDFC' project appraisals: they lie sometimes in 
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Ashok V. Desai is bx: : 
consultant editor of Minister of human re- | the poor prospects of the industry, but mostly 
The Telegraph sources development, has | in the fact that governments have not created 
invited much opprobrium | the conditions needed to make the industry 
for his reduction of Indian | commercially viable. This is most true of power. 
Institutes of Management (IIMs) fee. There- | Despite many regulatory organisations, state 
duction in fee was unnecessary, since no one | governments have neither freed electricity tar- 
who got admission to an IIM went without a | iffs nor ceased unduly to favour their electricity 
bank loan if he needed one. It was unjustified, | boards. So competitive markets do not exist, 
| since those who аге going to earn croresintheir | and electricity has been a no-go area for IDFC. 
| lifetime do not deserve a subsidy from the HRD | IDFC's obduracy has sometimes forced the 
| ministry. And it was malafide; Joshi and his | government to change regulations and deal 
favourite bureaucrats are fond of throwing | more evenhandedly with entrants into infra- 
their weight around, so it was reasonabletoas- | structure industries. Thus, IDFC's discussion 
sume that their reason for reducing fee was to | papers presaged the migration in telecommu- 
make IIMs into supplicants, and to exercise un- | nications to proportional taxes and unified li- 
. due influence on them. For innocent ones, un- | censing. Conversely, policy reforms have in- 
Since due influence includes influence in getting un- | duced IDFC to increase its lending to the 
deserving favourites into IIMs. Joshi ѕаіа іп as | telecommunication industry. 
most many words that his constituents complained But if you are in the government and see de- 
th that their offspring found it difficult to getinto | velopment worth billions held up by IDFC’s 
omer IIMs. Price determines demand. The lower the | pigheadedness, you may want to behead it and 
stat e- | fees, the greater the shortage of IIM seats, and | feed it to do-good politicians. Such murderous 
the greater will be the value ofa phonecallfrom | feelings may have peaked in the ministry when 
owned Delhi that gets someone a seat. the finance minister announced that he would 
D Now fears have been raised that Jaswant | give Rs 500 billion for an infrastructure fund. 
financial Singh is about to do a Murli on Infrastructure | Theamountis so huge that he cannot afford to 
. Development Finance Corporation (IDFC). | giveitoutofthe Budget. He has to enlist off-bal- 
b О die S The Financial Times reported that the govern- | ance-sheet entities like Industrial Develop- 
: ment planned to merge IDFC with the State | ment Bank of India (IDBI). IDBI, like other gov- 
are in Bank of India. The Reserve Bank of India is | ernment financial institutions, is in poor 
p oor about to transfer the 15% of equity it holdsin | health, so itis not surprising that Jaswant's cov- 
IDFC to the government. Institutions owned by | etous eye fell on the bonny baby IDFC. 
he alth, the Central government hold 43% of IDFC's eq- Possibly this is an unfair reading; I hope it is. 
uity. It should be enough to push through a | Ifit is, then itis time for diplomatic handling. 
Jaswant merger. Finance ministry's Vinay Rai has de- | The finance ministry is livid at the temerity of 
: › | nied any plans of merger. But Nasser Munjee, | IDFC's management, and would love to sack 
Singh S managing director, IDFC, has resigned withsix | them. Such feelings of high dudgeon come 
C ovet ous | other senior executives; obviously they know | naturally to those in government, but are coun- 
| more than Rai is prepared to disclose. | terproductive in policymaking. The finance 
eye $ h ave | Behind these power moves, there areissues. | minister should call over Nasser Munjee and 
| Afrequent point of friction in the board meet- | ask him to take back his resignation. Instead of 
fallen On | ingsotiprCisthatitis not prepared to funda | trying to suborn IDFC, he should insist that 
| project that is the favourite of some govern- | projects financed out of his kitty undergo the 
IDFC ment or the other. The reasons are specified in | litmustest of IDFC approval. a 
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T$500 a tonne, steelisona20- | cial institutions. Worried, the Reserve payment schedules to suit projected 

year high. A combination of | Bankhad set up the Corporate Debt Re- | cash flows, giving the companies some 

strong Chinese imports and | structuring (CDR) mechanism. At breathing space. Importantly, it forbid 

upbeat domestic demand has | Rs 28,001 crore of non-performing as- | any further capacity expansions. The 

turned it from a buyers’ mar- | sets, the steel industry alone accounted plan assumed that as long as prices did 

ЧЕ ket to a sellers’ paradise. Most | for more than half the total amount re- | not fall below Rs 15,000 a tonne, the 

primary and secondary steel plants are | ferred to the CDR. And among the eight | companies would be able to meet their 
blazing away at almost full capacity. The | companies that were referred, the top | payback targets. 

industry is gunning for another price | four — Essar Steel, Jindal Vijaynagar Now that the prices are ruling at 

rise but the government, worried thatit | Steel (JVSL), Ispat Industries and its | xRs 20,000, it is tempting to assume that 

would dampen its feel-good rhetoric, | subsidiary Ispat Metallics — accounted | the industry is out of the woods. But 

has asked the industryto hold offatleast | forthree-fourths ofthe amount for steel. good times never last in the cyclical 





till June 2004. SGK Steel, Isibars, Mukand and Malvika | commodity markets. Already, there are 
Itseems the industry is set foranice, | Steelaccounted for the rest. reports that China, after having usurped 
long ride on the price cycle. But would The CDR used both carrots and | the US as the world's largest steel con- 


that help it get out of the quagmire? sticks. On one hand, it told the steel | sumer, is setting up huge capacities — 
Even two years ago, not many would | companies that the institutions would | 22 million tonnes more by 2006. That's 
have dared raise the hopes ofa recovery. | take over managerial control in case of | the time most analysts expect prices to 
After all, the steel industry had almost | anyslip-upinthe CDR mandate. Onthe | start stabilising or even declining. When 
single-handedly triggered the worst cri- | other, itconverteda partofthedebtinto | the downturn kicks in, how will these 

sis in the history of the domestic finan- | equity and re-organised the interest | steel companies hold up? 
A close look at the financials doesn't 


Steel is riding a rare price boom. reveal a pretty picture. For one, debt is 


still a grave concern. When the CDR had 


But there are speed-brea kers started the restructuring, the average 
debt-equity ratio of the three most- 


a head e NET h uge debts a nd soa ri ng leveraged companies was 25:1. Over the 
- i past year, it has come down to 5:1. But 
In put costs . By Radhika Dhawan even thatis too high fora commodity in- 
dustry — Tata Steel, the company best 
poised to face the downturn, is at 0.91:1. 
Essar Steel and Mukand are still incur- 
ring losses and Ispat Industries is barely 
scraping through with a 0.7% net mar- 
gin during April-December 2003 (See 
‘Miles To Go’). Says Ashutosh Satsangi, 
analyst at Cris Infac: “All the cash flows 
are going towards interest payments. 
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The principal paying capability of these 
companies is still in question.” 

That's why the CDR forbids any fresh 
expansion despite near-full utilisation 
now. K.M. Jayarao, general manager at 
ICICI Bank, explains: “The companies 
should now take advantage of this buoy- 
ancy to consolidate their financials in- 
stead of looking at aggressive growth 
plans. They should actively pursue debt 
reduction and improve liquidity. This 
will prepare them for any downturn in 
the commodity cycle.” 

JVSL, which seems to have read the 
trends early, reduced its debt by a sub- 
stantial Rs 1,200 crore this financial year. 
The company tried to use the CDR tem- 
plate for re-negotiating with its foreign 
lenders. The lenders refused to convert 
part of the debt into equity but waived 
some of principal and interest pay- 
ments. As a result, only Rs 800 crore 
needed to be paid in cash. Anticipating 
the continuing appreciation of the 
rupee, the company also converted 
Rs 700 crore of its 14% rupee debt to for- 
eign denominations. In all, these mea- 
sures shaved Rs 125 crore off JVSLs in- 
terest cost for 2003-04, reducing its 
debt-equity ratio to 5.3:1. 

The Steel Authority of India (SAIL) 
has also made good of the market op- 
portunity. The company's major manu- 
facturing units are now operating at 
more than 103% capacity on an average; 
its continuous casting units are operat- 
ing at 120% of the installed capacity. 

At the same time, SAIL has managed 
to reduce its borrowing by a substantial 
Rs 3,000 crore during April-December 
2003. By swapping high-interest loans 
for cheaper ones, the company also re- 
duced its interest outgo by about Rs 300 





crore for the same period. With this, its 
overall debt — at Rs 15,082 crore in 
1999-00— is down to less than Rs 10,000 
crore. The debt-equity ratio stood 3:1 at | 
the end of December 2003. 

Essar Steel too has reduced its debt 
to Rs 4,100 crore from Rs 6,000 crore and 
cut finance costs to Rs 450 crore. Tata 
Steel reduced its debt by Rs 400 crore. | 
Only Ispat Industries has not been able | 
to repay any debt—it claims to be using | 
its cash flows to finish projects. 


The Cost Crunch 


Then there are serious 
cost challenges (See *... 
But So Are Input Costs’). 
Rates for ocean freight, 
which delivers 90% of 
the steel raw materials 
worldwide, have shot 
up sharply. The Baltic 
Dry Index (formerly the 


Seshagiri Rao, director, 
Jindal Vijaynagar Steel: 
Significant changes in 
the balance sheet 
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Baltic Freight Index), an indicator of 
ocean freight costs, has gone up bymore 
than 200% in the past year, Steel compa- 
nies are now trying to negotiate long- 


| term shipping rates to contain the ef- 


fect. Seshagiri Rao MVS, director 
(finance) at JVSL, says: “Spot rates are 
high, but we are sourcing coal from Aus- 
tralia and the long-term rates are lower 
by $17-18 per tonne.” 

Not only freight, the cost of every 
major input — coke, ore and scrap — 
has increased 200-300% over the past 
year. Major steel pro- 
ducers around the 
world have introduced 
surcharges to cover the 
cost surges — some in 
the US are adding $100 
atonne. 

Tata Steel and SAIL, 
though affected by the 
rising fright costs, have 

been able to contain 
i the overall impact as 
they source most of the 
iron ore from their own 


depth uu. 


mines. But those like Essar Steel have 
been badly affected by the National 
Mineral Development Corporations re- 
cent decision to raise prices of iron ore 
by 18.3 % — that too with retrospective 
effect from January 2003. Essar is now 
lobbying with the government to re- 
strict iron ore exports and make more of 
it available at home. 

The rise in input costs means that 
companies would have that much less 
cash to repay their debts. "Operating 
cash flows will not be very different 
since operating costs are also higher," 
says Satsangi of Cris Infac. 

The blame for the rising costs is 
squarely laid at China's doors. The huge 
volume of trade being generated by the 
Middle Kingdom is drawing ships to the 
Pacific. Since shipping capacity isn't ex- 
pected to go up in the next few years, the 
freight rates are likely to stay high. 

The country is also a major supplier 
of coke to the Indian steel industry and 
the rest of the world. But of late it seems 
to be gobbling up most of its supply. The 
Chinese government has already 
started rationing coke exports — it has 
issued licenses for just 2.3 million 
tonnes for the whole of 2004. This li- 
cense itself now has an unofficial pre- 
mium of $150 a tonne, which of course 
gets added to the landed cost. 

"Even if you are ready to pay for the 


Steel 
versus 
steel 





coke, thereis a global shortage," says Ra- 


man Madhok, managing director of Jin- | 


dal Iron & Steel, which merged with 
JVSL recently. In March, a Chinese firm 
reneged on a contract to supply coke to 
Ispat Industries. The Indian govern- 


ment has reduced the import duty on | 


coke from 15% to 5% in two successive 
steps, but analysts don't expect this to 
offset the price rise. 


Way Out? 

Thanks to some nifty manoeuvring, 
JVSL seems to be the other company — 
apart from Tata Steel — poised to 
weather the next downturn. What has 
worked in its favour is that it read the 
writing on the wall last year and started 


— integrated steel producers, or the hot rolled | 
(HR) steel club (led by Tata Steel and Essar Steel) 
versus downstream manufacturers, chiefly the cold 
rolled (CR) steel lobby (represented by the Cold Rolled 
Steel Manufacturers' Association). 


T- spiralling steel prices have renewed old rivalries 


The CR lobby claims the price increase — from Rs 12,000 a tonne to Rs 

. 26,000 over the past 12 months — has been manipulated by HR producers 
| by creating artificial shortages. The government seems inclined towards the 
-CR club, which has the powerful OEM and auto component lobbies backing it. 
__ |n February, the government issued an advisory to the HR camp against fur- 
| ther price increases. It also directed SAIL to divert export-bound steel to ad- 

dress domestic demand. The public sector producer had little choice, but oth- 

ers aren't relenting. On March 3, Tata Steel announced a 10% price increase 
. onall products. Ispat Industries and JVSL are expected to follow, while Essar 
| Steel pre-empted the move by raising its prices in early February. 

The HR camp faces other, more pressing problems. By the end of March, 
the 1296 DEPB benefit on steel exports would lapse. Also, by cutting import 
duties from 2096 to 1596, the government has enabled imports of HR steel at 
around Rs 22,000 (FOB) a tonne. Surely, this battle isn't over yet. a 
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planning for its two key raw materials — 
iron ore and coke. A third of its ore 
comes from captive sources and the 
company is now trying to negotiate with 
the government for more mines. 

That leaves the problem of the high- 
priced coke. So last year the company 
decided to set up a 600,000-tpa (tonnes 
per annum) coke oven plant. But the 
CDR forbids any fresh investment in ca- 
pacities. So JVSL found a way to circum- 
vent the restriction. Instead of investing 
its own money, it got an international 
steel trading company to fund the 
Rs 195-crore project, assuring a 2096 re- 
turn on the investment. The deal is that 
the project would first service JVSLs 
needsin exchange for an assured supply 
of galvanised steel to some of the trad- 
ing company's customers. "There is al- 
ways a demand for good quality gal- 
vanised steel and we are offering an 
assured supply," says Seshagiri Rao. The 
project is expected to start in June 2004. 

The company has now replicated 
the model in another project. The com- 
pany's capacity for making hot metal 
(stage two in the production of hot 
rolled coils) was 1.6 million tpa. JVSL got 
another trading company to invest 
Rs 250 crore for increasing the hot metal 
capacity by 1 million tpa, again on the 
promise of 20% a return on investment. 
This, in turn, enabled the total capacity 
to go up to 2.5 million tpa. Thanks to 
such moves, JVSL is going to post an 
EBIDTA (earnings before interest, de- 
preciation, tax and amortisation) mar- 
gin of 3296 ( Tata Steel's is 3495) in 2003- 
04. At this rate, the company would 
surely find a way out of the woods. But it 
will be a while before the same can be 
said for the rest. a 
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Ramaswamy can hardly believe his luck. Ex- 
actly 14 months ago, his company Alpine 
Knits had decided to gamble on a new oppor- 
tunity. Till then, his firm was just another gar- 
ment exporter, one of the 2,500-odd firms that 
make up the textile cluster in Tirupur. But in 
February 2003, Ramaswamy decided to try his 
hand at selling garment machinery — sewing machines, in- 
terlocking machines, et al. His reasoning was: the old quota 
system that had constricted garment exports for over three 
decades would end on 31 December 2004. So it was logical to 
expect that Indian exporters would start investing in new fac- 
tories, or at least raise capacity in the existing ones. Either way, 
the demand for machinery would shoot up. 

But the demand surpassed Ramaswamy’s wildest dreams. 
His most optimistic projection was that Alpine would sell ma- 
chinery worth Rs 10 crore by March 2004. Sales have already 
crossed Rs 34 crore. 

Its a sign that the Indian textile industry is finally waking 
up. Even a casual visitor to Tirupur can spot the change. The 
city, which is India’s biggest textile cluster, has suddenly 
turned hyperactive. The hundreds of tiny, nondescript gar- 
ment units— many of them now Ramaswamy’s clients — that 
dot the dusty landscape aren't just investing in new machin- 
ery. They are hiring consultants to raise quality standards, im- 
plementing enterprise resource planning systems, and train- 
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PREPARING FOR 2005 


Clusters are reinventing themselves. 
Global players are looking for India 
bases. But will we be ready in time? 
By T. Surendar & M. Rajshekhar 


ONE SIZE FITS ALL: XXXL 


After 31 December 2004, apparel exports 
will change for good. Here's how the key 
constituents are gearing up 


MILLS 


Vertical integration is in. Mills like Raymond, 
Arvind and Vardhaman are graduating from 


fabric exports to apparel exports 


MANUFACTURER- 
EXPORTERS 


Only the top 40 companies are investing 
meaningfully. Others have a long way to go in 
technology, productivity and scale 


Anupam Kothari (left), chairman and MD, 
Fibres and Fabrics International 


1 tech is . it 
good use isthe challenge’ i 


SMEs 
The challenge: scaling up; the problem: 
meagre resources. The government and 
UNIDO want them to collaborate to 
attain scale. Ajit Lakra’s Rs 24-crore 
knitwear company in Ludhiana has 
collaborated with others to set up 

a processing house 


Ajit Lakra (right), MD, 
Su Knitters 


‘Mine will be a Rs 48-crore 
company in two years’ 


FOREIGN BUYERS 
They are investing too. 
Manufacturers from Italy, Taiwan 
and Sri Lanka are planning to set up 
factories in India 





ing employees to improve productivity. All of this is being 
done in the hope that Tirupur will emerge as a preferred 
sourcing destination once quotas go. 

And it isn't just these small exporters in Tirupur who are 
gearing up for a quota-less world. Even big textile firms have 
begun making their moves in the garment export market. Five 
months ago, Arvind Mills, one of the world's largest denim 
manufacturers, set up an 18,000-pieces-a-day shirt factory in 
Bangalore. In the next few months it's opening another factory 
to make 20,000 jeans a day. The capital outlay: Rs 150 crore this 
year. Some distance from the Arvind factory in Bangalore, In- 
dia's biggest textile manufacturer Raymond has invested Rs 40 
crore to build a plant that will produce 500,000 suits a year. 


The Global Game 


India is now on the radar of a new breed of global textile firms 
lookingto invest in garment factories in low-cost destinations. 
After nearly four months of discussions, a representative from 
Treviso, an Italian cluster of fashion garment manufacturers, 
is comingto Tirupur. The Treviso cluster has traditionally sup- 
plied high-fashion garments to markets in the European 
Union (EU). But in the last few years the Italians have begun to 
feel the heat from the Chinese exporters, who were able to de- 
liver much the same quality at a quarter of the costs. Says 
R.C.M. Reddy, secretary of the Textile Committee, the nodal 
programme coordinating body under the Union ministry of 
textiles: “Not only will the Italians be able to develop a low-cost 
sourcing base, this shift should help infuse fresh thinking in 
the Indian clusters." 
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WHAT BUYERS WANT 
@ Scale, before anything else 


@ Vertical integration — from yarns to 
garments. Very few Indian companies fit this 
bill, adding to coordination costs and delays 


@ Industrial engineering concepts — from 
planning a plant to measuring productivity 


@ Shorter lead times, because fashion seasons 
are getting over sooner 


@ Transparency in the way Indian companies 
work. That way, they can be a а 
buyer’s global product 
tracking systems 


G. Sankar, 

Buying head at Tesco’s 
Indian sourcing arm 

‘India is big only because 
the world needs an 


alternative to China’ 


The Italians aren't alone. Industry 
sources say that even manufacturers 
like Brandix from Sri Lanka, SR Gent 
from Singapore and assorted firms 
from Taiwan have hotfooted to India 
in the last few months looking for 
manufacturing facilities. 

Barely a year ago there was hardly 
ahintofany build-up. Exceptforafew $ 
isolated examples, it didn't seem that 3 
the Indian textile industry had gras- 
ped the full potential of the 2005 op- 
portunity. Most exporters knew that post-2005 they could vie 
fora larger share of the $200-billion global garments trade. But 
few believed the US and the EU would actually wind down the 
Multi-Fibre Agreement and allow garment factories in China, 
Thailand, Bangladesh, Indonesia, Sri Lanka and Mexico to 
compete with their domestic manufacturers. 


near. In the past 12 months, about 50 textile units across the 
US have closed shop, displacing an estimated 40,000 workers. 
At the same time, Chinese garment exports to the US have 
jumped 140%. The US government has not reacted yet, de- 
spite demands from its domestic industry. The Indian indus- 
try is picking up the signals: this market opportunity is for real. 

So will garments made in Tirupur, Ludhiana or Bangalore 
flood stores and malls across the US and Europe? Evidence 
suggests China is racing ahead of all its rivals, including India. 
China exports a staggering $50 billion worth of garments, and 
that's growing at 20% every year — even the SARS epidemic 
didn't stall the juggernaut's roll. Some buyers did relocate or- 
ders to countries like India, but for the most part China con- 
tinues to expand its lead over Mexico, its nearest competitor, 
which exported garments worth $12 billion last year. This hap- 





pened despite Mexico being a preferred trade partner of the 
US under the North American Free Trade Agreement. 

With exports of $4.8 billion last year, India competes for 
the eighth position with the likes of Bangladesh and Thailand. 

Moving up the pecking order isn't easy. The biggest Chi- 
nese firms have a turnover of $800 million-1,200 million — 
about 10 times the size of the Delhi-based Orient Craft, which, 
at Rs 450 crore of revenues, is India's largest garments ex- 
porter. Bangladesh churns out as many garments as India 
from a fifth as many factories. Thailand does almost the same 
business as India with a workforce a third the size. India lags in 
technology, productivity and scale. 

It isn't as if India doesn't have any strength. Indian labour 
costs are no different from those in China. In some cases, it 
could well be lower. India is one of the biggest producers of 
cotton, which gives it access to cheap 
raw material. And India easily scores 
over countries like Bangladesh and Sri 
Lanka, which don't have a spinning 
and weaving industry and thus im- 
port fabric. 

As the 2005 deadline draws near, 
the action is heating up. At one level, 
global retail chains like Wal-Mart and 
Target are identifying a few large sup- 
pliers with whom they can work over 
the long term. A buying head at the 
Hong Kong-based Colby Interna- 
tional says: "Because of the quotas, we 
are currently sourcing from 44 coun- 
tries around the world. We don't need 
so many.” He sees all sourcing getting 
consolidated among a few countries. 

This will be the first round of con- 
solidation. The second round, agree 
most international retailers, will in- 
volve consolidating orders among 
fewer suppliers within one country. But as G. Sankar, manag- 
ing director, Tesco India Sourcing, says: “So far, we have seen 
just 15-20 vendors who have shown potential, but none who 
meets all our requirements of scale, productivity, lead times, 
etc.” So unless the textile industry gets its act together in the 


| nextnine months orso, India could well miss its biggest export 
But the scene has changed a bit as the deadline has drawn | 


opportunity since the software services boom. 

That's why the sudden wave of energy in the clusters in 
Tirupur or even the textile mills in Mumbai, Jaipur, Coimbat- 
ore or Delhi raise a glimmer of new hope. 


Can India Deliver? 


Let's go across to Tirupur first, as most of the action is taking 
place there. (Clusters like Panipat and Ludhiana are yet to get 
their act together — see ‘Cluster Blusters’). In Tirupur, Astro 


| Apparel's Venkatasubramanian is not among those buying 


| 
| 
| 
| 


new machinery. In fact, Venkat has no plans to expand capac- 
ity. He believes the real issue is labour productivity. Without 
adding a single new piece of machinery, he believes it would 
be possible to grow his turnover from the current Rs 9 crore to 


| Rs 15 crore ina year. 


In October last, Venkat was part of a 32-member team that 
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visited the Guangzhou province in China. Organised by thelo- 
cal office of the Textile Committee, the visit was meant to ex- 
pose them to the best practices and the scale and sweep of 
Chinese garment factories. It was an eye-opener for Venkat. 
When he visited the factories, he found that Chinese workers 
didn't even look up from their work when a visitor came in. He 
also found that both the costs of labour and raw material were 
almost the same as back home. The crucial difference was 
productivity. According to Venkat, the Chinese worker had a 
200-250% higher productivity using the same machinery. 

Back in Tirupur, Venkat began to secretly monitor his 
workers productivity levels. But once the workers got to know, 
they stopped working. They weren't keen on their wages being 
linked to productivity. Venkat is facing a peculiar situation to- 
day. Typically, his order flow is such that his factory operates at 
full capacity for eight months in a year. During this period, 
workers often have to work overtime, mostly till 9 p.m. 

Last year, managers from Sara Lee, the leading global lin- 
gerie brand, visited his factory and were impressed by the fa- 
cilities. Not only were they willing to make him an approved 
supplier, they were ready to place an immediate order that 
would keep his factory running for the entire year. The only re- 
quirement was that Venkat would have to shut his factory by 6 
p.m. — in keeping with Sara Lee's good production practices. 
Now, this was a win-win arrangement. His calculations 
showed that his workers would earn far more if they worked 
fewer hours, but for the entire year. The workers couldn't see 
the point, so much so that Venkat had to eventtially decline 
the order from Sara Lee. “The labourers’ attitude in Tirupur is 
just not conducive. By stepping up productivity, we can pro- 
duce 150% with the same machines and the labourers will also 
earn more. But itis just too difficult to convince them,” he says. 

Tirupur accounts for a fifth of the garment exports from 
India. But the 2,500 firms there need to solve two big prob- 
lems: lack of productivity and lack of scale. Even after decades 
in the business, there are just about a dozen companies with a 
turnover of over Rs 100 crore. The biggest exporter in the clus- 
ter, Eastman Exports, had revenues of Rs 250 crore. It is largely 
into low-value knitted garments. 

Garment making in Tirupur is still mostly a cottage indus- 
try, with factories in sheds and garages running on a few ma- 
chines. There is no professional management in most of these 
firms; even the biggest companies are willing to 
air their views only through the powerful 
Tirupur Exporters’ Association. 

This lack of professionalism breeds a my- 
opic view. Take the pollution problem. Cotton 
fabrics have to be dyed using ‘disperse dyes’. 
These dyes leave solid particles on the fabric 
that cannot be dissolved by ordinary effluent 
treatment plants. It takes a costly reverse osmo- 
sis process to completely eliminate the dye and 
re-cycle the water. The companies in the 
Tirupur cluster did not bother much with recy- 
cling the dye and simply dumped all the efflu- 
ents into the adjoining Noyyal river. The Chen- 
nai High Court has now slapped a Rs 400-crore 
fine on the Tirupur dyers. Industry observers 
say that if the order is implemented, many 
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small apparel manufacturers will go under. 

Now, the government-run local Textile Committee is try- 
ing to help the small companies work around their weak- 
nesses. The Committee, through a dedicated cluster develop- 


| mentagent (CDA), is asking companies to work collectively to 


solve their problems. For attaining adequate scale, it is goad- 
ing smaller companies to form consortiums — pool their 
manufacturing capacity and solicit orders together. 

Pradeep Kumar of Knitcity Exports, a consortium of four 
manufacturers, says that the joint effort has yielded some 
large enquires. Now, 180 companies are coming together to 
set up a windmill project that will bring down power costs by 


WHAT BUYERS GET 


A hopelessly fragmented industry. Even single 
orders have to be processed at several 
locations. That's changing, but slowly. Some 
SMES in Tirupur are collaborating successfully, 
but the trend hasn't caught on everywhere 


In a heap 
How the 7,500 firms registered with AEPC stack up 
Turnover (Rs) 
> 100 crore § 15 
50-100 crore § 29 
20-50 crore ШШШ 180 
10-20 crore MEN 306 
5-10 crore ЖЕШШШШЕШ 467 
3-5 crore ШЕН 469 
2-3 crore MEN 406 
1-2 crore i 762 
50 lakh - 1 crore ЖШШЕ 761 
< 50 Іакп ПИН Е 4,110 - { 


Source: AEPC Ё 


Number of companies 


The Nahar Spinning Mills plant in 
Ludhiana: The company is waiting to see 


if orders pick up after 1 January 2005 — fresh 
investments would come after that 
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35%. They are also trying to up- 
grade the eight ordinary effluent 
treatment plants into reverse os- 
mosis units to help use the water re- 
sources better. Says Kumar: “In the 
long run, we expect that sharing a 
common platform will help us re- 
duce costs in areas like marketing 
and hiring consultants to improve 
our business systems.” 

It's the increasing size of orders 
in the past two years that's forcing 
the change. If they aren't signing up 
for a consortium, producers are in- 
creasing capacity. Two of Tirupur's 
largest exporters — Eastman Ex- 
ports and Centwin Textiles — have 
doubled capacity in the past two 
years and plan to do so again in the 
next two. A measure of the growth: 
30% of India's textile machinery or- 
ders last year was from Tirupur. 

"Tirupur's exports will double 
in the next three years to Rs 10,000 
crore with all the new initiatives in 
the cluster," says a beaming A. Sak- 
thivel, chairman of both the Tirupur Exporters' Association 
and the Apparel Export Promotion Council. 

But unplanned growth is putting severe pressure on infra- 
structure. So much so that some firms feel it may be better to 
make a clean start elsewhere. Fortunately, in the 2002 Budget, 


Tirupur. Over 52 manufacturers have invested Rs 300 crore in 
it, and the governmentis chipping in with Rs 17 crore for infra- 
structure like roads and water. Says Textile Committee secre- 
tary Reddy: "There are government schemes that can gen- 


through various agencies. We are helping one cluster tap these 
funds." There's hope that Tirupur could make the leap — at 
least those players from the cluster who embrace change. 
There are still several who like the old order too much. 
Most have steadfastly refused to allow foreign investment to 
come into the cluster and stuck to outdated practices. Con- 


have set up huge factories and scaled up exports to India's 
level in about five years. Reddy agrees the existing players 
should ‘think out of the box. 

To help the case, Reddy will accompany the head of the 
Treviso cluster to Tirupur in end-March and discuss the possi- 
bility of setting up a mini-Italian cluster there. For the Italians, 
whose business has shrunk in the face of the Chinese on- 
slaught, India offers a low-cost manufacturing base. For Tiru- 
pur, such a move would help bring in global practices quickly. 


Showing The Way 
Adopting international practices is already helping others like 
the Bangalore-based Fibres and Fabric International. Their 





the Union government allowed state subsidies for setting up | 
new apparel parks if at least 20 players come together. Such an | 
apparel park is now nearing completion about 25 km from | 


trast that with Bangladesh, where Koreans and Sri Lankans | 





A. Sakthivel, chairman, 
Tirupur Exporters’ Assoc., 
‘There is no need for 
foreign investment in 
Tirupur. We have 
enough capital’ 





erate up to Rs 500 crore for development of each cluster | 











CLUSTER 


IRUPUR could well be Treviso, Italy's famous 

textile cluster that makes garments for the 
best names in fashion. But it's not. Unlike 
Treviso's small companies, the ones in Tirupur 
do not buy raw material together. Neither do 
they share information, nor use their collective 
scale to market their weaves. Treviso's small 
companies gained their international reputation 
by collaborating. 

Now there is someone who wants this to 
happen in India. Ironically, it is the government's 
Textile Committee, which earlier policed these 
very factories. The committee has now taken 
upon itself to bring about this harmony. 

The Textile Committee's secretary, R.C.M. 
Reddy, states the obvious when he says that 
only cost-competitive companies can survive in 
the garment industry. This means they have to 
source inputs cheaply, or deliver products at a 
competitive price. Without size, small companies 
in Tirupur, Panipat and Ludhiana can do neither. 


chairman and managing director Anupam Kothari hired an 
Italian technician a few months ago to look after the high-tech 
machines in his factory. The result: the downtime in his critical 
operations is now negligible. Says Kothari: “The Italian techni- 
cian did not come cheap, but we raised our efficiency a few 
notches almost overnight. We understood the difference be- 
tween buying technology and using technology.” 

Kothari is sparing no efforts for his next expansion. Soon, 
he will decide who will construct his factory, L&T or Gammon. 
The machines will be imported and he plans to set up a state- 
of-the-art water recycling plant costing Rs 6 crore. That would 
increase his water costs five times, but would ensure a high de- 
gree of social compliance — а selling proposition to his eco- 
friendly buyers from the Netherlands and Germany. 

On the face of it, Kothari is going against the grain of cost- 
conscious manufacturing. But in reality, he has cracked the 
pricing code. By focussing on the fashion denim market, 
Kothari has carved a niche for himself. He commanded an av- 
erage price of 14.43 euros for each of the 2 million jeans he sold 
last year — more than double the industry average of 7 euros. 
He commands a premium in the high-fashion jeans market 
too. Here, a dress would typically retail at 200 euros and above. 
Now, given the high inventory holding costs, most European 
retailers prefer to deal with suppliers who can replenish stocks 
in short lead times. Kothari's flexible manufacturing system 
allows him to cut lead times to just two weeks — unheard of in 
the Indian industry. Costs are understandably higher, but then 
it earns Kothari nearly 35 euros per pair — almost twice the 
price commanded by some Chinese manufacturers who are 
unable to offer the same level of service. 

Clearly, skill-intensive manufacturing could be a way to 
compete. India's biggest exporter Orient Craft has also begun 
to realise that. Till a year ago, the company's chairman and 
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n Reddy's starting point, therefore, is to help 
companies cut costs to survive. His cluster 
. development agents in various cities are 
coaxing manufacturers to form consortiums so 
that they can show a 'respectable' 
manufacturing scale to buyers, and strong 
.. buying power to vendors. : 
| PX It's alarming then that things are moving 
| Sluggishly. Yes, a consortium in Tirupur has 
~ bagged a large order from Sara Lee. Another in 
ч Ludhiana is buying raw materials together. The 
Solitary consortium in Panipat went to South 
___ Africa recently in a bid to win new orders. But 





PREPARING FOR 2005 


garments. The government realised 
its folly and lifted the small-scale re- 
strictions in the 2002 Budget. Since 
then, textile mills have begun shift- 
ing to a vertically-integrated model. 
"There is no other alternative for 
textile mills but to integrate verti- 
cally into more value-added ser- 
vices. At Arvind, we believe that's 
where our future lies," says Darshan 
Mehta, president, Arvind Fashions, 
To start with, textile mills like 
Arvind believe that they have a clear 
sourcing advantage. Nearly 85% of 
India’s garment exports is linked to 
cotton. Since Arvind manufactures 





|. these are still isolated instances. On the whole, { denims at competitive rates, Mehta 
| the entrepreneurs are not stepping forward. / & believes it can make denim-based 
x They lack trust in collaborating. They expect á 5 apparels cost-effectively too. He ex- 
| .. the government agency to develop all the eddy, pects his scale to be an important 
: т infrastructure. And many are still wondering if мала кмк жннау source of competitive advantage. 
betes demise of quotas will boost business. _ ‘Our new role is to Nearly every denim maker in India 
a (5 ... So for all his irrefutable logic, Reddy and his enable private enterprise — Raymond, KG Denim and Aarvee 
| . team are struggling. It’s a shame. to become more Denim — is using the same logic to 
m ' market-driven’ set up apparel units, Even the cot- 


managing director Sudhir Dhingra dreaded the idea of setting 
up huge factories — all for the fear of strikes. Today he is 
spending Rs 40 crore on a new factory in Gurgaon that would 


employ 2,000 people. The centrally air-conditioned facility | 


will combine all the stages of garment manufacturing, design 
to finishing. Says Orient Craft's executive director Anoop 
Dhanda: “For the next few years, we will have to invest in new 
capacity every year if we have to keep pace with the industry.” 

Orient Craft and Fabric & Fibres are among a few who have 
been pulling ahead of the pack. Others include Gokaldas Ex- 
ports of Bangalore, Meru Exports and Richa Exports of Delhi, 
and Shahi Exports. The turnovers of these exporters range 


from Rs 100 crore to Rs 250 crore. Most are family-run. But | 


what distinguishes them is a relatively larger scale, and smart 
use of technology. But soon these players will have company. 

That's because a new breed of players are jumping into the 
fray, albeit somewhat belatedly. 


From Half Steps To Full Measures 


In February this year, over 70 Indian textile manufacturers 
were displaying their wares at the Texworld Fair in Paris. Fabric 
buyers from all over the world converge at this fair twice every 
year. This year, nearly 10,000 buyers attended. 

“This time, nearly 70% of the Indian delegation came 


home with the same message: their buyers wanted them to | 


make apparels instead of making textiles," says Clotheslineed- 
itor Arun Roongta, who was present at the fair. Roongta says 
this isn't new — for the past two years most textile manufac- 
turers have been hearing the same refrain from their buyers. 
But it's only now that the message is sinking in. Past Indian 
regulations are partly to blame. Till 2002 only small-scale sec- 
tor firms with a capital of Rs 1 crore or less could make ready- 
made garments. So none of the big players really invested in 
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ton textile mills around Coimbatore 
— Premier Mills, Loyal Textile Mills and Super Spinning — 
want to focus on woven garments now. 

But not everyone is as confident as Arvind. Aarvee, for in- 
stance, is going easy on its garments business, which con- 
tributes about Rs 10 crore-12 crore out of its total turnover of 
Rs 170 crore, Suresh Parikh, financial director and company 
secretary at Aarvee, says he doesn't expect the share of gar- 
ments to expand beyond Rs 25 crore-30 crore. "The two busi- 
nesses are very different. There are pitfalls in getting into gar- 
ments. Fashion changes. Inventory is a far bigger problem. It's 
a business better suited for the small-scale sector." So Parikh 
plans to do only the designing and cutting in-house; assembly 
would be handled by job workers initially. In contrast, Aarvee 
says it is far more bullish about 'made-ups' like towels, home 
furnishing, etc. They are starting a business in made-ups and 
expect that to be worth Rs 90 crore in the first year itself. 

Clearly, making garments calls for lots of flexibility. That's 
not something the textile mills have. Says Sreeram Sreeni- 
vasan, MD, Indus-League Clothing, "A garment maker has to 
keep scanning the market. He can switch from fabric to fabric, 
product to product. But by having made such large invest- 
ments in the manufacturing process, the options before the 
textile company can be limited. The world over, garment com- 
panies are pure-plays. I'm not sure they can hack all of it." 

Sreenivasan has a point. But till they go through the expe- 
rience, it's hard to say whether the mills will make the cut. At 
the moment, few are thinking of what could go wrong — be it 


| tiny garment units in the traditional clusters, or large ex- 


porters who have found strong niches. The attitudes have 
changed — the industry is trying to grow up. All hopes are 
pinned to that magic date — 1 January 2005. и 
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IN November 2003, a team of economists 
published a paper on the effects of patent 
protection for drugs in developing coun- 
tries, using India as a case study. This is 
the first such paper based on empirical 


data on prices and market shares. The | 


economists — Shubham Chaudhuri of 
Columbia University, and Pinelopi 
Goldberg and Panle Jia of Yale University 
— selected a specific class of antibiotics, 


fluroquinolones, to figure out the impact | 


on consumers and domestic companies 
if just patented antibiotics remained in 
the market. Fluroquinolones account for 
over 20% of the antibiotics market in In- 
dia. (Antibiotics make up 17% of total re- 
tail drug sales.) 

The economists’ conclusion: in the 
absence of any price regulation or com- 
pulsory licensing, the total annual wel- 
fare losses to the Indian economy would 
be greater than the sales of all systemic 
(oral or injected) antibiotics in 2000. 

The team pointed out that while the 
prices of patented drugs would definitely 
rise post 2005, prices of cheaper off- 
patent drugs in the same class too would 
increase when consumers opt for them. 


Interestingly, the study concluded | 


that availability of drugs would become 
an issue in a patent regime. Normally, 
customers who cannot access a domestic 


brand of a drug substitute it with an- | 
| our analysis suggests about the main 


other brand. So if a domestic brand of a 
kind of fluroquinolone, say, norfloxacin, 
is not available, they buy a domestic 
brand of, say, ciprofloxacin, instead of the 
foreign brand of norfloxacin. The re- 
searchers believe this is because domestic 













| likely to experience. Our paper focusses 





| nearly a third of the annual sales of the 


PHARMA PATENTS 





drugs are more widely available than | 
foreign ones, and there are more Indian 
companies than foreign firms. Once | 
product patents come into play, there 
will no longer be any copies in the mar- 
ket. Innovators would have to make up 
for this by widening the distribution 
reach of their drugs. 

Businessworlds Gauri Kamath 
spoke to Shubham Chaudhuri, assis- 
tant professor of economics at Columbia 
University in New York, on the implica- 
tions of the study. Excerpts. 


E What are the key takeaways from your 
study? How do they differ from the con- 
ventional view? 

The first is simply the size of the welfare 
loss we estimate Indian consumers are 


on a single sub-segment of the pharma- 
ceutical market (albeit a large and im- 
portant one), and it is a sub-segment for 
which there are many substitutes. This 
would have suggested that the market 
power of patent holders would be lim- 
ited. But even if we make conservative 
assumptions about how competitive 
the market is, we still estimate con- 
sumer welfare losses that add up to | 


entire antibiotics segment. 
The second key takeaway is what 


source (or channel) through which the | 
loss of consumer welfare is likely to be | 
realised. The presumption in the TRIPs 
(Trade-related Intellectual Property 
Rights) debate has tended to be that the 


post 
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Availability of 
drugs will be a 
BIG ISSUE 


main adverse impact of patent protec- 
tion will be a rise in prices. What our 
analysis indicates is that availability of 
products is likely to be an equally, if not 
more, important factor. The fact that 
consumers appear to consider domes- 
tic versions of different drugs to be 
closer substitutes than domestic and 
foreign versions of the same drug sug- 
gests that domestic products may be 
more readily available to the majority of 
consumers. We do not have direct evi- 
dence on this but we speculate that this 
may have to do with the difference in re- 
tail reach of domestic and foreign phar- 
maceutical firms. With patent protec- 
tion, we would not have the wide variety 
of domestic products in the market that 
we currently see. And... with fewer prod- 
ucts and fewer firms active in a particu- 
lar therapeutic segment, it is much less 
likely that local pharmacies in small 
towns will have a particular drug in 
stock. How large this effect is will natu- 
rally depend on how much effort patent 
holders (MNC subsidiaries and large In- 
dian firms) put into expanding their dis- 
tribution networks. The question is 
whether the levels of market penetra- 
tion, as seen in the FMCG sector, will be 
achieved in the pharmaceuticals sector. 


E So what would you suggest to improve 
access in the patents regime? 
Historically, the regulatory regime in In- 
dia has been focussed on prices and af- 
fordability. The findings of our paper 
suggest that regulators need to pay 
equal, if not more, attention to availabil- 
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DIVYA BHASKAR NOURISHES 
THE NEWSPAPER MARKET 
TO GROW BY 30%. 


Ever since Divya Bhaskar was launched in Ahmedabad, Divya Bhaskar 
the Gujarati newspaper market has expanded by an = 3 
astonishing 30%. That's 21.60 lac readers as per the "9 [Ёёсгонг5г 


recent AC Nielsen ORG МАКС report, as compared — х 
ка 4 ш. айзат ашай: 


to 16.35 lac readers as per NRS 02. Yes, this truly is 
Divya Bhaskar's fruit of success...just for you to taste. No.1 in Ahmedabad 
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ity by tracking the extent of market pen- 
etration (number of pharmacists who 
have a particular product in stock). And 
if certain products appear to be reach- 
ing retail outlets (especially outside the 
metros) slowly, regulatory remedies 
need to be considered. For instance, 


there could be some form of compul- | 


sory licensing. For the pharmaceutical 


industry, especially big firms that will | 


survive and flourish in the post- TRIPs 
environment, (our) message is there is 
likely to be a market niche they should 
consider filling, not in terms of new 
products but in terms of retail reach. 


E What are the implications of your study 
in the framing of government policy? 
There are two ways in which they can be 
used in the policy formulation process. 
The first is in international forums and 
trade negotiations, where the sort of 
empirical evidence we provide can be 
used to make the case that the adverse 
welfare impacts of TRIPs may be quite 
large. Hence, governments should have 
greater leeway in considering a range of 
policy instruments to mitigate any ad- 
verse effects. In terms of specific direc- 
tions for policy, availability is the key is- 
sue that policy-makers need to think 
about and monitor. 


E Would you advocate price control or 
compulsory licensing in India? 

Our research clearly highlights the po- 
tential role of compulsory licensing in 
addition to, or even in lieu of, price con- 
trols. Of course, within any compulsory 
licensing regime there needs to be ade- 


quate certification procedures for li- | 


censees in order to ensure that quality of 


the drugs that consumers buy is not | 


compromised. 


E Since low per capita income countries 
cannot pay the same price as developed 
countries for research, how does one 
evolve a system where everyone pays eq- 
uitably for innovation? 

There are two separate issues here. First 
is what you mean by equitable. My defi- 
nition of equity would be akin to that 
used to justify some sort of progressive 
tax system, i.e., that individuals ought to 
pay according to their ability and that in 
some sense the rich should pay propor- 


tionally more. That standard is being | 


partially met currently because you ba- 


| 








sically have segmented national mar- | 
kets and differential purchasing power | 
in each national market. But the price 
differentials across OECD countries 
suggest that US consumers are, ina very | 
literal sense, paying more than their 
share relative to consumers in other 
OECD countries. And that of course is 
becoming a key issue in the current US 
presidential campaign and in US poli- 
tics in general. The second issue is 
whether we can arrive at an equitable 
system with a single set of rules that ap- 
ply to all countries. My sense is that, 
given the disparities in levels of prosper- 
ity and development across countries, | 
we have to have a system that recog- 
nises this asymmetry. In other words, 
we need to have at least two different 
sets of rules for rich and poor countries. 
Take the issue of parallel imports, for in- 
stance. If we have a single set of rules 
that permit parallel imports globally 





oriented firms will not devote resources 
to developing products for that market. 
Private profit-oriented firms are always 
going to base their R&D decisions on 
whether the projected sales will at least 
cover the fixed costs of developing a 
drug. And for many tropical/poor man's 
diseases, the consensus appears to be 
that the monetary size of the market is 
too small. If we accept the basic premise 
stated above, it is clear that we need 
some sort of publicly-financed and di- 
rected mechanism to encourage inno- 
vation on these tropical diseases. There 
are many proposals floating around. 
Most involve some sort of price mecha- 
nism or ex ante publicly provided sub- 
sidy for R&D on particular diseases. 


E Do you plan to do more research on 
the pharmaceuticals industry? 

My co-authors and | are working on sev- 
eral additional papers on the Indian 





rm 





(e.g., imports of drugs from poor devel- 
oping economies to rich nations like the 
US), global pharma will inevitably re- 
spond by raising prices everywhere to 
the levels that apply in rich countries. So 
permitting parallel imports globally by 
creating a single global market may ac- 
tually hurt consumers in poor coun- 
tries. On the other hand, allowing 
South-South parallel imports may actu- 
ally help poor countries in which the do- 
mestic pharmaceutical industry is rela- 
tively less developed. 


push research on diseases of the develop- 
ing world. Is there an alternative way to 
encourage innovation in these areas? 
The basic problem is that ifthe marketis | 
not large enough, no matter how strong 
the patent protection is, private profit- 
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= What the research says 
P Consumers have more to lose than copycat manufacturers _ 

| Availability of drugs will be as big an issue as prices, if not bigger 

> Government needs to monitor market penetration, not just prices 

> Post patents compulsory licensing can be a tool to improve product reach 
> Local companies can use retail reach as a lever to tie up with patent-owners 









pharmaceutical industry, replicating 
our analysis for other segments of the 
market, looking more closely at the 
product portfolio choices of different 
firms and the dynamics of product entry 
and exit, as well as the dynamics of mar- 
ket penetration by new products. 


E How has academia viewed your paper? 

There are some within US academia 
who feel we are overstating the adverse 
impacts of TRIPs, but the majority of re- 
actions we received when we presented 
our paper at various universities and 
academic conferences has been quite 
positive. There is something of a grow- 
ing belief, I think, among academic eco- 
nomists that patents are a particularly 


| costly way of promotinginnovation. Mi 





Read the full study at www.columbia.edu/ 
~sc301/pharmaceutical-patents-2004-01.pdf 
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What will 
kickstart 
road 


HEY are so innocuous you might miss them com- 
pletely. Yet two small paragraphs in two unheard of 
reports are broadband’s new hope. One is in a Con- 
federation of Indian Industry (CII) discussion paper 
on the India Broadband Economy, and another is 
in a Telecom Regulatory Authority of India 
(TRAI) consultation paper. Both papers recom- 
mend that state-owned Bharat Sanchar Nigam 
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(BSNL) апа Mahanagar Telephone Nigam 
(MTNL) open up their last mile access 
to other companies. Between the 
two of them, the telephone 
operators own 98% of the 

fixed phone wires that con- 

necta total of 42 million Indian subscribers. 

Unbundling the last mile into homes 
means anyone — Reliance, Bharti, Sitica- 
ble, Hathway and others — can use the ex- 
isting copper to offer telephony, net access, 
TV, films, gaming, or anything else they 
want. Most importantly, they can do this at 
a third of what it would cost to enter every 
home with fresh wires. 

That one-third figure is critical. Itwould 
cost close to $9 billion , or Rs 40,500 crore, 
to enter 10 million Indian homes with 
broadband over fresh copper wires with 
DSL technology over three years. In the 
same time it would take over $3.6 billion, or 
Rs 16,200 crore, to make cable TV wires in 
just 10 million homes capable of two-way 
broadband. But if BSNL and MTNLS wires 
are thrown open, all it will take is $2 billion, 
or about Rs 9,000 crore. These are the 
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What ails broadband? 











WHERE WHAT'S 
WE ARE HAPPENING 
€ Have 5 lakh km of € Unbundling of 
optic fibre cable home access pipes 
€ Only 100,000 € Duty reductions on 
subscribers use hardware and many 
it, and only for other moves by June 
net access this year j 
WHY WE WHAT IS | 
ARE STUCK NEEDED 
€ No entertainment € More revenue 
on offer, only pressure on telcos | 
internet to offer video 
€ Few players have € Regulate cableto © 
access to homes invite investment i 
© Poor speeds and € Allow cable to offer ' ® 
low bandwidth voice services | E 
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numbers presented by the СП discussion paper, based on re- 
search by IBM Consulting Services. 

If the reports become policy, as expected by June or so, the 
rules of the broadband game in India would be altered. Imag- 
ine MTNL, Reliance and Hathway all fighting to give you cable 
TV, music, gaming and net access for Rs 600-800 a month, the 
ideal price according to the СП paper. 

For years we have heard about how ‘convergence’ or ‘triple 
play'— the availability of voice, data and video on one pipe— 
was going to change our lives. Well, it hasn't yet. 

After over Rs 51,000 crore of investment, the dozen or so 
companies involved don't have much to show, All they have is 
about 100,000 subscribers who think broadband means just 
faster Internet access. In some of the world’s largest broad- 
band markets — Korea, Japan, and to some extent the US — it 
is household penetration that set the broadband market on 
fire and made it profitable. In these countries, demand for en- 
tertainment in the form of either cable TV or gaming created a 
demand for fatter pipes at home, and therefore broadband. In 
Korea and Japan, telecom operators fulfilled this demand. In 
the US, cable operators did it. 

Yet in India, hardly any push has happened to make tele- 
com operators offer cable TV, or vice versa. Both have made 
some half-hearted forays, promising a lot but delivering just 
net access. "Dur broadband penetration is just two per 10,000 
people (0.02%), and we say we are a knowledge-based soci- 
ety," exclaims Pradip Baijal, chairman of Trai and now the 
country's broadcast regulator. 

Baijal is communications minister Arun Shourie's man in 
the field, and kick-starting broadband penetration is one of 
his priorities. He thinks that broadband can play a vital role in 
prodding GDP growth. The availability of the net, telephony 
and video on demand at low prices means that distance edu- 
cation, tele-medicine, tele-working, and research become 
easier. It means transaction costs for businesses go down, and 
overall gains in productivity. Korea, Japan and the US have all 
seen the positive impact of higher penetration on per capita 
GDP. Over 30% of Koreas GDP or $148 billion, was transacted 
on the net, according to the Trai paper. 

The final Trai report, to be released any day now, also in- 
cludes recommendations on duty cuts for hardware, permis- 
sion to import second-hand PCs for education, intellectual 
property rights for digital content and so on. But Baijal knows 
that he will face hell for the unbundling recommendation. It is 
going to upset BSNL and MTNL, which have been state mo- 
nopolies for a long time. Baijal is sanguine about all that. “In- 
cumbents sit on a gold mine, and that has to be unbundled to 





Broadband: Any pipe that provides a bandwidth of 
128 kbps or more. In developed countries, the pipe 
usually provides 2 mbps. Co-axial cable is broad- 
band, but cannot offer net access as it is only one- 
way communication. A cable modem and digital 
compression make it two-way. Telephone wires carry 
voice two-way, but need a DSL modem to carry 
bandwidth hogging things like video 


DTH: Direct-To-Home (DTH) transmission is on a KU 
band, against the regular C-band that satellite TV is 
broadcast on. You need a dish and a set-top box to 
receive a KU-band signal. Technically, DTH can be 

_ two way. However, a simple DTH kits costs Rs 5,000- 
ss io. ate aac cal 


put pressure on them to use it. Unlimited competition is pos- 
sible only with unbundling. I derive all my faith from what I 
went through last year," he says. In 2003 Baijal cleared the log- 
jam in the mobile telephony business. He wants to do to 
broadband what he did to telecom: throw the gates open. 

But will it work? Maybe, just maybe, unbundling could 
trigger a fresh spurt of investment by telecom companies into 
the last mile. That, in turn, could push cable companies to of- 
fer more than just cable TV, regulation permitting. That, in 
turn, could push prices down, and so on. Whatever happens, 
there will be lots of confusion over the way it will work. There 
will be fights over who will invest and who will get a larger 
share of revenues. There will be endless debates on the tech- 
nologies best suited to do this — DSL, cable or wireless — and 
more regulation may be needed in the initial phases. But for 
India's frustrated broadband dreams, any hope, however 
slender, is welcome. 

To figure out the ifs, buts and whys of the broadband issue, 
letus flashback a little. 


An Unfinished Network 


Over the past four years more than a dozen companies have 
laid over 5 lakh km of optic fibre pipes across the length and 
breadth of India. The idea was to sell video (read TV and films), 
music, net access and telephony together, and charge Rs 
1,000-1,500 a month. But that did not happen. For one, most 


Broadband came to your city, but it has 
not reached into your living room. What 


Will it take to make home access a reality? 
By Vanita Kohli-Khandekar & Anup Jayaram 
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vestments are made in trunk lines carrying optic fibre cables 
from across the country, some of it within cities. A lot of itis not 
"lit; or active fibre, because there is no demand for it. Most of it 
doesn't reach homes. The old guard consists of 35,000 cable 
operators who enter 55 million homes, 21 million 
BSNL/MTNL homes lines and about 1.1 million homes with 
private landlines. None ofthe new players have any significant 
last mile penetration. Either someone rides on BSNL/MTNL 
or the cable operator's network, or they duplicate it. 

When they did reach homes, all that broadband compa- 
nies managed to offer was net access. Globally, entertainment 
has been the ‘killer app’ on broadband. Most research in high- 
usage markets shows that broadband subscribers are over- 
whelmingly using it for downloading videos, and video usu- 
ally spurs consumers to use broadband for other things. In 
Korea, gaming has driven the demand for more access. In the 
US, it is cable companies and the television programming 
they offer that drove the demand for voice and data services. 
In Latin America, UT Starcom, an American broadband 
equipment company, is talking to three major telecom opera- 
tors: Telefonica, Telecom Brazil and TeleMex. "All of them are 
talking video, not net access," says Ruchir Godura, country 
manager, UT Starcom. 

That has to hold true for India as well, especially consider- 
ing cable penetration (55 million) versus home telecom pene- 
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did not bridge the all-important last mile. All those sunk in- | 
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Why cable and telecom are the best bet 
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tration (21 million). “If PCs (2.5 million) are the medium then 
the market is very restricted,” says E.V.S Chakravarthy, CEO 
Iqara India. Ідага is British Gas’ broadband subsidiary. 


Crowded Coppers 


Unbundling gives all operators the option of riding existing 
state-owned copper telephone lines into homes at one-third 
the cost it would take to duplicate them. There are three kinds 
of unbundling globally — full unbundling, shared un- 
bundling and bit-stream unbundling. So, if Tata Telecom or 
Reliance were to ride on the BSNL network in a fully unbun- 
dled scenario, it would get full access over BSNL's infrastruc- 
ture for a rental charge, as well as a share of revenues. In the 
shared model, Tata would get either the voice or the data traf- 
fic, not both. So if BSNL retained voice, it could leave Tata to of- 
fer a bouquet of data-related services. In the bit-stream 
model, the access is fully retained by BSNL. It installs DSL 
equipment on its network at its own cost and opens up the 
data stream to competition for a rental fee or a revenue share. 
While it will have invest the Rs 9,000-odd per home, BSNL will 
retain full control over its existing network. 

A taste of the perils and the potential of partial or full un- 
bundling are evident in BSNLs Bangalore project. Late last 
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year BSNL started offering the 18.5 million homes it reaches to 
franchisees who may offer cable TV, net access or anything 
else in a revenue sharing agreement. In Bangalore, franchisee 
I-Spatial has signed on 4,000 subscribers. BSNL gets a 30% 
share of the Rs 999 I-Spatial makes per home per month. How- 
ever, only three franchisees have signed up with BSNL so far. 

VP Sinha, chairman, BSNL, is vague about why that hap- 
pened. One vendor said the trouble with the set-up is that the 
tender was too restrictive. Any telecom operator or ISP in In- 
dia, the usual broadband operators, were barred from bidding 
for it. Another obstacle is posed by the long drawn out negoti- 
ation process on everything from technology to revenue 
share. Many potential franchisees simply give up. 

Globally, too, incumbents delay competition by slowing 
down on the co-location agreements. It has happened with 
FM radio towers in India before. Arvind Mahajan of IBM Con- 
sulting Services points to examples set in the UK and Japan. In 
the UK, when the local loop was unbundled, BT's very high 
rates deterred competition. That happened in Japan too. NTT 
kept prices high even after unbundling. So the regulator man- 
dated lower prices. That is when broadband took off. Now Ya- 
hoo! Broadband, the biggest player in Japan, is getting into the 
voice business, posing a real threat to NTT. So, Trai could reg- 
ulate the prices, the number of players, and just about any- 
thing else to ensure that prices go down and penetration in- 
creases. It probably will. 


To Bundle Or Not To Bundle 
Trai's regulation might just give private and public sector tele- 
com companies the prod needed to start offering broadband 
services. But there are three arguments that question un- 
bundling. The regulation may, or may not, be able to address 
these fully. 

First is that of technology. Telecom pipes have copper that 
can just about carry voice and data. Even DSL-enabled copper 
wires, plugged into fibre or not, may not be able to carry con- 
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A world without wires 
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is through wireless connections. “It is the lowest hang- 
ing fruit right now. There is no incumbency factor,” says 

S. Sriniwasan, co-head (investment banking), Kotak Mahin- 
dra. It is also the most expensive route, with prices between 
Rs 30,000 and Rs 40,000 per home. So nobody is trying it. 

There is one interesting example, however, of wireless 
broadband in education. Nearly two years ago, Hughes Es- 
corts Communications launched DirecWay, the first wire- | 
less two-way broadband application. Today Hughes has а 
nationwide chain of 50 classrooms with 2,000 students. 
Any student can enrol for an XLRI Jamshedpur course. Di- 
recWay uses the KU-band (the one that DTH uses) to beam 
the lecture to classrooms that receive it with a small dish 
and set-top box. Since the signals are travelling on a fat 
128-256 kbps two-way transmission, students can ask 
questions of the far-away Professor. Just like XLRI, Di- 
recWay has tied-up with IIM Kozikhode, NMIMS (Mumbai), 
and other institutions. Philips and Standard Chartered, 
among others, use this network for corporate training. 

Hughes has made small forays into entertainment. 
Talks are on with Mukta Adlabs for digital cinema broad- 
casts, there's a pilot project with jukeboxes that download 
music on demand. Hughes is already the backend for a 
news channel. For now, it will stick to backend workforen- | 
tertainment companies, says president Pranav Roach. The 
push will come with its planned 500-odd multimedia 
kiosks, 200 of which are ready. The idea is to be a one-stop 
shop for bill payment, net access, surfing and downloads. 
Hughes is investing an additional $1.7 billion in more band- 
width in the sky. SpaceWay, the next generation of broad- 
band from DirecWay, will offer 16-50 mbps capacity. » 








current video. If40 people in a housing society are all watching 
Jassi Jaissi Koi Nahin, and if it takes one mbps of bandwidth to 
watch Jassi, then each of those homes should get Jassi at the 
same speed at the same time. If the bandwidth is shared, like 
in the case of telecom operators offering broadband, chances 
are the signal will pixelate or break. So you might see Jassi's 
face first and the rest of her later. That is because data travels in 
packets on a fibre network, unlike a co-axial cable that is built 
to carry video. This is called the Internet protocol, and it's the 
stuff that the Internet is designed around. 

Some disagree with the perceived limitations of the Inter- 
net protocol. "Anybody who says that Internet protocol can- 
not carry large amounts of streaming video doesn't under- 
stand technology; we are talking about 100 mbps to each 
home,” argues Amit Khanna, chairman, Reliance Entertain- 
ment. “Ifyou had mentioned this six months ago it might have 
been true, but now there are newer and better compression 
technologies that make DSL a very efficient way of deploying 
broadband," adds Kunal Bajaj, a consultant with Trai. Bajaj, 
who is working on the TRAI report, points to the examples of 
Korea and Japan, both DSL-dominant countries. 

That brings us to the second and more important argu- 
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ment. Why focus regulation on only 21 million telecom homes 
when cable density, at over 55 million, is far higher and has 
been carrying video into homes for over two decades now? 
The co-axial cables that bring us Star Plus or HBO are broad- 
band in every sense of the word, except that they cannot carry 
data two-way. Sure, it would cost more: about Rs 15,000 per 
home compared to the Rs 9,000 that a very basic telecom up- 
grade would cost. But wouldn't you hit a larger number of 
homes by tapping the cable pipes? Logically speaking, itis eas- 
ier for cable wires to carry voice , which is low bandwidth stuff, 
than for phone wires to carry streaming video, which is high 
bandwidth stuff. 

The problem is that the cable industry is terribly frag- 
mented, with over 35,000 cable operators controlling those 55 
million homes, against two PSUs that control Indian home 
telephone lines. Even if all the private telcos jump in, the total 
wont go over six. No single multi-system operator (MSO) has 
more than 2 million homes, and those too don't belong to the 
MSO. The MSOs are just signal distributors, and don't own the 
lines laid by the cable operators. Only a single company with 
the strength of 5 million-10 million subscribers can take on 
the might of a BSNL ог а Reliance. This has for long deterred 
investors from putting money into India’s cable business. 
However, if cable gets its act together then it is a sure win- 
ner. In the US, six large cable companies control 90 million 
homes. They have spent about $80 billion over the last few 
years to make their cable carry two-way communication. 
They now control 70% of broadband net access in the US, says 
Mike Harris, managing partner, Gartner Research. According 
to one estimate, more than 50% of the EBITDA (earnings be- 
fore interest, taxes and depreciation) of cable companies in 
the US now comes from data services. “Cable is expected to 
take 30% of the US residential telephony revenues in the fu- 
ture,” says Horatio Egnoto, vice-president of Motorola Asia Pa- 
cific. Let's regulate cable a little more aggressively to create lo- 
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Telecom vs cable: 
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Waiting for the big 


U can already see the outlines of the coming battle be- 
Y tween cable and telecom operators. "Telecom compa- 

nies have to get into integrated services to increase aver- 
age revenues per user," says Deepak Kapoor, director, 
PriceWaterhouseCoopers. Falling prices and margins on voice 
is pushing them towards it. If they start to offer more services 
when cable companies are aggressively consolidating, andare 
allowed to offer voice, then the competition between the two 
will truly spur broadband. 

BSNL is already offering its last mile to franchisees that 
can offer data or video services. Reliance Infocomm, which is 
hyped as the biggest emerging broadband company, is target- 
ing 80 million homes. It has already wired up 1,100 cities us- 
ing fibre optics. The plan is that the fibre will lead inside your 
building and then the CAT 5 cable, which can plug into TVs and 
an Ethernet-based box called Choispad, will take over. Amit 
Khanna, chairman, Reliance Entertainment, refuses to say 
anything else about it except: "We will be rolling out in 12-24 
months." Touchtel, Bharti's landline arm, is offering broad- 
band to over 45,000 subscribers, which is over 496 of its total 
landline base. By March 2005, Rajiv Kohli, CEO, Touchtel, ex- 





Who will usher in the broadband revolution? 


upgradation happen: 
with fresh copper. The figures are only for DSL plus copper. There could be various other combinations like ethernet plus fibre. 
Figures are average spends for reaching 10 million homes over a three-year period taken from Cil's discussion paper 
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pects this to grow three-fold to 135,000. “Once we have over 





cal oligopolies, a la the US, which in turn will invest in broad- 
band, suggests Kannan Krishnan, sales manager with Mo- 
torola's broadband communication business. Motorola sup- 
plies the entire range of hardware and software to cable 
companies across the world. Add the permission to carry 
voice, and cable could just compete. Baijal, who just became 
the broadcast regulator, says that he is now working on figur- 
ing out the best way to deal 
with the sector. 

That brings us to the third 
question about unbundling. 
The prices of optic fibre are 
now so low, about Rs 8-10 a me- 


Size of industry Rs 40,000 crore Rs 8,000 crore tre, from Rs 90 a metre five 
No. of home subscribers 21 million 55 million years ago, thatthe whole idea of 
unbundling last mile copper 
Cost of upgrading last Rs 9,000 - 40,000 Rs seems redundant. Reliance will 
- home 

mile for broadband** per home К-тин be using fibre to the last mile 
Through Trai & No ind lent authority till and then CAT 5 cable. Bharti's 
Regulation TDSAT Trai came into picture network is fibre, and at current 
Еч prices it сап very well afford to 
An 75% of revenues enter homes on its own rather 
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4 7 post-unbundling. Dinyar Con- 
Number of players Бы and TATA 0797 35,000 cable operators tractor, editor of Satellite & Ca- 
memes ble TV Magazine, thinks about 
Control over home access Exists Almost even for the 30% of the urban cable net- 
top 5 multi-system operators works, too, are fibre optic and 


s оп incumbent copperor more could start upgrading to 
fibre at these costs. But this ar- 


gument against copper is not 
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fight: cable vs telecom 


20,000 subscribers we will start tying up with content 
providers,” says Rajiv Sharma, CEO, Bharti Infotel. 

Naturally, cable companies question their moves. “To get 
into homes, telcos have to make a really lucrative offer. Cable 
cannot vanish,” says Jawahar Goel, additional vice-chairman, 
Essel Group. The group owns Zee (a broadcaster), Siticable (a 
multisystem operator) and Dish TV (a direct-to-home, or DTH 
service). “As of today, if the content is the same, then | am not 
clear what is the benefit," says Tony D'Silva, executive vice pres- 
ident (distribution) at Star India. Others mention cable's larger 
reach and existing relationships with broadcasters. Many point 
out that no major broadcaster has tied up with Reliance yet. 

The telco enthusiasts, on the other hand, boast about their 
ability to play the complex regulatory game and their capacity 
to invest. Then, there are still more arguments about which 
technology is better. 

The fact is that eventually, TV distribution, the primary 
broadband driver, will be split among the four emerging plat- 
forms - cable, DTH, telecom and other broadband players. Of 
these, DTH will dominate the top end, with about 7 million-10 
million homes, and cable and telecom companies will fight for 
the remaining. The question is, when will the fight start? 











BROADBAND 


completely valid. If in the first phase broadband is to be driven 
by entertainment, and television is the route for it, then cop- 
per is crucial. The 80 million televisions in India can take only 
copper, not fibre (co-axial cables have copper too). Remem- 
ber that even with a fibre network up to the building, Reliance 
will use a CAT 5 cable in the last 100 metres. Bharti will need 
copper in the last mile as well. In fact, unless you are a wireless 
player, you almost always need copper to plug into televisions. 
Sothere, unbundling will help. Of course, that doesn't rule out 
television sets being able to take fibre in the future. 


A Broad Future 


Eventually, the broadband game will have all the players— 
telecom, cable, ISPs and DTH — using various combinations 
of technologies. The debate on the best regulation, technology 
or price could continue. Eventually, broadband penetration 
rests on "scale", as Shantonu Aditya puts it. He is the president 
of SET Discovery, the distribution arm of Sony. Whichever 
player manages to build up 10 million-15 million subscribers 
fast enough will win at the end of the day. That needs huge 
amounts of money, staying power and an ability to deal with 
the Indian consumer. 

Unbundling may unleash the constraints of investing 
in the last mile for many of the would-be providers. After 
that, the market will take over. As K. Jayaraman, managing 
director of Hathway Cable puts i: "The game is now 
nicely set up." w 
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India needs a 


liberal party 


HE style and substance of Indian 
politics was once resolutely mod- 
erate and liberal. This was before 
the age of mass rallies, loud slogans 
and unprincipled coalitions. Most 
of our political leaders 100 years ago were lib- 
eral — Dadabhai Naoroji, M.G. Ranade and 
G.K. Gokhale, for instance. The original divide 
in our politics was between them and their rad- 
ical critics like Lokmanya Tilak and Lala Lajpat 
Rai. The first Congress split in 1905, at Surat, 
was because ofa clash between the two groups. 

The radicals eventually won, and their ag- 
gressive style has dominated our politics for 
most of the 20th century — both on the Left and 
the Right. The principled radicalism ofthe early 
extremists made way for irresponsible politics 
of our times. And liberalism went into decline 
in our country. 

It is time to revive it. Amartya Sen, in a re- 
cent article, has argued that India needs a lib- 
eral right-wing party — a modern version of the 
Swatantra Party that challenged Nehruvian so- 
cialism in the 1950s and 1960s. Sen's plea is 


based on partisan logic. He believes that such а | 


party will woo middle-class voters away from 


the Bharatiya Janata Party. But that is too lim- | 


ited a cause to build a party on. 
That said, the essential point is worth pur- 


| suing — the formation ofa truly liberal political 


party. It should be one that respects individual 


| liberties, supports a market economy and 


swears by constitutional methods. All three are 
essential if India is to eventually develop fur- 
ther as an economy and society. We do not have 
even one mainline party that believes in these 
core tenets of liberalism. They all prefer the old 
way of statist meddling, a way that has ravaged 
our country and condemned it to poverty. 
India's liberals have been reviled over the 
decades; often because they were foolish 
enough to take principled stands on various is- 


| sues. Though the first lot in the 19th century 


made early critiques of imperial economic pol- 


pire, because of their support to the govern- 
ment on matters of social reform. In the 1930s, 
the liberals were swept away by the fervour of 
Gandhiji's movement. 

And the Swatantra Party, led by Rajaji, was 
time and again attacked asa tool of rich capital- 
ists and princes. This party had its own unpop- 
ular positions — it opposed the invasion of Goa 
in 1962 and the abolition of the privy purses in 
1969. More importantly, it opposed nationali- 
sation and attempts to collectivise agriculture. 
Yet, it won votes. And it was the largest opposi- 
tion party after the 1967 elections, with 44 seats. 

It's a different country today — emerging 
out of poverty, disillusioned with the ability of 
governments to solve problems and having à 
large middle class with an interest in stability. 
As the Marxists would say, this is the social base 
that can help nurture a liberal party in India. 

Our civil society, institutions and economic 
freedoms have survived partly because of the 
commitment of leaders like Jawharlal Nehru or 
A.B. Vajpayee. But there is another reason. The 
pulls and pressures of coalition politics have 
ensured that nobody has done anything drastic 
to the basic liberal nature of the constitution 
(though Mrs Gandhi tried to make it socialist). 

But should we continue to rely on the wis- 
dom ofcertain leaders and the balance of terror 
between different parties for freedom and 
prosperity? Definitely not. That's why, I am told, 
attempts are being made by liberals to regroup 
into a political party. There has not been much 
success. Sharad Joshi’s Swantantra Bharat 
Party, an extension of his Shetkari Sanghatana, 
for example, has not made much ofan impact. 

One problem, obviously, is the lack of lead- 
ership. The Swatantra Party was led by Rajaji, 


| who was Gandhiji’s political heir as much as 


icy, they were condemned as agents of the Em- | 
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Nehru and Patel were. There is no one liberal 
politician today who has the same stature. 
There are some liberals who work away at the 
fringes of the established political parties. But 
do they really have a chance in parties that get 
excited about mafia dons and matinee idols? @ 
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health and education around its projects 

. Rehabilitation Schemes for Project Affected People (PAP) 

e Employmentof physically challenged 

e Disaster Management Programmes 

. Creating green belts through large-scale afforestation 


e Environmental audit and extensi 
atall stations. 


ve pollution monitoring 
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HEALTHCARE 


“The industry's 


reputation is a 
problem area" 


LARS Rebien Sorensen, CEO 
of Novo Nordisk, the Danish 
healthcare company, dreams 
of solving the diabetes problem 
during his lifetime. Sorensen 
has been a regular visitor to 
India — both as part of his 
company's activities to pro- 
mote diabetes awareness and 
also to examine possibilities 
of alliances. 

Novo Nordisk5 business in 
India is small compared to its 
worldwide sales. But it is grow- 
ing fast, and the company ex- 
pects a continuous growth of 
20% here. Sorensen spoke with 
Businessworld'’s Р. Hari about 
his views on the world pharma 
industry and the future 
diabetes therapy. 


li There is a serious crisis in 
pharma R&D in terms of pro- 
ductivity. What are your expec- 
tations for the future? 

People have made compar- 
isons about the number of 
new molecular entities that 
are coming out and the invest- 
ments in R&D. That seems to 
indicate there is a drought in 
the new molecular entities. 
Therefore, we conclude there 
is a productivity issue. I think there is 
one, but I will also say we have to be cau- 
tious. First, the money that is being 
spent will show up in new molecules 20 


years from now. Second, these analyses | 


underestimate the importance of line 
extensions. For example, you make an 
investment when you invent a car. Then 
if you don't come out with new con- 
cepts, people can say there are no more 








investments in the car industry. But | 
there are new cars, big cars, fast cars, 
slow cars, economic cars, recycled ma- 
terials, et al. We are investing in line ex- | 
tensions. We are adding new indications 
to already-approved molecules, or mak- 
ing modifications on molecules so that 
they can be applied better. 

There is a trend of lack of inventing 





new molecules. We have not yetseenthe | 
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full value of the mapping of 
the human genome. We also 
do this sort of research. We 
have a company called 
Zymogenetics in the US. It is 
one ofthe leading companies 
in the business of patenting 
interesting gene sequences. I 
can see some interesting sci- 
entific opportunities here in 
the next 10-15 years. I am op- 
timistic about improvements 
in new molecules. Given the 
size of the investments, we 
should see a continued con- 
solidation in the industry. 


Ш Is this the most critical 
problem facing pharma today? 
Overall this is the most critical 
one. I see other problems too. 
I seea problem relating to the 
industry's reputation; reputa- 
tion has an impact on the 
public's willingness to grant 
exclusivity in the form of 
patents and in terms of stim- 
ulating a legislative environ- 
ment that is conducive to in- 
novation. It has an impact on 
the public's willingness to pay 
for new drugs. And it also af- 
fects our ability to use the lat- 
est forms of innovation. Stem 
cell research is a contentious issue in 
our part of the world. There are a num- 
ber of issues where the industry has not 
been successful in portraying itself as a 
partner of the society. 


E Are you doing anything to remove this 
perception? 

We are trying to do our bit. Unless we 
eradicate these perceptions, there will 
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be obstacles to our business. So we have | 
decided to conduct our business to im- 
prove three things: the financial perfor- 
mance of the company, doing business 
ina socially acceptable way and also do- 
ing it without damaging the environ- 
ment. We have a commitment that will 
be written in the bylaws of the company 
next week, and this is going to be a first 
forany pharma company. 

We have realised one of the big chal- | 
lenges of the pharma industry is the 
(public's) access to health(care), due to | 
lack of knowledge, awareness and ca- | 
pacity. We are providing examples of na- 
tional strategies that countries can copy 
in the area of diabetes. We have con- 
ducted studies on the psycho-social as- 
pects of the disease which is what is pre- 
venting people from 
being diagnosed and 
treated. In India, we 
have also created an ed- 
ucational foundation. 
We have also allocated 
money out of our in- 
sulin sales to the World 
Diabetes Foundation. 


One does not get an impression like 
this without some truth. We can see 
companies trying to extend their patent 
protection beyond what is reasonable. 
Companies introduce new products 
that are hardly different from products 
that are going off patent. Yet they charge | 
a premium on them. That is how public 
perception is created. It is unfortunate, 
but I understand why it happens. It is 
because there are big financial implica- | 
tions when we are looking at patent ex- 
piration. If they were able to come up 
with new molecules, there would have 
been less temptation to do all this. 


Bl What is the reason for this decline in 
R&D productivity? Is it because the low- 
hanging fruits have been already plucked? _ 
Most of the easy wins have already been 
made. We have delivered substitution 
therapy for hormones that are declining 
or missing in individuals: insulin, 
growth hormone and estrogen. That is 
relatively easy when you have found out | 
the causality between the disease and | 










the biological situation. Now we are into 
more indirect ways of treating diseases: 
stopping tumours from growing by pre- 
venting their ability to get blood supply, 
trying to reduce the body's inflamma- 
tory reaction to its own tissue and so on. 
These are much more complicated. So, 
there are no more low-hanging fruits. 
This is not to belittle the advances so far, 
but things are getting difficult. 


E Given the pressure to reduce costs, is 
it not surprising that the pharma industry 
has not set up more R&D centres in India? 
It has not been done because of the lack 
of intellectual property protection. 
There have been concerns about the 
ability to patent drugs for the Indian 
market. We had a collaboration with 
Central Drug Research 
Institute, Lucknow. 
We were trying to find 


estrogen, but that has 


natural alternatives to | 


Most of the easy 
wins have been 
made. Now we are 
into more indirect ways of 
treating diseases. These 
are more complicated 9 9 


ceased. Then we got acquainted with | 


Dr. Reddy's. Now we have an ongoing re- 
lationship with it. ат coming back in a 
month with our chief scientific officer to 
see where else we can collaborate. So I 


think there will be opportunities for | 
pharma companies to establish them- | 


selves with the human potential in In- 
dia, and the relatively easy communica- 
tion with the language. 


Bi Indian patents matter only when you 
sell a product in India. So is the lack of 





Development of drugs for the Indian | 


market would depend upon patent pro- 
tection here. So I do think there is a link, 


but there could be companies in India | 


that are looking at clinical research as 
part of their global activity. Then there is 


BUSINESSWORLD 50 5 APRIL 2004 


the discovery part. But here, some of the’ 
processes are laborious. Synthetic pro- 
cesses to create diversity can be done in 
India as there are medicinal chemists 
here in large numbers. One could also 
think of making synthetic drugs as part 
of the development process. But there 
have been concerns about the ability to 
protect the data and exclusivity because 
some fear that this know-how will flow 
to the Indian generic industry, and the 
originator may be caught out too 
quickly. With the acceptance of the 2005 
international patent regime, that will 
change. Then we could see labour-in- 
tensive processes being done here. 


E What are the new therapies being tried 
for diabetes? 

The main product for treating diabetes 
isinsulin, and it will continue to be so for 
some time. But research is on to find 
other ways to treat diabetes, particularly 
the Type II. There is work going оп in our 
company and others: 
we have identified a 
hormone called GLP1 
that may be important 
in the regulation of 
sugar metabolism. We 
are talking about sub- 
stitution therapy. Some 
people have low levels 
of GLP1, and we try to 
normalise these levels. 
This is a potential pro- 
duct that could be in 
the market in the next 
3-4 years. There are at- 
tempts to develop oral insulin and bet- 
ter PPAR (peroxisome proliferator-acti- 
vated receptor) agonists. We have been 
involved in this with Dr. Reddy's. We 
found that many of these compounds 
have side effects. There is also the possi- 
bility of inhaling insulin as opposed to 
injecting insulin. 


| Ill The work on inhaled insulin has been 
| going on. Why has it taken so long? 


Regulatory authorities have asked for 
more safety studies. There have been 
technical issues about making devices 
consistently. These can be solved easily. 
This is going to be an expensive form of 
therapy, which will be used mainly in 
the US, where people want to pay more 
for convenience, but most parts of the 
world will continuetoinjectinsulin. 8 
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world of tomorrow. Where com- 
puting power will be available on tap, 
much like electricity and water — just 
pay every time you use it. 
That's a mighty promise. And IT's 
biggest vendors are working hard to 
keep it. IBM, Sun Microsystems and 
Hewlett Packard (HP) have already 
started offering grid computing 
against payment. 

The reason is simple. Vendors 
expect huge demand for grid com- 
puting. A grid is a massive process- 

ing resource linked together by 
software in such a way that a 

user sees the whole net- 

work as one giant computer. Studies 
show that most corporates use less than 
40% of their IT systems. By using a grid, 
they could save 40-45% on system costs. 
But — and here's the big but — that 
promise could remain on paper. In fact, 
what seems to be emerging is less of a 
power grid kind of a system and more of 
a distributed computing system. "Cor- 
porates will go in for captive power unit 
kind of models rather than rely on exter- 
nal agencies for their critical computing 
needs," says Anil Valluri, director (sys- 


2004 


Evolution in business service 
process architecture. Will take 
time for enterprises to get rid 
of old hardware. Computing- 
on-demand still a concept 


2010 


Service- and process-based 
IT architecture matures 


2015 


Enterprises stop investing 
in new hardware. Consumer 
applications start. For exam- 
ple, consumers start playing 
on a gaming grid instead of 
buying hardware. IBM, HP and 
Sun provide computing-on- 
demand, and run applications 


2020 

Power grid-type 
computing available 
to masses. Finance, 
energy and medical 
industry lead usage 
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SHELLEY SINGH 
WHEN WILL T'S the fifth wave of computing. 
' COMPUTING Just as mainframe, desktop PC, 
BECOME client server and the Internet have 
haped the world as we knowitto- | 
A UTILITY? ғ 


day, grid computing will create the | 





tems engineering), Sun Microsystems 
India. Benoit Gaucherin, chief technol- 
ogy officer, Sapient, puts it differently: 
“Utility computing is just a concept to- 
day. It will take another 10 years before 
companies can open offices without 
any server room.” 

Why? For two reasons, the lack of in- 
teroperability standards across soft- 
ware, hardware and services of different 
vendors, and organisational politics. 


Hype And Hurdles 


The main problem is that in anticipa- 
tion of the wave, most of the big vendors 
have started working on individual 
models for the grid which differ from 
each other. IBM's vision is called e-busi- 
ness on demand and includes a role for 
its consulting arm to help set up com- 
puter utilities. HP has a strategy called 
the adaptive enterprise, Sun's approach, 
called N1, is to make computing more 
manageable within a corporation's own 


| facilities. Microsoft does have a dy- 


namic systems initiative aimed at au- 
tomating computer systems, whether 
handled in-house or by a utility com- 
puting service supplier like IBM or EDS. 

Yet there are other technologies that 
are vendor-specific. Take Oracle's 10g 
offering. There's nothing wrong with it 
provided you are a 100% Oracle user, 
running your database applications on 
Oracle systems. Even EMC, which re- 
leased what it claimed was the world's 
first automated billing system for stor- 
age devices, only works on machines 


are shifting to distributed computing, But the IT 
industry's vision of utility computing is still a long way off 
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made by EMC. The system allows util- 
ity-type payments for storage services. 

But technology is not the only rea- 
son why grid computing is yet to take 
off. Anotherequally important reason is 
organisational politics. There could be 
fears regarding security of data. Compa- 
nies do not want to put their business 
knowledge and proprietary systems 
into a utility network. Suns Valluri says: 
“Enterprises have their own business 
processes and best practices. Grid will 
help in workload management. But for 
reasons of protecting intellectual prop- 
erty, security and privacy, it is far from 
becominga utility." 


Moving In Bits And Clusters 


If your computer has to connect to a 
grid, it needs a linking layer of software. 
This software is called mid- 
dleware and includes the 
tools needed to extract 
processing power from dif- 
ferent computers. The 
most popular of these is 
the Globus Toolkit, which 
contains programs like 
GRAM (Grid Resource Al- 
location and Manage- 
ment) that figure out how 
to convert requests into 
commands that comput- 
ers understand. 

Then there's the GSI 
(grid security infrastruc- 
ture), which scans users to 
see if they are legitimate 
and what user rights they have. Its stan- 
dards, backed by IBM and others, are 


called Open Grid Service Architecture | 


(OGSA). Like the WWW and Linux OS, 
the Globus Toolkit and OGSA are avail- 
able on open source, 

More developments like these are 
needed to make grid computing a real- 
ity. Since that is taking time, what is hap- 


pening instead is that firms are having | 


some sort of distributed computing net- 
work or shifting functions to the grid. 
Sapient's Gaucherin says: “You will not 
see transaction applications (like 
billing) on demand for at least another 
five years. But energy and financial ser- 
vices companies will use the grid to 
compute heavy tasks.” 


In the distributed computing sce- | 


nario, you can tap idle resources within 
the organisation. Take workload man- 


GRID COMPUTING 





agement. Here, geographically distrib- 
uted enterprises can share computing 
resources while retaining local adminis- 
trative control. So, HP has a product, 
Utility Data Centre, which is essentially 
a switching device for doing computing 
jobs. A customer's entire network is | 
wired to the machine, so an application 
can be switched to any computer server 
or storage device on the network. Other 
IT suppliers are pushing hard in niches. 
Veritas Software sells software that an- 
ticipates when additional storage ca- 
pacity is going to be needed and alerts 
operators to provide it. 


Future Surges In The Grid 


The main driver for computing on tap is 
cost savings. Enterprises spend about 
$50 billion a year on new hardware, 





IBM’s Sinisa Nikolic: Big Blue will set up a grid in Asia-Pac soon 


while utilisation is under 40%. Says Sin- 
isa Nikolic, executive (deep computing | 
technology), IBM Asia-Pacific: "If you | 
want supercomputing capability just 
for a few days, why invest in the whole | 
infrastructure? Many of our clients use | 
our resources to process marine data or | 
study seismic information by tapping 
into our grid." 

So if American Express pays IBM a 
monthly fee today, in future it could pay 
on the basis of the computing power it 
consumes — rupees per server perhour | 
used. IBM has centres in New York and | 
France, and will open one in the Asia- | 
Pacific region soon. At New York, IBM 
has a facility with over 1,000 CPUs, 
where customers can buy capacity. It al- 
ready has clients in petroleum, life sci- 
ences, digital media and content cre- 
ation sectors. In India, too, there is 
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excitement about the potential cost sav- 
ings. “We have to constantly seek new IT 
resources to meet demand from new 
subscribers," says Jai Menon, director 
(IT and technologies), Bharti Tele-Ven- 
tures. "That is to store user information 
and run applications like billing, SMS, 
ERP, and data mining. In the last five 
years our IT infrastructure has doubled. 
If a third party grid were available, we 
would outsource our requirements." 

For this, vendors will start looking at 
firms as a collection of business proces- 
ses (order entry, fulfillment or billing) 
rather than functional departments 
(marketing, HR, or customer care.) 

Nelson Dias, managing director, Al- 
tair Engineering, which provides a 
workload management solution, sees a 
future where a manager asks for five 
computers, a software ap- 
plication, networks to con- 
nect them, fast access to a 
database, and tech support 
from 6 p.m. to 9 p.m. on a 
Tuesday. He can tap into a 
grid and get these. 

Bangalore-based ani- 
mation studio JadooWorks 
CEO Rajiv Marwah be- 
lieves grids provide a com- 
petitive advantage. "We 
have a number of IP secu- 
rity applications imple- 
mented and running 
whereby we can protect 
proprietary information." 

Infosys Technologies 
has certain special interest groups like 
Linux User Group and SETLabs that 
have set up private computer server 
clusters for research purposes. Says 
Shubhashis Sengupta, senior research 
associate (grid and high performance 
computing), SETLabs: “Grid computing 
takes forward the notion of cluster com- 
puting. But (for that) we need to tackle 
both technology and political issues. 
These include standards, interoperabil- 
ity, fault tolerance, and charging mod- 
els. There will be trends like data grids, 
service oriented memory sharing rather 
than complete on-tap computing." 

At best, compute-heavy applica- 
tions and routine processes will move to 
the grid, much like today's research labs 
tap computing power. But the vision ofa 
true virtual company tapping into third 
party networks looks remote. 


PROMOTIONS 





Learning solutions from Canam 


In eight short years, Canam has made a mark in the business of education with its trademarks of 


quality, innovation and personalised care. 


It's a one-stop training academy that is making 
waves in the education business in India. Canam 
Academy offers study programmes in a variety of 
disciplines — from information technology to nursing 
to serious academics. Its reputation for quality edu- 
cation, state-of-the-art technonology and personal- 
ized value-added services are fuelling the prospects 
of international careers for thousands of students in 
the country. So much so that the Canam brand is 
today synonymous with career options abroad. 

Eight years ago when Canada-based entrepre- 
neur Anuraj Sandhu got together with Sukhmeet 
Singh Grewal and Dipinder Singh Sekhon to set up 
Canam Technologies’ Services in Chandigarh, little 
must they have dreamt how fast their business foray 
into education would grow. From a single location 
eight years ago to a 60-offices organization, the 
group certainly has come a long way. Along the way, 
it has picked up ISO 9002 certification and numer- 
ous awards for excellence, including top honours at 
the Franchise Awards ceremony organized by the 
Franchise Association of New Zealand. 

But then the trio had put in extensive amounts of 
market research before venturing into the educa- 
tion training business. 


Not just in terms of the courseware and the curricu- 
lum, but also the unique multi-stream franchisee- 
based revenue model, which has ensured profits for 
many entrepreneurs. 

Canam is driven by customer centric ideals. “Our 
customers who expect us to deliver exceptional 
value and customer friendly services drive us," says 
Sukhmeet Grewal, senior vice-president, Canam 
Group. 

And instead of resting on its laurels, the com- 
pany is already chalking its future growth. Next on 
the agenda is to diversify and establish institutes 
with foreign joint venture partners. "In-fact, a col- 
laboration with a Canadian institute and an Indian 
university is in the offing, which will offer state-of- 
the art courses in art and design," says Anuraj 
Sandhu, senior vice-president. Apart from this the 
group will also be venturing into Singapore, UAE, 
China, Bangladesh, and Nepal. 

Today the education industry in India is esti- 
mated to be around Rs 5,000 crore and growing fast. 
Indeed, given the high demand, it is probably one of 
the few recession-proof industries. Canam has spot- 
ted the opportunity and is schooling itself to grow 
from strength to strength. 
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India has 
the 
golden 
chance to 


present 
itself as 
designer 
of monu- 
ments, 
not 
supplier 
of granite 








mindset 


T happened to me many years back ona 

visit to Washington, DC, home to the 

most-visited monument in the US, the | 

Vietnam Veterans Memorial: “A place to | 

remember those who served during a 
turbulent time in US history... a place for the 
nation to heal its wounds.” The memorial lists 
58,226 names, in the order they died or were re- 
ported missing. At the end ofall those names, 
there is a line that says: “This granite was im- 
ported from Bangalore, India.” 

We have been a nation that supplied to the 
world raw materials, rather than finished prod- 
ucts — granites, rather than the monument's 
design. The world discovered us for spices in 
the Ist century A.D. Since then, we have been 
spice-sellers to the world. Meanwhile, Mc- 
Cormick dominates the bottled spice business, 
and has pride of place in supermarkets. While 
we export spices, who leads the food business? | 
The best chefs keep coming from Italy. 

After spices, it was the turn of Indian silk. 
The world discovered that one in similar antiq- 
uity — with the advent of the Silk Route. For 
centuries we bred silkworms and spun silk, but 
who calls the shots on the ramp? Versace, Gior- 
gio Armani, Chanel, Yves St Laurent. Then 
came software services. For decades, most In- 
dian companies have focussed on supplying 





| grey matter that is equivalent to quarried gran- | 
| ite and raw silk. This behaviour is driven bya | 


desire to live off the land, to do what has the | 


| least risk and low value-add. Not stopping | 


| cameupon the strength of the bulk drug busi- 


| itself, that assumption is severely flawed. 





there, the whole pharmaceutical industry 


ness. As a nation, we need to break that mould. 
Proponents of continuity would argue that the 
raw material mindset was critical to establish 
our presence in the world market and that now 
we will automatically go up the value chain. By 


Yves Doz is a world-renowned professor at | 
INSEAD, France. He explains that by doing 
something well, you do not automatically grad- 
uate to the next level. He argues that there are 
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| three layers of value someone can add, and 


each of the three require a different mindset. 
The lowest layer of value-add is the technical, 
adaptive layer. Raw granite, frozen shrimp, cot- 
ton bales and manpower: all fall into this cate- 
gory. You have least risk, least value-add, and 
lowest margins and highest susceptibility here. 

Then comes the experiential layer. Here, 
you do not play on your ability to intermediate 
between the access to raw material and the end 


| userofit. You 'step into the shoes' of the cus- 


tomer, and create valuable products and ser- 
vices. Confronted with the challenge of intro- 
ducing a new car in Europe, Nissan flew in its 
car designers to Frankfurt. They rented differ- 
ent makes of cars and drove 2,500 km all over 
the continent to get a sense of what it takes to 
be a motorist in Europe. Then they went back 
to designa car for Europe. It is not about a car. It 
is about stepping into the shoes of a motorist to 
experientially feel the need. 

At the highest level is what Doz calls the ex- 
istential layer. This is where Sony or Mercedes 
Benz, or Swatch operates. They not only know 
howto getinto the shoes ofthe customer, but as 
Doz says, "they creep into the mind of the cus- 
tomer." When a teenager in the Bronx or Mum- 
bai or Tokyo walks with a sway in his step after 
putting on a pair of earphones, Sony knows 
what is going on in his mind and works back- 
ward from there to create products and ser- 
vices. Each layer we talked about is separated 
from the other by a glass ceiling. If these layers 
represent the so-called value chain, the conclu- 
sion is that you do not go up the value chain. 
You decide where you want to be on the value 
chain, and perch yourself there. 

India is on the cusp of interesting new 
times. It appears that finally the butterfly will 
emerge from the cocoon. In that emergence, 
we havethe golden opportunity to present our- 
selves as designers of monuments, not suppli- 
ers of granite. I sense that the break from the 
past is coming from very unusual new direc- 
tions. More about that next time. i 
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IS reputation precedes him. 
We know T.J. Rodgers as an 
outspoken critic of some of 
the US government's poli- 
cies, an excellent engineer, a 
polished writer, an outstand- 
ing CEO, and a man who wins friends 
and enemies with consummate ease. 
He is the ‘bad guy’ in Silicon Valley, 
but he is also a peoples man and a man- 
ager with a remarkable ability to attract 
the best talent in the world. When asked 
in a recent interview about his people 
management philosophy, he said: “I 
want to work with the best, and the rest I 
don't care about.” 
Rodgers has strong opinions on 
everything — his country, his industry, 
his company and himself. It’s his first 


trip to India and he is here to announce | 


some good news. The purpose of his 
visit is to announce a doubling in the 
number of Cypress staff in India and to 
engage in a few business parleys. 
Rodgers founded Cypress Semicon- 


ductor Corporation in 1982. But he had | 


blazed a trail even before that. While still 
a Ph.D. student at Stanford University, 
he invented and patented VMOS, a new 
form of semiconductor technology. He 
joined American Microsystems and 
then Advanced Micro Devices (AMD). 
At that time, he had no serious inten- 
tions of starting a company — he had 


tried once and failed. Yet a set of circum- | 


stances led to the founding of Cypress 
Semiconductor. Cypress recorded a 
steady growth to clock revenues of 
$836 million in 2003. 

The Wall Street Journal called Cy- 
press the ‘quintessential entrepreneur- 
ial company’. It makes semiconductor 
products for all parts of a communica- 
tions network, as well as owning sub- 





Cypress CEO T.J.Rodgers is 
a no-nonsense man who 
hates politicians, but has a 
soft spot for good wine and 
good engineers.By P. Hari 


sidiaries that make things like solar cells | 
and magnetic memory. 

Rodgers is a hands-on manager. He 
is also a physicist-turned-engineer, a 
major public speaker and a great letter- 
writer to public figures. He once wrote 
to a senator: "I would also invite 
Mr Buchanan (former US presidential 
candidate Pat Buchanan) — any day — 
into a contest with meon job and wealth 
creation for America." 

It was a letter that vigorously advo- 
cated more US visas for skilled overseas | 
engineers. It seems Rodgers does not 
like politicians a wee bit, particularly 
when they interfere with his business. 
There is also evidence that he would like | 
to invest more in India, in spite of the re- 
cent US outcries against outsourcing. 
We will see. 

Opinions about Rodgers himself 
may be subject to debate, but his com- 
pany is an unquestionable success. Cy- 
press is either No.1 or No.2 in whatever it 
does. It makes data communications | 
chips, memory products, timing tech- | 
nologies, and personal communica- | 
tions products. Its subsidiaries include 
Sunpower, Silicon Magnetic Systems, 
Cypress Microsystems and Silicon | 


| 


Light Machines. 

Sunpower makes solar cells, pur- 
portedly the most efficient in the world. 
Silicon Magnetic Systems is into mag- 
netic memory, which is a new way of 
creating memory not yet in the market. 
“Magnetic memories are small, fast and 
they can be cheap,” he says. Silicon 
Light Machines makes devices that 
switch light, like ultrahigh resolution 
projectors. “The resolution is as good as 
the eye can see.” 

Sunpower' solar cells operate at an 
efficiency rate of 20%, the highest in the 
world, using proprietary technology. A 
NASA aircraft put these cells on its wings 
— it had no other source of energy — 
and rose to a height of 90,000 feet, 
20,000 feet higher than any other air- 
craft had flown before. Solar cells are be- 
coming more efficient and cheaper, and 
the market is also beginning to take off. 
India is a large market. 

Rodgers is just back from Manila in 
the Philippines, where his company put 
up a250,000 sq. ft solar cell plant. The so- 
lar plant will pay back its investment in 
three years.” If you put solar cells on the 
roof of a three-storey building, you can 
get 40% of the energy to run that build- 


ІНЕ MAN 
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ing. If you put our cells, you get 5096." 
Rural electrification projects in India 
should probably look no further. "The 
cost of putting power lines to rural areas 
is astronomical.” Distributed power 
generation is, anyway, catching on. 
Even the US is beginning to look to 
the sun for energy, despite most of the 






































country being thoroughly addicted to 
fossil fuels. The three large markets for 
solar cells in the world today are Ger- 
many, Japan and California. “California 
is leading the nation. One reason for this 
(the US being a fossil fuel country) is 
that we have very inefficiently run 
power companies there. The Bush ad- 
ministration is tied to oil, but even the 
oilmen know that it is not going to last 
for long.” 

What about global warming? For 
Rodgers, the greenhouse problem is an 
invented problem. There is global 
warming, but it is a tiny fraction of the 
warming seen between the ice ages and 
the hot ages. “I don't take any decisions 
based on global warming. Solar energy 
is important because it is clean and it is 
now economical." 

Rodgers, however, is a realist. Ameri- 
cans will not change their habits unless 


Who is 
T.J.Rodgers? 


€ CEO of Cypress 
Semiconductor Corporation 


€ Board member of several 
semiconductor companies 


€ Works 12 hours a day 


€ Jogs five miles a day 
€ Maintains three vineyards 








€ Free markets, immigration, 
outsourcing, underprivileged 
children 






© Entrepreneur of the year in 
1991: Ernst and Young 

€ CEO of the year in 1996: 
Financial World 

€ One of the 100 people who 
changed the world, 2001: 
Upside magazine 

€ One of the 100 top CEOs in 
2002: Chief Executive 
magazine 
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they have a compelling economic rea- 
son. "You can't walk up to some one and 
say, 'your house gets electricity and 
therefore you pollute. So I am cutting off 
your electricity and giving you solar 
cells. Your bill is twice as high but you 
should feel good’.” Americans, believes 
Rodgers, will not buy this kind of 
thinking. 

"Politicians like to scream about 
global warming. They are hypocrites. Al 
Gore is driving his limousine and 
screams about global warming. John 
Kerry flies his own personal airplane 
and screams about global warming. 
They are saying that ‘I will take away 
your car, but I will keep mine.” Rodgers 
does not see the US changing its energy 
policy soon. 

During any conversation with 
Rodgers, one of his traits always stands 
out: a deep hatred of politicians. As he 
says bluntly: “I deeply dislike politicians 
and I consider them very low life- 
forms.” It has provoked him into lead- 
ing several campaigns on issues close to 
his heart. He campaigned against gov- 
ernment subsidies to the semiconduc- 
tor industry, against reducing immigra- 
tion and, more recently, against the 
anti-outsourcing wave. 

His work has had a big impact. He 
gave testimony in a government com- 
mittee against U.S. Memories, an asso- 
ciation of some semiconductor compa- 
nies seeking loan guarantees and 
exemption from anti-trust laws. After he 
testified, U.S. Memories did not get any 
kind of support. And, his push for an in- 
crease in the number of special visas to 
the US was a factor in the country's deci- 
sion to increase the hi-tech visa limit. 

If anything, his opinion of politi- 
cians has only gotten worse, especially 
with the new outsourcing double-speak 
he hears. "I am an engineer. I look at 
data, facts, and I use logic and make 
conclusions. For example, we complain 
that we are outsourcing jobs to some 
other countries, and yet we don't look at 
Japanese car factories in the United 
States, the television manufacturing 
plants in the US. Foreign companies put 
millions of jobs back into the US." 

While campaigning a few years ago 
to increase legal immigration of engi- 
neers, Rodgers had written to Senator 
Spencer Abraham of the Immigration 
Sub-committee: "Politicians who play 


vogue _ 


upon the job fears of Americans ignore 
the outstanding qualities of legal immi- | 
grants and denigrate them. 

“For example, Pat Buchanan has 
taken up José’ as a euphemism for im- 
migrants. I would like Mr. Buchanan to 
meet our ‘José,’ Dr. Jose Arreola, the 
Mexican immigrant with a Ph.D. in tran- 
sistor physics. ... Mr. Buchanan may 
sneer at the ‘Josés’ of America, but if you 
wanted to build a strong technol- 
ogy company, you would be 
better off any day with our José 
than with Pat." 

Rodgers feels that politicians 
are the same, whether in India or 
the US. "Politicians like to say 
things to get elected and don't care 
whether what they say is true or 
false." At the moment, they are 
saying that US companies are ex- 
porting jobs. Yet Cypress has 1,000 
jobs in San Jose and 2,000 jobs in 
the United States, despite the fact 
that it employs a substantial 
amount of people abroad. "We 
have created these jobs from zero. 
They wouldn't exist if the com- 
pany didn't exist. So to say that we 
have jobs elsewhere is ridiculous.” 

The unemployment rate is 
about 6% in the Silicon Valley. In 
the global scheme of things, he 
points out, that is a very low un- 
employment rate. “Politicians will 
say things are going well when the 
unemployment rate is 4% and say 
things are bad when the unem- 
ployment rate is 6%.” 

So why did all this grumbling 
suddenly rise from the depths of 
US public opinion? “It came up 
because George Bush is president 
and the other party wants to get 
him out of office. Whether the rea- 
sons are true or false — they don't 
care about that. It holds true for 
both parties.” He sums up his 
opinion about the situation with 
trademark bluntness: “It has the same | 
level of intellectual integrity as a mob in 
the street.” 

Cypress has 19 design centres in the 
world, two of them are in India. It wants 
to expand its centre in Bangalore to 
about 360,000 sq. ft, which is good | 
enough to house 1,000 people. 

But Bangalore is getting crowded, so | 
Cypress has opened a facility in Hyder- 


abad as well. Bangalore is already the 
company’s largest development centre, 
and it is unusual for a semiconductor 
company to spread designers into so 
many centres around the world. “We 
have spread out partly to get good peo- 
ple, and partly to be where the cus- 
tomers are,” he says. 

Cypress runs its R&D centres as 
business units, keeping track of their 


‘All this talk about 
outsourcing is meaning- 
less. India produces 
three times as many 
engineers as the US. 
You have to go where 
the engineers are.” 





profits and losses. After running the 
Bangalore centre for three years, Cy- 
press found that it was as productive as 
any centre, including those in the Sili- 
con Valley. So the company started do- 
ing several things in Bangalore. “We de- 


veloped a centre of excellence in data | 


communications here. In this, we do 
better here than elsewhere.” 
The company also moved an entire 
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business unit to Bangalore. That in- 
cluded design, product engineering, 
marketing and production control. 
“Half of what we make is consumed in 
Asia and Japan, so this time zone is as 
crucial to our business as “Silicon 
Valley is." 

If this first visit is any indication, 
then Rodgers' staff in India have lots to 
look forward to. "My staff took me to the 
ITPL (International Technology 
Park) and told me that they 
wanted a fancy building like that. 
And I have agreed." 

India — Bangalore especially 
— is an important centre for his 
business. "We organise our cen- 
tres into centres of excellence. 
One design centre will be an ana- 
logue design centre, one will be a 
memory design centre... Banga- 
lore actually has more designs 
than any of our remote design 
centres. It has data communica- 
tions chips and it has memories... 
they do many different kinds of 
chips here." 

About 3096 of Cypress engi- 
neers worldwide are Indians. It is 
the sheer amount of skill available 
that makes Bangalore valuable. 
"No company can take decisions 
based on cost alone. India is 
cheap now, but may not be cheap 
in five or 10 years. But it produces 
three times more engineers than 
the US. And you have to go where 
the engineers are. 

He is in India on serious busi- 
ness, yet his first visit is to the 
Grover vineyard near Bangalore. 
"I grow grapes," he says. "I have 
got 30 acres. I checked their 
grapes, their pruning techniques, 
their watering techniques, and it 
was interesting." Rodgers is an ex- 
pert on wines too. 

His day starts early, at 6.00 
a.m., when he dedicates one hour 
in the sauna to reading. “I read to im- 


| prove my knowledge. So I do not like 


reading fiction.” For his business, he 


| reads about the industry and semicon- 


ductor physics. For his vines, he reads 
ə about soil chemistry. 

He has a cellar with the best wines in 
the world. Producing wines that are bet- 
ter than those in his cellar is one of his 
many, many dreams. El 
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BROWSING 


Dale L. Gifford 
Chairman & CEO 
Hewitt Associates 


I READ more business books than fic- 
tion or fun books although I never 
miss a John Grisham or Tom Clancy. 
Last month, | read Clancy's RED RAB- 
BIT. He is fast moving, uses a lot of 
technology and builds international 
scenarios. From the business point of 
view, Good to Great by Jim Collins is 
insightful. It is one ofthe best books I 
have read in a long time. It's a study of 
how good companies can become gr- 
eat. I've also read Collins' Built to Last. 
We have used both his books in our 
management retreats. I usually read 
while on holiday because I like to give 
my books undivided attention — and 
finish them in one sitting. 


ALERT 
Burial at Sea 


Khushwant Singh (Viking, 
Penguin India) 





THIS is Khushwant 
Singh at his best — 
pedestrian writing 
interspersed with lots 
of puerile sex. As 
always, you're left 
wondering about the 
man's literary reputation. Burial 
At Sea is a fictionalised account 
of Jawaharlal Nehru and his dau- 
ghter, the centrepiece being the 
statesman's putative affair with 
a godwoman. Singh makes the 
seductress a tantric who has a 
pet tiger and is given to bathing 
naked. That's part of the tedium; 
there's also the lusty daughter. 
A burial at sea would not be good 
enough for this pathetic effusion. Ill 
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REATING a process for pur- 
suing ideas which may make 


that most companies don't 
do. But those which do, make 
money and, more important, 
create an impact with their products 
and services. 

Kevin O'Connor describes the 
process through which he created ICC, a 
software start-up that helped connect 
personal computers to corporate main- 
frames 20 years ago, and also launched 
several other successful products. De- 
scribed as a ‘serial entrepreneur’, he 
summarises the lessons he has learnt 
from starting a tech business. 

At some point, however, you get the 
feeling that O'Connor tends to make a 
fetish of his process although he 
does admit that processes 
are actually intuitive and E 
may perhaps need to re- 
main so for people who are ш 
passionate innovators. For 
the rest, argues the author, 
the process may prove to 
be of great benefit, a con- 
tention I have my doubts 
about. І have no quarrel 
with creating sound 





SELECTION 


business sense is something | 
| context to another is an issue that read- 





Mapping the 


processes for developing new products 
or services so that the value chain 
around the innovations is strong and 
successful. But whether these processes 
can be transported as such from one 


ers may have to reflect upon. 

The strategy, he advocates, may ap- 
pear quite simple: i) create a large num- 
ber of viable ideas, ii) pick the right 
ideas, iii) create a highly focussed strat- 
egy to bring the idea to market, iv) get 
the money to fund the strategy and v) 
hire great people to implement the 


| strategy. O'Connor believes that some 


people are born with a knack for putting 
ideas into action and are able to time it 
properly with an approach that delivers. 
Inventing is a hobby; you don't do it 
just for the money. Itis a different matter 
that inventions which are not paid for 
don' enable the inven- 


THE MAP OF 
INNOVATION 


Creating Something 


Out of Nothing 


By Kevin O'Connor 
Crown Business 
Page 


Coalitions are 


OURNALISTS Paranjoy Guha Thakurta 

and Shankar Raghuraman come up 
with a well-written and well-researched 
book on contemporary Indian politics in 
A TIME OF COALITIONS: Divided We 
Stand (published by Sage). Six years in 
the making, the book takes an analyti- 
cal look at the breakdown of India's uni- 
tarian polity which sustained the Con- 
gress party's scarcely interrupted four 
decades rule. 

Timed for the elections, the book 

provides new insights into the history of 
coalition politics and the factors that 
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govern it. And it takes a seemingly con- 
trarian view of current trends. The rise 
of the Hindu revivalist Bharatiya Janata 
Party (BJP) may have given the impres- 
sion that India is now neatly divided be- 
tween two political poles. The authors 
reject this view as simplistic. The oppo- 
sition to Congress rule at the Centre has 
come from a range of ideologically dis- 
parate and regional political parties, 
and the authors argue that Indian polity 
is becoming less, not more bipolar and 
that the fragmentation is not yet over. 
But more contentious is their thesis 


BOOKMARK 





InnuVation prucess 


tors to write books like this 
one. Whether every inventor 
can be a successful entrepre- 
neur is an open question. In 
the Indian context many in- 
ventors that I have met in the 
rural areas do not prove to be 
very good entrepreneurs. They 
cannot make two things alike. 
But in companies there is, of course, no 
choice but to create a process that will 
help inventions generate wealth and 
reward inventors. 

O'Connor recommends that one 
should try to raise three times the 
money one would need and to do it ata 
time when one does not need it! The 


Brainstorming Prioritisation Technique | 


(BPT) is essentially a process of getting 
the right people in the room and en- 
couraging them to speculate about 
ways in which ideas can be developed in 








different ways in the next five years orso | 
| you would know why you chose the one 


and the obstacles that are likely to be 
faced. While there are no certainties 
when dealing with innovations, the au- 
thor claims that BPT makes it easier to 
draw up aroadmap. 

Recognising that the world's greatest 
innovations came from people outside 
the existing market, he recommends a 
proper understanding of the market in 
which innovators want to operate. All 


forever’? 


that coalitions are a whole sight better 
than single party governments for deal- 
ing with the tensions of a divided society 
like India's. There's little evidence to 
back this claim. And there are two criti- 
cal slips. One, because the preface is 
written with the hindsight of the land- 
mark state elections of December 

2003, the authors seem to prepare us 
for an analysis of the plethora of new 
possibilities unleashed by the triumph 
of the BJP. Not really. 

The chapter that describes the Con- 
gress’s apparent lack of interest in dis- 


KEVIN O'CONNOR is founder and chair- 
man of DoubleClick, a leading digital 
marketing solutions company. He has 
nearly two decades of experience in 
business and consumer software prod- 
uct development for both the Internet 


sons but fail to mention the 
lack of passion in IT leaders. 
The fact that they are making a 
lot of money seems to satisfy 
us because we believe that's a 


wave of technology companies 


the same that is not possible. Percy Le 
Baron Spencer, a physicist at Raytheon, 
invented the microwave oven acciden- 
tally when a candy bar in his pocket 
melted during his experiment with mi- 
crowaves. Surely, Spencer did not go 
around asking people how they cooked 
their food, did he? And yet, to suggest 
that innovations occur only through 
serendipity will be to miss the point. 
O'Connor says that unless one is 
passionate about an idea it would come 
to naught. He also believes that having 
many options is desirable because then 


you did. Many a time we lack passion | 


because we don't know that we have 
several ways of doing something. Indian 
entrepreneurs who wish to develop 
products for global markets will realise 
why getting satisfied with too little too 
early will not take them anywhere. 
When we don't find Indian products in 
IT we explain it away by all possible rea- 


turbing A.B. Vajpayee's third 
term in office, stops short of 
the National Democratic Al- 
liance's recent victory. Thus 
the claim: *The NDA's only suc- 
cesses came in the assembly 
elections in Haryana and 
Orissa held in February 2000. 
Since then the NDA has had no 
success in any state election." 
The other is economics. 
Given the authors' strong back- 
ground in economic journalism, the 
chapter on the impact of coalition gov- 
ernments on pro-market reforms had 
the potential of becoming the book's 
centrepiece. Instead, it is a cursory nar- 
rative of the economic policies from the 
days of the Janata Party, although it, 
does pick up an interesting theme about 
the rise of the OBC parties and how they 
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and publishing markets. O'Connor is 
also a private investor in the new 





big achievement. Is it really? 

I would recommend this 
book to all those who wish to 
learn about the processes for 
| taking innovation along the market 
path, dealing with venture capitalists, 
raising resources, negotiating the deal, 
drawing up the agreement and han- 
dling the money once you start earning 
it. A fancy office alone is not enough to 
convince investors. The smart manager 
hires smarter people. Any time you no- 
tice a CEO hiring people who are less 
smart than him, you can be sure he 
needs to be fired. The CEOs whose ‘pain 
threshold’ is low are unlikely to run a 
marathon. Finding such people is half 
the success. 

This book holds many lessons, espe- 
cially for start-up entrepreneurs want- 
ing to build a business around innova- 
tions. They should violate the rules that 
O'Connor recommends and thus prove 
his point — but in their own way. LJ 


Anil K. Gupta is professor at IIM- 
Ahmedabad and editor, HoneyBee 
newsletter on creativity and innovation 


have behaved contrary to 
their class character vis-a-vis 
the reforms. This should 
have made for a compelling 
analysis. Why is everyone 
supporting economic re- 
forms that go against their 
political support system? 
Not asked, not answered. 

Nothing seems to have 
changed on this track, coali- 
tion or no coalition. We need 
to explain this common thread in India's 
rightward drift, regardless of who rules. 

But if it is just the political configura- 
tions that one is interested in, this is an 
excellent compendium. Specíally useful 
is the graphic mapping of the last three 
general elections. 
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A good id a destroy 


HE era of development finance institutions 

(DFIs) may well be over. Banks have lower 

costs, and with liberalisation, DFIs no longer 

have access to cheap funds. Mergers are in- 

evitable in the financial sector, especially 

since the foreign direct investment cap has been raised. | 
So, ICICI must merge with ICICI Bank, IDBI must merge | 
with IDBI Bank, IIBI must merge with the UBI or Alla- | 
| 

| 


habad Bank, апа IFCI must merge with Punjab National 
Bank. By that token, IDFC must merge with some bank or | 
the other, and what better than the SBI? After all, the SBI | 
has infrastructure exposure of more than | 
Rs 23,000 crore, Another Rs 5,000 crore will not matter. | 
The SBI was originally christened Imperial Bank. What | 
better channel to implement 
the government's imperial am- 
bitions? But IDFC isn't of im- 
mediate post-Independence 
vintage. It was set up in 1997, 
following the recommenda- 


IDFC was started with a sound 
idea. But what messed up 
things was the unwarranted 
government interference 


mercial considerations, it was natural to diversify into e- 
learning, mutual funds and car leasing. The description of 
IL&FS as a project developer and IDFC as a project finan- 


| cierisatbestan artifice. Both are financial institutions, al- 


though they were set up with infrastructure as the focus. 
North Block, however, doesn't subscribe to this view. 
Irrespective of what the other shareholders thought, the 
government put pressure on IDFC to increase core infra- 
structure funding — this shows in its 2002-03 figures. Till 
March 2003, IDFC had sanctioned Rs 12,460 crore to 104 
projects in power, roads, ports and telecom. But disbur- 
sals were only Rs 4,500 crore. It turned out to be its undo- 
ing. Sanctions increased by 150% and disbursals by 120%. 
Such numbers are in line with North Block's priority sec- 
tor lending mindset — num- 
bers are more important than 
quality. So banks must be ca- 
joled to invest in IDFC' initial 
Rs 1,000-crore Infrastructure 
Fund and in the mini-budget's 


tions of the Rakesh Mohan Ex- Rs 50,000-crore Special Infra- 
pert Group on commercialisa- E structure Fund. This is like 
tion of infrastructure projects. mar qp M ud Ъ forcing banks to lend to agri- 
Didn't Mohan appreciate the culture or small-scale industry. 


problems that a non-banking 
financial institution would 
confront? Or was former 
finance minister P. Chidam- 
barams vision blinkered by the 
prospect of setting up a finan- 
cial institution in Chennai? 

IDFC's mandate was to fi- 
nance infrastructure and facili- 
tate private capital flows into 
infrastructure projects. The mandate presumes that the 
financial system lacked the resources to finance such 
projects. This isn't true. What is true is that there are few | 
bankable infrastructure projects. Private capital was | 
never desperate to finance infrastructure. Hence, IDFCS | 
poor disbursal ratio in infrastructure, the excuse forits | 
merger with the SBI, should have been expected. It is an- | 
other matter that inchoate policies were responsible for 
shackling the demand for funds in the core sectors. 

Starting with power projects, IDFC moved to agricul- | 
ture, telecom, urban and transport infrastructure. Its op- 
erations have been restructured into four areas: invest- 
ment banking, equity and derivatives, project finance and 
public-private partnerships (including education, 
tourism, health and hospitals). 

There is nothing wrong with IDFC offering one-stop | 
financial services. Infrastructure Leasing & Financial Ser- | 
vices (IL&FS), with which there was an abortive attempt | 


to merge IDFC, behaves no differently. Driven by com- | 








But the moot point is: who 
owns IDFC? The government 
holds 20% of its equity, the RBI 
1596, which it wants to pass to 
SBI. HDFC, SBI, IDBI and UTI 
together hold 25%, while FIIs 
like ADB and American Inter- 
national Group hold 4096. So is 
IDFC a private or public outfit? 
Private is possibly the de jure 
answer. But the de facto answer is certainly public. 

North Block wanted the merger with IL&FS. That hav- 
ing failed, it wants a merger with the SBI. Whether there 
will be a separate SBI subsidiary on infrastructure is be- 
side the point. 

IDFC's senior management has resigned in what 
North Block calls a confrontationist attitude. Technically, 
resignations and the final decision are on hold till the 


ANTHONY LAWRENCE 


| board meeting on 20 April. Again technically, institutional 


investors have set up an internal committee to work out a 
middle path that will be presented to the board on this 
date. Experience says the muddle path will steamroll the 
middle path. IDFC was started with a sound idea. What 
messed it up was unwarranted interference — by North 


| Block and elsewhere in the government or the political 


system. The metamorphosed IDFC should be named Id- 
iots Destroy Financial Concepts. It is another matter that 
in sectors like power and telecom, incoherent state policy 
has shackled demand for funds. a 
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A.gorgeous woman from Zaire 


Took a dusky. guide on hire 
She.wanted a wild trek 

Instead he gave her.a peck 

And then Started the forest fire. 
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Working with the Corporate Gods has paid off yet again. 
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О Since P&G has had victories in 
other economies with a similar 
strategy, it may succeed here 
too. Then, one has to 
understand that our soaps and 
detergents market is moving 
to an almost oligopolistic state. The ‘power of 
three’ concept is becoming more pronounced. We will see 
two dominant players and a couple of others in niche segments. As the 
market becomes commoditised, the critical factors will be least cost 
structure and efficiency in supply and distribution. A fair mix of 
advertising and strategic availability will increase sales. 
R.S. Mani, Coimbatore 


NO CHANCE FOR CHANGE 
In All About Development?’ (BW, 22 
March) you mentioned Rajasthan, my 
home state. I returned to the state four 
years ago after being away for 24 years. 
Ihave learnt what I could not have 
studying at IIT and IIM, or working with 
leading corporates. Almost all the peo- 
ple in power are self-centred with a sin- 
gular objective: retaining their power. 
Development comes through in- 
vestment, not borrowed funds, The 
neta-babu nexus makes sure that in- 
vestments are actively discouraged by 
ensuring lack of ethics, responsiveness, 
accountability and transparency. But 


| management institute here. The chief 
minister telephoned me twice in Delhi 
and promised, in writing, to give land 
and support. I find none of it, even after 
four years, because I have persistently 
refused to compromise. 

The neta-babu nexus ensures that 
developmental initiatives by the people 
are thwarted and throttled — often in 
the very name of development. Our 
country continues to remain 'develop- 
ing even after almost 60 years of inde- 
pendence. Where is India shining? 

Varun Arya, Former president, IIT Delhi 
Alumni Association & secretary, IIM 


they still have to create the facade of de- 
velopment for exhibition while wooing 


Ahmedabad Alumni Association 


CHEER FOR INDIA 


the public during elections. So they Iagree that not only Pakistan, but India 
borrow heavily, and the burden is on too, will benefit from our cricket team's 
the people and their posterity. 


tour (‘A Certain Gamble, BW, 8 March). 
But I disagree with your opinion of Hin- 
dutva. While it's true that Hindutva ele- 
ments hinder communal harmony, you 
cannot deny that all their accusations 
against the minority community are 
not false. There are some minority 


I left a highly cushy corporate career 
to return to Rajasthan to pursue the 
dream of establishing a world-class 


кий Е 2 members who burst crackers when 
dT toL Pakistan wins matches. I don't mean to 


zz E point fingers at the entire community 
8 ee but, unfortunately, it has a significant 
number who favour Pakistan. Such ac- 
tivities are bound to make average Indi- 
ans (including those in minority com- 
munities) angry. There should be a 
balance on both sides, 

Vinayak Kumar, Via email 
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22222 22 TO BUILD A TEMPLE 


The article ‘Building Respect Brick By 








BUSINESSWORLD 4 12 APRIL 2004 


2 B 
> 2 | 


h aoe (i), from rented houses. 


ЕЯ y ғ P 


+ - £ Е t 
"ae lt M» > NIS 
jac 20.2 acd LE aia i Acht s Duce YT ЛЫ: 


n Now there's no reason not to have a house of your own. We've made home loans extremely simple and easy 
OW to get sanctioned. And assure you of interest rates that'll always be among the lowest. With absolutely no 
Interest Rate hidden costs. Best of all, it's a home loan that'll in no circumstances be a liability on your family. 


16) LIC HousiNc FINANCE LTD. 


Bring home peace of mind 


Registered & Corporate Office: Bombay Life Bldg., 2nd Floor, 45/47, Veer Nariman Road, Fort, Mumbai - 400 001. Fax: 22049839 
Website: www.lichousing.com Contact: Bangalore 22215742, Chennai 24313906, Delhi 23230403, Hyderabad 23730612 
Jaipur 2742023, Kochi 2374150, Kolkata 22128043, Lucknow 2396949, Mumbai 22693675, Pune 25655680 


Or contact our nearest area office in your city. 








Brick’ (BW, 27 February) throws open 
many issues. There are lots of things 
that make us Indians uncomfortable: 
continuous rise in population and 
unemployment, lack of drinking 
water, and more importantly, religion 
and politics. 

Our industrial ethics centre on po- 
litical affinities, and politics is based on 
religious issues. Thus, the common 
man unconsciously makes his choices 
based on these two facts, which domi- 
nate his social interactions. Our percep- 
tions and priorities need to undergo an 
about-turn. When the experience of an 
Indian itself is so different from that ofa 
Japanese, how can one expect to build a 
nation equal to Japan? 

When the common man is busy 
fighting corruption, natural calamities 
and earning his daily bread, how can he 
think of larger issues? No wonder he is 
more aware of the institutions respon- 
sible for his plight — politicians and the 
government — than the company he 
works for. Unless this mindset changes, 
Indians will only lay bricks and will not 
build temples. 

S. Narayanan, Chennai 


FINANCIAL SYNTHESIS 

The proposed merger of the IDBI with 
its banking subsidiary is a logical culmi- 
nation (‘Past Imperfect, Future Tense’, 
BW, 15 March). But post-merger suc- 
cess will depend on the synthesis of 
project finance and working-capital fi- 
nance. This can be achieved by spe- 
cialised divisions under the aegis of 
IDBI. It will save the merged entity from 
the pitfalls of universal banking. 

C. Gopal, Via email 


OVER TROUBLED WATER 

A bridge over the Palk Strait is an excel- 
lent idea. While this project may take 
some years to implement, India and Sri 
Lanka could be linked through subma- 
rine optical fibre cables. These would 
provide cheaper communication facili- 
ties between the two countries for the 
growth of business and social ventures. 
This would be the real 'bridge' for con- 
necting the people's hearts. 

Ramani lyer, Via email 


ICONIC VALUE 
This mail is in response to the 'Hero Jo 
Bana Salesman case study (BW, 15 
March). In spite of the various argu- 
ments and counter-arguments pre- 
sented in the article that say consumers 
can relate better to a brand ifan icon 
endorses it, I have found the reality to 
be contrary. Consumers buy products 
which they have heard provide value 
for money. They are 
very much affected 
by their peer group 
when it comes to 
buying decisions, and 
not because some big 
shot proclaimed it to 
be the best. If the same 
consumers feel the 
product is not worth 
their money, they will 
never buy it, irrespective 
| of other factors. 

What these icons do, 1 
however, is make the ads F 
highly entertaining to 
watch, ifexecuted prop- 
erly. Consumers tend to remember ads 
which were enacted by 'so and so, and 
asa consequence, the product gets 
better coverage. But this works only 
during the first time, and afterwards it is 
only the strength of the product that 
carries it through. Today, consumers 
are quite enlightened and they see 
through the gimmicks. 

Anirban Chakraborti, Via email 


| A SAD STATEMENT 

In his column, ("Towards a BJP Trade 
Policy’, BW, 16 February) Ashok Desai 
calls the Special Additional Duty (SAD) 
a sad-looking duty, and stupid. I have 
never come across a more stupid 
comment from an economist than this 
one. In fact, the SAD was a well 
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thought- out level playing field duty. 
With state governments continually 
increasing sales taxes, it is all the more 
needed today. 

Any equipment imported — if the 
countervailing duties for excise and 
sales taxes were removed — would 
suffer a duty of just 20%, whereas 
indigenously produced equipment 
would suffer excise and sales taxes to 
the tune of 20.64% if the buyer is a 
registered dealer, and upwards of 
27.6% if he is not a registered dealer. 

The customs duty of 20% is 
designed to be a protective barrier for 
the higher costs of production in India, 
which often include a variety of sales 
taxes and entry taxes on inputs and 
high-cost raw materials. The steel 
industry has historically had a high 
degree of protection, along with low 
levels of productivity brought about by 
the so-called 
‘progressive labour 
law’ regime in India 

as compared to 
competing nations. 

I am sorry, Mr 
Desai, that after all 
those years in the 
finance ministry, 

you still refuse to 
see reason and 
continue to arrest 
the development 
of Indian industry 
by permitting 
unfair 
competition. 


Raghavan S., Via email 


CLARIFICATION 

Our piece on ‘Coming Of Age’ (BW, 29 
March) elicited a strong response from 
some of our readers. Dotcommers 
called in and wrote to complain about 
their exclusion from the piece. 

We would like to point out that the 
companies included in the piece are 
indicative of the Internet economy in 
India and are by no means 
representative of its entire breadth. 
There are other successful businesses 
like exchange4media.com, or Yahoo 


| India that could have been included. 





Letters can also be sent to 
editor@bworldmail.com 
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Making 
The Cut 


The next driver of the IT services 
industry is offshoring. India has 
one of the best offshoring models 
to take advantage of the 
opportunity. Can it? 


32 To Be Or Not To Be? 
Consulting isn't where the 
money or the growth is. But 
without a consultancy 
component in your armoury, 
you cannot be a successful 
offshorer either. 


38) The MNC Warriors 
Indian vendors would be foolish 
to ignore the threat from MNCs 
setting up bases in India. 


40 All The World's A Stage 
To be a successful offshorer, you 
need to go to China, to the 
Philippines, to Thailand, to... 


42) Power To Productivity 
Work smart, not merely hard. 


ASHISH SAHI 





ДА. 


An Alliance 


Going by past experience, there is 
much to expect from Sebi's final or- 
der on its high-profile case against 
Samir Arora. Can it deliver this time? 


a Arora: Precious 
time ticking away 


14 Stephen Roach The dollar is growing weaker 
against most currencies. Inevitable, says the Morgan Stanley 
chief economist, given the way the US is borrowing money. 
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15 Elections 2004 After 15 years in power, Laloo 
Prasad Yadav is suddenly unsure of himself. It's evident in the 
way he is going about making friends of foes. 


18 | Cipla in the US while Ranbaxy and Dr. Reddy's 
have taken the ANDA route to the largest pharma market, Cipla 
has gone the partnership way. It's cheaper, but is it easier? 


22 Маи} what do Australian crick- 
eter Ricky Ponting, Formula 1 racer Juan 
Pablo Montoya and Baywatch babes 
have to do with this Mumbai-based 
wireless content company? 


Ricky Ponting: Playing on 
a different wicket » 
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24| A VC's Mind 


For Vinod Khosla, microfinance and 
nanotechnology are the next big 
things. This VC of VCs is now trying to 
develop rural India. 


+ He has a model for 10% GDP growth 





44 Music Ina depressed industry, Sony Music's revenues 
are hitting a high note. Can others learn from it? 
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Investigative reports on the life of the 
modern corporate executive — the im- 
portance of the management trainee and 
the dilemma of dressing smart-casually. 





62 | Advertising why using Amitabh Bachchan or other 
celebrities may not be the best thing for your brand. 


64 Bookmark с.к. Prahalad's latest book could well be 
promoting branding values of the pre-industrial era. 
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10 Omkar Goswami institutional blues 
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46 Ranjit Shastri india must shape the 
changing rules of the BPO game if it wants to 
maintain its fragile success in that business. 


ON THE CONTRARY 
. 55 Mahesh Murthy уге аге trained to 











to all our questions. This columnist begs to differ. 
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believe that numbers and data can give answers | 





ifthey want to make the cut. 


| domain experts on the IT sector, 


Businessworld 
Setting the bar higher 


Tatime when IT service companies are seen as 
standing advertisements for a shining India, 
you might wonder why we are posing the ques- 
tion, 'Can they make the cut?' on the cover. In 
defence, I can only say that we shouldn't set the 
bar too low for a shining India. A resurgent India should see 
many Indian companies becoming global in the true sense of 
the word — not just selling goods and services to foreigners, 
but strategising, recruiting and operating on a global scale. 


| With revenues and profits to match. 


| Three Indian IT leaders — TCS, Infosys and Wipro — have 


crossed a billion dollars in turnover, but that isn't saying much. 
What will it take them to touch 10 billion dollars each in sales? 
That is the question this week's cover package tries to answer. 
Assistant editors Mitu Jayashankar and Shishir Prasad might 
seem a bit too harsh on an industry that Businessworld has 
been closely identified with, but 
they have merely gone where 
their research led them. And it 
says that IT service companies 
will need to overhaul a lot of ex- 
isting practices and approaches 


Businessworld 


Mitu and Shishir are two of our 


but even then, this particular 
cover project took an inordi- 
nately long time to finish. It has 
been worth the wait, though — 
this is probably the most intensive survey on the industry ever. 
"There are no ready-made strategic solutions available, and no 
perfect role models to copy," says Mitu, who believes Indian 
companies will have to create their own working models for the 
future. "They could pick a trick or two from the MNCs who are 
setting up base in India, though," says Shishir. 





Globalisation of Indian business is a theme that Businessworld 
has been following for over a year now, with sectors such as au- 
tomobiles, pharma and textiles regularly hitting our covers. We 
believe this will continue to be the overriding theme for Indian 
business in the years to come and will require out-of-the-box 
thinking on the part of business leaders. Businessworld, as 
usual, will bring you more insights and perspectives on the 


| topicin the coming weeks, in collaboration with global experts. 


This week, we have the world's most celebrated venture capi- 
talist, Vinod Khosla, with us. Turn to page 24 for the interview. 
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TONY JOSEPH, EDITOR 
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The author was chief 
economist at СП, and is 
now founder of CERG 
Advisory, a corporate 
consulting and economic 
advisory company. He can 
be reached at omkar. 
goswami@cergindia.com. 


CII is a 
unique 
industry 
group, 
and will 
remain so 
in the 
years to 
come 





INCE my last few articles have been 
somewhat ‘soft’ in nature, I thought | 
of penning a ‘hard’ economy piece | 
this week. But while writing the arti- 
cle, I was overwhelmed by institu- 

tional emotions. By the time you read this 

piece, | will have left the Confederation of In- 
dian Industry (СП), after working for almost six 
years, to start my own consulting and advisory | 
firm. Sitting by my desk, I kept thinking of this 
wonderful institution that I have had the privi- 
lege to serve — once as a youth in 1978-79, and 
then from 1998 until a few days ago — and de- 
cided to share bits of CII with you. | 
Let's begin with what CII is not. It is not a 
chamber of commerce or a pure industry 
lobby. Those organisations generally focus only 


| onlobbying. Some do it with finesse; others be- 





have as if they are presenting petitions to the 
high and mighty state. But shorn of linguistic 
skills and delivery capabilities, most chambers 
of commerce are pure lobby groups. 

СП is a different animal. It wasn't always so. 
From its origin as the Bengal-based Indian En- 
gineering and Iron Traders Association in 1895, 
to becoming the Indian Engineering Associa- 
tion in the early 20th century, to its merger with | 
the Mumbai-based Engineering Association of 
India to form the Delhi-based Association of 
Indian Engineering Industry in April 1974, the 
body had the character of a pure industry 
group. Then the changes occurred, transform- 
ing СП into a multi-faceted body. 

The first major change was the first Indian 
Engineering Trade Fair (IETF) held in Delhi in 
1975. It was an audacious move. A fledgling or- 
ganisation that was struggling to find its feet in 
Delhi chose to use the forum of a trade fair to 


| showcase India's industrial and capital goods | 


base. IETF'75 was followed by IETF'79 and | 
thereafter grew in strength. By IETF 2003, the 


| fairattracted over 25 participating countries, 


| 


| 700-plus exhibitors and more than 35,000 busi- 


ness visitors. Trade fairs became a major CII ve- | 
hicle which separated it from others ofitsilk. | 
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The second major change was fostering 
quality and competitiveness. Spurred on by 
V. Krishnamurty, a person who successfully led 
three companies (Bharat Heavy Electricals, 
Steel Authority of India and Maruti), CII 
plunged headlong into the quality movement. 
Aided by Japanese gurus, CII built a total quality 
management and total process management 
team to help improve quality, throughput and 
competitiveness of Indian manufacturing. 
Soon, similar services were offered in environ- 
ment and energy management. By the late 
1990s, CII branched out into corporate advi- 
sory services — corporate governance and 
board issues, and helping companies earn a re- 
turn on capital greater than the cost of capital. 

Thethird major difference with most cham- 
bers is CII's emphasis on a strong international 
presence. The first overseas office was in Saudi 
Arabia in the late 1970s. Then came the UK of- 
fice, then the US one; soon offices sprang up 
around the world. The international thrust was 
also leveraged through global partnerships, of 
which the long-standing one with the World 
Economic Forum is a shining example. 

The fourth major difference is CII's focus on 
social issues — be it developing entrepreneur- 
ship among the poor or HIV-AIDS initiatives. 

These factors, which differentiate CII, also 
emphasise the entrepreneurial nature of the 
organisation. If someone sees a strategic op- 
portunity somewhere, and can execute, she 
will be encouraged to run unfettered and carve 
yet another niche for the institution. 

That brings me to my final point. Eventu- 
ally, what differentiates CII from others is the 
quality of its people. I have not seen so many 
corporate members getting together as one big 
family to lift the organisation to newer heights. I 
have also rarely come across such a bunch of 
committed, hard-working employees. Which is 
why СП is, and will be, different. And as I pack 
my last container to transit to a new entrepre- 
neurial future, I thought of sharing with you vi- 
gnettes ofthis fascinating establishment. — BN 
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THE SAMIR ARORA CASE FINAL ORDER 


Sebi browbeats 
deadline, but delivers 


Alliance fund manager banned from the market for 5 years 


tio with Hewlett Packard India Software | from other cases where Sebi alleged 


AGER journalists waiting | 

for the Securities and Ex- 

change Board of India 

(Sebi) to post its final order 

in the high-profile Samir | 
Arora case on its website were surprised 
to find that as early as 8:00 p.m. on 31 | 
March 2004, the date on the site had 
changed to 1 April 2004. We are not sure | 
ifSebi chairman G.N. Bajpai was pulling | 
a fast one on them. The order, which 
was supposed to have been delivered 
that day, never came. Sebi had missed | 
the deadline on the landmark case that 
held the promise of changing the popu- 
lar perception about the regulator's lack 
of investigative skills. 

Wait a minute, the order 
did come. It was posted on 
Sebi's website on 1 April 2004 
after 6.00 p.m., but it was still 
dated 31 March 2004. It is an- 
other issue that Justice Kumar 
Rajarathnam, the new presid- 
ing officer of the securities ap- 
pellate tribunal (SAT) had ob- 
served that if Sebi had not 
passed this order, it could have 
been in contempt of the SAT. 
The Sebi site was also where 
Arora, the former fund man- 
ager of Alliance Capital Mu- 
tual Fund and the accused, as 
well as his lawyers got to know 
the contents of the order. 

The market was waiting 
with bated breath for this or- 
der. Last year, in August, Sebi 
had debarred Arora under its 
new-found draconian powers 
in Section 11(4) ofthe Sebi Act 
after it found that he had sold 
shares of Digital GlobalSoft 
just days before the company 
opened the sealed merger ra- 


Operations at its board meeting held in 
the US. Arora was also charged with col- 
laborating with potential bidder Hen- 


derson Global Investors to buy outthe | 


mutual fund at a lower price. 
In Sebi's final order, which repeats 


large chunks of its September 2003 or- | 


der, the regulator has banned Arora 
from dealing in securities for five years 
from the date of its interim order dated 9 
August 2003. The order itself has sur- 
prised market watchers and the legal 
fraternity. Though they still do not be- 
lieve that the charges would hold in a 
higher court, the punishment varies 


Sebi chairman G.N. Bajpai: Can this order improve his 
stock as an effective capital market regulator? 
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similar offences. Arora gets a ban of five 
years without fines or imprisonment, 
while smaller charges had attracted life- 
time bans for brokers like Nirmal Bang 
in the past, which incidentally has been 
set aside by the Supreme Court. 

To be fair, Sebi tried its best to meet 
the deadline. Senior board members 
were at work late into the night of 31 
March in their Mittal Court office in Na- 
riman Point, Mumbai. Some even 
stayed over, something unheard of at 
Sebi. It was not just meeting the dead- 
line that mattered — the order itself 


| meant much more to Sebi. 


In the past few years, Sebi's 
orders have been overturned 
by SAT and higher courts regu- 
larly—so much so that in cor- 
porate law circles the maxim 
is: "Sebi proposes, SAT dis- 
poses." Just months ago, SAT 
had disposed of a crucial case 
in which Bang was accused of 
manipulating the market 
three years ago. The Supreme 
Court later upheld SAT's ver- 
dict, leaving a big question 
mark over Sebi's understand- 
ing of the markets. A few 
months before that, the Joint 
Parliamentary Committee 
(JPC) had severely chastised 
Sebi for its lack of investigative 
and market monitoring abili- 
ties after the Ketan Parekh-led 
debacle in April 2001. Those 
probes still haven't reached 
their conclusion. 

Seen in that light, the Arora 
case suits a larger purpose. For 
Bajpai, who wants everyone to 
forget the past performance of 
Sebi and look at just the three 


years that he has been in charge, this 
was the perfect opportunity to set the 
record straight. With just this one con- 
viction, Bajpai would be able to estab- 
lish that his regulatory skills are just as 
good as his fine-tuning of the systems 
set up by his predecessors. 

Sebi has passed the order, but whe- 
therit can get a conviction against Arora 
is anybody's guess. At the time of going 
to press, Arora’s lawyers J. Sagar Associ- 
ates said they were still reading the order 
and could comment only after a de- 
tailed review. However, sources close to 
the fund manager say that he was going 
to challenge the order before SAT. 

It won't be a cakewalk for Sebi. In- 
sider trading is the toughest charge to 
prove anywhere in the world. Though 
Sebi has had insider trading regulations 
in place since 1995, it has not been able 
to get a single conviction yet. 

In Arora' case, too, there are big 
holes that still need to be plugged. The 
law explicitly requires that to press 
charges, a motive for the crime has to be 
established. Sebi's only contention is 
that Arora would have gained 10% stake 
free if Henderson had taken over Al- 
liance Mutual Fund. But there is noth- 


ing illegal in bargaining for sweat equity | 


in management buyout scenarios. The 
free equity would have vested with him 
for three years as sweat equity and 
would have been forfeited if Arora left in 
the interim. By bringing this charge, 
Sebi may well imply that any manage- 
ment buyout involving sweat equity 
would be an unfair trade practice. 

Barring that, Sebi's latest order men- 
tions no other motive. When asked by 
the SAT earlier what Sebi felt was Arora's 
personal motive, it had no answer. Con- 
sequently, Sebi's investigating officer 
asked Arora to furnish details of all his 
personal investments and that of his 
close relatives. Sebi found that Arora 
held only Alliance Mutual Fund units 
and owned no direct stake in any of the 
companies that his fund had invested 
in. The investments made by his rela- 
tives did not throw up anything sub- 
stantial either. 

Like the earlier orders, the final or- 
der, too, pins all the blame for insider 
trading and faulty disclosures on Arora 
alone. In its September 2003 order, Sebi 
says that Alliance Mutual Fund and 
Samir Arora were almost synonymous. 








Samir Arora: Sebi has debarred him, but will its order stand up to scrutiny? 


Yet, Arora was slapped with punitive 
measures while there are no strictures 
against Alliance. Similarly, Sebi says that 
in any mutual fund there should be a 
Chinese Wall between the fund man- 
ager and the compliance officer, who is | 
accountable for making adequate dis- | 
closures to Sebi. Yet, Sebi now blames 
Arora squarely for the mistakes of the 
compliance officer. In the same vein, 
Arora is blamed for having actively in- 
teracted with company management to 
obtain inside information. If Arora is 
guilty, are the company managements 
exempt from any charge? 

Sebi's final order does not deny the 
culpability of Alliance, which itnow says | 
is under investigation. However, in a | 
cleverly worded statement, the order 
reasons that it is essential to “lift the cor- 
porate veil and take action against indi- 
viduals”. A mutual fund manager makes 
an observation that Sebi is trying to 
shield the malpractices in the mutual | 
fund industry as the elections are 
around the corner. If Alliance were to be 
made party, it would have raised fingers 
at the unhealthy practices in the rest of 
the industry, which could have affected 
investor sentiment badly. 

Leading lawyers say that Sebi is on a 
sticky wicket on the insider trading | 
charge. But, it has a fair chance with the | 
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other charge— indulging in unfair trade 
practices. Here too, Sebi justifies its 
charge on the basis of surmises and 
conjectures. It says investors could have 
lost money because Arora joined hands 
with a potential bidder to buy out the 
mutual funds cheap. 

It must be noted here that Arora 
managed only the equity funds of Al- 
liance, whereas most of the redemp- 
tions took place in the debt funds. The 
fall in the NAV of the equity funds was 
because some of Arora’s favourite stocks 
fluctuated wildly on the news of his de- 
parture. Mutual fund circles say that this 
fact cannot be used to prove that Arora 
drove down the NAV of his funds. The 
only way Sebi can nail Arora here is by 
proving that Henderson, the bidder 
Arora was supporting, would have actu- 
ally gone on to bid and paid less than the 
other bidders to acquire Alliance. But 
since there was no sale, ascertaining the 
loss could be tricky. 

The market does not expect Arora to 
be exonerated, though. But an easy vic- 
tory for Bajpai is also not on the cards. In 
arecent interview justifying Sebi's ineffi- 
ciency, Bajpai said that even the SEC 
(US) takes two years to investigate cases. 
"We are more efficient than them," he 
said. That remains to be seen. в 
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ISING oil prices have sent 

jitters through the world 
economy. Oil prices are nearly $38 
a barrel, at their highest level since 
1990. Investment bank Goldman 
Sachs has already reduced its 
estimate for global growth from 
4.6% to 3.8%, mainly because of 
the sharp rise in oil prices. 

Jerry Taylor, director of natural 
resources studies at Cato Institute, 
a right-wing think-tank, says in a 
recent essay that the price of oil 
would fall by $8 a barrel if the 
cartel of oil exporting countries 
would disappear into thin air 
tomorrow. The free market price of 
oil, in other words, should be close 
to $30 a barrel. 

Curiously, OPEC president 
Purnomo Yusgiantoro, too, seems 
to suggest that the current high 
prices of oil may not be sustained 
in the months ahead because of 
excess supplies of crude. "There 
could be a big price collapse," he 
told a news agency recently. 

Is that really so? The markets 
don't seem to think so. The price of 
crude oil is rising in the forward 
market as well, an indication that 
traders do not see a sharp fall in 
the months ahead. 


45 


T is widely assumed by both 

equity analysts and investors that 
the stockmarket has become more 
volatile in recent years. But that's 
something of a myth. In fact, stock 
returns have become less volatile 
since 1991. 

That's the central conclusion of 

a recent research paper by Amita 
Batra of the Indian Council for 
Research on International 
Economic Relations. She also 
shows that stock market cycles 
have dampened in recent years. 
"Volatility has declined in the post- 
liberalisation phase for both the bull 
and bear phases of the stock 
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by Niranjan Rajadhyaksha 





there's another misconception that 
is blown away: there is no close link 
between market volatility and FII 
activity in India. Interesting. 


SS 


HE finances of corporate Japan | 
have been in a holy mess for | 
| 
| 
| 


| 
| 
| 
market cycle,” she adds, Апа | 
| 
| 
| 
[ 


the past 10 years. Deflation had 
made the value of the debt on 
corporate balance sheets go up 
dramatically, leaving a large number | 
of Japanese companies 
dangerously over-leveraged. 

This pernicious cycle of debt- 
deflation is coming to an end, says 
Merrill Lynch. Since 1995, 
corporate Japan reduced its debts 
by ¥190 trillion, or 40% of the 
country’s GDP Another ¥50 trillion 
(10% of GDP) will need to be 
chopped off if balance sheets are 
to go back to the state they were in 
before the bubble burst in 1990. 

Such dramatic repairing of 
corporate balance sheets will now 
allow Japan Inc. to use its cash flow 
to invest and employ, rather than 
pay back debts. This could further 


fuel the recent economic recovery. 


4 


ERE'S a question for both 
economists and compensation 
experts. Should people be paid in | 
proportion to the physical labour 
they put in? 
The question has come up in an 
odd place: 16 violinists of the | 
Beethoven Orchestra in Bonn have 


gone to court, saying that they 
should be paid more than their 
colleagues who play other 
instruments such as the flute and 
the trombone. And why so? 
Because these violinists play more 
notes per performance than the 
other musicians. 

It's absurd — the labour theory 
of value reborn in the era of 
intellectual capital. а 
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Roach’s 
reproach 


HE latest worry of Morgan 
Stanley chief economist 
Stephen Roach is ‘global re- 
balancing’. He expects demand 
from the US to fall and some time 
to elapse before countries like In- 
dia and China become big sources 
of demand in the world market. If 
he is right about this, the world 
economy could slow down. 
The reasons for worry are the 
US deficits — fiscal and current 
account. These, coupled with its 
low savings rate, mean it borrows 
$2 billion a day from foreign in- 
vestors to buy goods from the rest 
of the world. Roach says US de- 
mand is what has kept the world 
economy ticking — it accounted 
for about 96% of the rise in global 
GDP from 1996 to 2002, but just 
30% of world GDP "That's no way 
to run a $32-trillion global econ- 
omy,” states Roach in a recent re- 
port. “Something has to give.” 
That something is the dollar. 
Huge current account deficits are 
followed by sharp depreciations in 
the currency. So the dollar has 
been losing against the Euro and 
yen (and the rupee) since last year. 
Roach expects more. “The dollar 
could fall by another 13% at least,” 
he says. That will make US’ im- 
ports dearer and push up US inter- 
est rates. (Higher risk must get 
higher returns.) With US household 
debt at over 80% of СОР, it will hit 
consumption — and demand. W 
AVINASH CELESTINE 





Socialism vs socialism 


Defender Laloo Yadav finds the odds stacked up against him 


LALOO’S ALLIES 





Laloo Prasad 
Yadav (top left) 
has joined hands 
with foe Ram 
Vilas Paswan 
(bottom left) as 
well as with 
Sonia Gandhi 





IHAR satrap Laloo Prasad Ya- 
dav's hold over his fiefdom is 


loosening. Nothing speaks | 


more clearly ofthisthanhisde- | 


cision to strike an electoral alliance with 
sworn enemy Lok Janashakti leader 
Ram Vilas Paswan, and leave as many as 
eight seats for him. After one-and-a-half 
decades in power, Laloo, who has put 


the upper castes in Bihar out of busi- | 


ness, is a worried man today. In the 1999 
Parliamentary polls, he was almost 
swept away by the Janata Dal (United) 


storm that saw his party, the Rashtriya | 
Janata Dal, win a paltry seven seats, and | 


him lose the Madhepura seat to rank 
outsider Sharad Yadav. 

This time, he's determined not to let 
a repeat happen. He's swallowed his 
pride and is seeking help from wherever 
hecan get it. For the first time since he 





cleverly manipulated caste politics in | 


Bihar to come to power, Laloo has ac- 


commodated other parties, giving away | 


14 of the 40 seats to allies like the Con- 
gress, CPI(M) and the NCP. 


If Laloo has buried the hatchet with | 
arch-rivals, so have his rivals. Janata Dal | 


(United) leaders George Fernandes and 
Nitish Kumar, who have spent most of 
the five years of NDA rule fighting each 
other, have smoked the peace pipe. And 


the BJP which was distancing itself from 
JD(u)’s troubles, has once again capitu- 
lated to the compulsions of coalition 
politics and ceded senior partner status 
to its temperamental socialist friends. 

The BJP's most significant sacrifice 
has been the Muzaffarpur. It has denied 
sitting MP Jai Narain Nishad a ticket to 
give the seat to Fernandes. The other is 
to move Sushil Modi out of state politics 
and give him a Lok Sabha ticket. Modi 
has been pushing to snap ties with the 
JD(U). So, BJP has virtually handed over 
Bihar to the JD(U), as that seems to give 
itthe best chance of retaining its 29 seats 
(12 seats went into Jharkhand). 

The battle then is socialist versus so- 
cialist. And once again, the chief issue is 
Laloo. Will he survive? There's no doubt 
that he is under terrific pressure. Bihar 
has seen virtually no development dur- 
ing his years in power. Stories about 
caste riots, deteriorating law and order, 
dacoities and so on is 
the stuff of ordinary 
conversation in Bihar. 

There is also the 
general resentment 
among his Yadav vote 
base about the way in 
which Rabri's broth- 
ers Sadhoo and 
Gopal Yadav, are 
being allowed to 
rule the roost. 

In 1999, the 
JD(U) dented Laloo's Ya- 
dav vote base. Today, he is 
even more vulnerable. 
Hence the alliance with 
Paswan. The latter has a 
committed Dusadh (a 
section of dalits) vote of 
roughly 8-9% spread 
across a number of con- 
stituencies. Laloo hopes 
to make up for any short- 
fall in his Yadav vote 
through the Dusadhs. The 
problem is that in many 
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—— 
Source: Election Commission of india 
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TRIBHUWAN SHARMA 


OINESH KRISHNAN 


George Fernan- 
des (top) and 
Nitish Kumar (top 
right) are friends 
again. And 
Sharad Yadav 
could be Laloo's 
bete noire again 





areas the Dusadhs and the Yadavs are in 
conflict. It remains to be seen whether 
"aswan is able to overcome the friction. 
Laloo is gambling on getting his 
arithmetic right. He is banking on a Ya- 
dav-Muslim-Dusadh combine to which 
the Congress, CPI(M) and NCP are ex- 
pected to add their bits of support. On 
the other side, 
the JD(U) and 
BJP are hoping 
that the anti- 
Laloo feeling will 
catch up with the 
RJD and strike the 
final blow. 

Its going to be à 
tough battle, with both 
sides trying to polarise 
the electorate on caste 
lines. If Laloo has ex- 
posed his vulnerability, 
so has rival satrap, Nitish 
Kumar. After barely 
scraping through in 
Barh last time, Nitish is 
hedging his bets by 
fighting from Nalanda as 
well. And no one is tak- 

i ing bets on which social- 
2 ist will prevail. a 
Е АВАТ! В. JERATH 


CeBIT 2004 


Higher Technology 


Powerful processors, running robots, super CDs and more... 


S reported last week, 
CeBIT 2004 displayed two 
areas where technology is 
making significant 
inroads — wireless and 
entertainment. Both of these demand 
equally significant advances in the 
hardware and software that go into 
powering systems on the desktop. Most 
technology vendors were trying to con- 
vey this through 


Take Intel forinstance. The high-end 
processors that it is creating need pow- 
erful hardware peripherals. To help pe- 


p 


ав; == 7 Tes 


ripheral manufacturers keep pace with 
the blinding advances in processor 
technology, Intel has been pushing for a 
' new architecture for the PC that re- 
volves around three basics. 

For starters, Intel wants a new stan- 
dard called BTX. This standard allows 
the case to improve PC cooling capaci- 
ties by arranging components more in- 
telligently. There were a 'gazillion' ven- 
dors from Taiwan trying to hawk cases 
that subscribe to the new standards. 
The second thing pushed by Intel was 
DDR2-RAM, anew generation memory 
standard that improves system perfor- 
mance, And finally, along with other 
vendors, Intel has advocated for the PCI 


their displays. | 








Express. With PCI Express, data bottle- | 





| not possible before. The software hasn't 


necks in modern PCs will be eliminated. 
Graphics cards will allow visuals to be 
more realistic than ever. Gamers are 
rubbing their hands in anticipation. | 

By the end of 2004, most desktops | 
that are shipped out will adhere to these | 
standards. These hardware innovations 
are far closer than most of us imagine. 

In software, the wildly popular Nero | 
Burning Suite 6.3 showed what the fu- 
ture would look like. This essentially 
started as a CD burning tool, and has 
morphed into a multimedia suite. Users | 
can now burn an entire film with very | 


CeBIT 2004 
(left) revels in 
new products 
like the BTX PC 
case (below), 
which is literally 
cooler than 
other PC cases 













high quality video and multi-channel 
sound onto a single CD. The suite incor- 
porates technologies that allow images 
and sound to be compressed to levels 


exactly excited movie studios, as they 
are racked by piracy concerns. But heck, 
it’s a terrific advance in technology! 





For mobile phones, graphics card 
manufacturer ATI introduced its Ima- 
geon 2302 3-D graphic chip. This trans- 
forms the ubiquitous mobile phone | 
into a powerful gaming console. Top- | 
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end 3-D games can now be enjoyed on 
the mobile phone. Incidentally, 
Canada-based ATI has finally decided 
to formally explore the Indian market 
and has deputed a senior director to 
scout India and set up operations. With 
an explosive mobile market and a gam- 
ing population roughly estimated at 10 
million, this is a market the company 
just cannot ignore. 

In other innovations, Sony attracted 
a lot of attention with QRIO, which is 
the first humanoid robot that can run 
dynamically. It scored above Sony's 
bestseller AIBO — a robot that had 
been marketed as a pet dog. QRIO is a 
fairly complex creature to create be- 
cause it can run. As opposed to walking, 
when you run, both feet are in the air for 
a short time. Until now, humanoid ro- 
bots had failed to resolve the problem. 
QRIO moves around by relocating 
weight and using sophisti- 
cated sensors. Finally, a ro- 
bot that can play soccer! 
Sony will aim the product at 
homes where users need 
yet another toy to entertain 
themselves. 

Among digital cameras, 
analog cameras have been 
considered better than 
compact digital cameras 
for a fairly trivial reason. Af- 
ter shooting an image, a 
user has to wait a few sec- 
onds before clicking again. 
Japanese Kyocera has ostensibly re- 


MARCO ANGELO D'SOUZAMNTELLIGENT COMPUTING CHIP 


| solved this problem by creating a com- 


pact camera called S5R. It allows the 
user to shoot as many as three pictures 
in less than a second until the memory 
is full. 

Though CeBIT 2004 was a wee bit 
smaller than last year, the optimism 
was higher. Call it cautious optimism, if 
you may. Gl 

CHARLES ASSISI 
(The author is the editor of 
Intelligent Computing CHIP) 
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CIPLA IN THE US 


Managing 
partners 


HE Rs 1,573-crore drugmaker 

Cipla has struck its fourth big 

alliance — with US speciality 

drug company Morton Grove 
Pharmaceuticals — for the US generics 
market. Morton's niche is marketing liq- 
uids like tonics and syrups. Cipla's other 
US partners are large generic firms: 
Ivax, Watson and Eon Labs. 

Unlike Ranbaxy Laboratories, which 
has established a marketing and distrib- 
ution network in the US, or Dr. Reddy’s, 
which challenges patents of innovators 
ahead of their expiry to get an edge over 
competitors, Cipla relies on partners for 
regulatory clearances and distribution 
of its finished medicines in the $18-bil- 
lion US off-patent drugs market. In 
many Cases it just supplies the bulk, the 
key ingredient that lends the medicine 
its potency, to its partners. 

This is a less investment-intensive 
strategy. A big part of the costs that com- 
panies incur on tapping the generics 
market is accounted for by regulatory 
filings seeking USFDA approval for their 
ANDAs (applications for marketing ge- 
nerics). Cipla saves on this. It does not 
incur losses in the US — like Ranbaxy 
did for a few years — waiting for its in- 
vestments in production and distribu- 
tion to break even. It also does not incur 
big legal expenses as it does not chal- 
lenge patents by itself. 

But the strategy could also pose its 
own problems. Observers say Cipla will 





have to manage its burgeoning relation- 
ships carefully. Says an analyst with a 
foreign brokerage: “When you have a 
number ofalliances, there could be con- 
flicting demands from partners. What 
happens when you have a good product 
that everyone wants?” That would de- 
pend on how watertight the contracts 
are, and how well-defined each rela- 
tionship is. "One really doesn't know 
enough (about the structure of these al- 
liances) to take a call on that," he says. 

Besides, Cipla would have to share 
the market opportunity with its part- 
ners. It could also become the 
victim of mergers or acquisi- 
tions that are par for the course 
in the pharma industry. If the 
partner is taken over by an- 
other generics drugmaker, the 
new management could dis- 
continue its relationship with 
Cipla unless it has been agreed 
that the partnership will supersede 
management changes. 

Nonetheless, with a combination of 
good strategy, and good luck this could 
prove to be a high-growth, and sustain- 
able business model for regulated mar- 
kets. Here's one instance of why this is 
so. Cipla has an agreement to supply the 
bulk drug of anti-depressant Zyprexa to 
Ivax. Ivax has challenged US drugmaker 
Eli Lilly's patent on Zyprexa and if it wins 
it could get six months of market exclu- 
sivity on those dosage forms of the drug 
for which it is the first to file an ANDA. If 
Ivax wins, says online brokerage Share- 
khan.com, this would be a $60-million 


A 


| (about Rs 270 crore) opportunity for 


Cipla, allowing it to earn profits of about 


| $40 million (Rs 180 crore). That is almost 
| three-fourth's of Ciplas full-year profit of 


Rs 248 crore in 2002-03. B 
GAURI KAMATH 


ANDA filings 


2003 Pending 2004* 








*Through partnerships Expected 
Source: CLSA Asia-Pacific report of Februrary 2004 
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PHARMACEUTICALS 


Govt gets 
ready to 
fund R&D 


VERYBODY agrees that the 

government should help 

pharmaceutical research, 
but it is only now that it seems to 
be getting around to doing 
something about it. According to a 
notification issued by the 
government on 5 March, it will 
revitalise the Drug Promotion 
Development Board (DPDB) that 
was conceptualised in 2000, but 
has been dormant till now. 

The notification says the same 
will be done with the 
Pharmaceutical Research and 
Development Support Fund 
(PRDSF), which was supposed to 
have a corpus of Rs 750 crore for 
funding pharmaceutical research. 
Till now, only Rs 25 crore has 
come to the fund. "All we can get 
at the moment is Rs 2 crore from 
the interest on the corpus which is 
not even enough to conduct a 
single clinical trial," says D.G. 
Shah, secretary general, Indian 
Pharmaceutical Alliance (IPA). 

Over the next five years, the 
Department of Science and 
Technology will help build up the 
corpus to the planned levels and 
the Export-Import Bank of India 
has agreed that the corpus can be 
leveraged up to 10 times. The 
idea is to be able to generate 
around Rs 900 crore to give to the 
Indian Industry a part as grant and 
a part as soft loan. 

A 14-man DPDB with 
members from government and 
industry and an 11-member 
expert committee for PRDSF will 
Screen projects seeking funding. 
Guidelines to giving the loans 
have been put in place although 
but the decision on the kind of 
research projects to be funded 
have yet to be worked out. a 

GINA S. KRISHNAN 


CRM IN ASIAN BANKS 


Barking up 
the wrong tree 


AVE you joined Spam- 

med Anonymous yet? It 

is a group of hapless 

people who get phone 

calls from banks offer- 
ing them credit cards, loans, and what 
have you, mostly when they are dri- 
ving or in the bath. And more than 
98% refuse the offer, estimates Dan 
Bognar, director of customer strategy 
for the Asia Pacific at Siebel Systems. Yet, 
when you yourself call in for informa- 
tion, you will get little attention. 

Says Bognar: “When a customer is 
calling you, there is naturally a lower 
cost to the bank and a higher chance of 
conversion. He is already interested in 
the bank and the product. This is the 
time when the bank must deliver a sales 
pitch and use CRM tools.” Some Siebel 
clients that tapped the inbound traffic 
route saw conversion rates increase by 
78% and customer retention by 18%. 
The number of products used per cus- 
tomer by also rose from 5.3 to 6.2. 

So why aren't banks tapping callers 
instead of calling out? Ask them and 
they'll tell you they have been redesign- 
ing branches, using alternate channels, 
deploying CRM technologies. In short, 
doing whatever it takes. But the way a 
bank sees itself is very different from the 
way its customers see it, says Bognar. A 
survey for Siebel and IBM bear him out. 


















| What they do and what they don't 
к) 100 ibunt customer profile 
80 | Enquire about 
60 the customer's 
! desired product 
ерен 40 | features 
TE 20 | 
Instead of asking 
banks about their sales Attempt 
capabilities, the eight- Lee. 4 d cross-sell 
country study got buy- | material request or up-sell 
ers to mail or call banks 
with queries about its Offer to send marketing material ә» 
credit cards and term Footnote: Survey conducted by Australia-based Lumiere Marketing fil Australia 
deposits. Неге are the | 20000 Maima кола ыер ты буы ано, Ш аа 
эс с ia: value (incl sind 14 ber ks in Indic foreign and 10 domest 
results for India: operi DS M ci heen Bg vos 
mOnly eight banks 


(four foreign and four 
Indian) could be reached on phone (out 
ofthe pool of 14 banks). 
m just one bank (foreign) tried to cross- 
sell or up-sell the bank's products dur- 
ing the conversation. 
m While recommending a product, only 
one of the domestic banks, and none of 
these foreign ones asked the caller what 
features he was interested in. 
m None of the domestic banks, and just 
one of the foreign banks tried to get à 
customer profile that would let it rec- 
ommend a suitable product and also 
add to its database. 
m While all the 14 banks claimed to re- 
spond to email enquiries, 43% did not 
respond to the queries. 
m Not a single bank followed up the 
phone call. (In fact, in the entire re- 
search, just one Australian bank did so.) 
The only thing that banks did do well 
was respond to queries over the tele- 
phone. Indian banks score a 100% here. 
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But when it came to email, despite all 
the talk of Web enablement, they scored 
rather poorly. All 14 banks in India have 
email facilities, yet 50% of the emails to 
domestic Indian banks, and 20% to for 
eign banks did not elicit any response 
Itis time banks started actually using 
their elaborate CRM systems. This im 
plies collecting the caller's profile and 
contact details, aiding him in decision 
making by enquiring about his prefer- 
ences, guiding him through form filling, 
sending marketing literature if neces- 
sary and, finally, following up the call. 
(See ‘What they do and what they don't’ 
Channel integration, too, seems to 
be a mere paper achievement. The sur 
vey involved making email enquiries 
before accessing the call centres. But of 
the 108 banks studied, only one 
in Malaysia) was able to connect the 
email with the telephone call. n 
ANUJA BYOTRA 


based 








Pour yourself a cup of good health 
The usual cup of tea you drink everyday is actually good for you. 
Researchers at the American Health Foundation have observed 
that tea contains vital antioxidants that could lower the risk of serious 
ailments like cancer, cardiovascular diseases, gastric ulcer, blood 
sugar, blood pressure and many others. So to stay healthy, drink 
more cups of tea. There's ample goodness in every refreshing sip. 
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Call it the poor man’s con- 
coction or a nobleman's 
brew, tea continues to be 
the beverage of the na- 
tion against many odds. 
Perhaps no other bever- 
age has been the object 
of such ritual and cer- 
emony across the planet. 
India with 5.11 lakh hect- 
ares under tea with an av- 
erage annual production 
of 850 million kg is the largest producer of tea in the world. 
India is the largest consumer of tea, over three billion cups of 
tea are consumed everyday across all income and social 
strata ,which accounts for 22 % of global tea production. 
The biggest strength of the tea industry has been the diver- 
sity of its origin, ranging from Darjeeling to Doars to Nilgiri to 
Assam, as well as the diversity of manufacturing. So next 
time you savour a cuppa, don't forget to raise a silent toast to 
the indomitable spirit of the planters who has made this plea- 
sure possible over the years. 


Tea Board-The Guiding Force 

But the Indian tea industry has to go over for a complete 
image make over, Anyone who has been closely associated 
with the tea industry in the country is familiar with the name 
of the Tea Board India. It is the guiding body for the entire 
sector starting from the cultivation of the crop to the sale of 
the products that appear in bags, packets and bottles. Even 
the welfare of the entire labour force dependent on the in- 
dustry is also of concern to the board. As pointed out by 
N.K.Das Chairman Tea Board, “Not only does the board helps 
to implement the governments regulations and policies but it 
is also a facilitator for the development of tea industry in 
India". The Board promotes tea research and exports of tea 
worldwide, collects and disseminates statistical data as well 
as labour welfare programmes among a host of other activi- 
ties all aimed at ensuring the health and vibrancy of the world’s 
largest producer of tea. The efforts of tea board is more than 
apparent- improvement in production during the first four 
months of 2003 is evident 30.83 million kgs more was pro- 
duced over the corresponding period in 2002. 


Premium Initiatives 
Compared to the total tea production Darjeeling tea is a minor 
player. But as the only export oriented tea product that India 
has, it is often referred to as the only flagship brand of all 
India teas by virtue of its distinctive aroma, flavour and inter- 
national reputation built over the years. As pointed out by 
Anindita Ray, Deputy Director of Tea Promotions “The objec- 
tive 3 protecting pagging tea is to preveni misuse of the 





TEA - 


In an age of instant drinks and colas, tea continues to hold its place as an 
ever- popular drink, refreshing and invigorating beverage. 


TIME TALES 


board informed of all attempts to register the word Darjeeling 
worldwide and monitors conflicting marks. 

The protection exercise of Darjeeling is dependent on a num- 
ber of factors including the legislative systems followed by 
the different countries. Administering a supply chain in order 
to account for how much Darjeeling tea is sold worldwide is 
a difficult task. But this is precisely the task that the Tea 
Board and the ministry of commerce have initiated says 
Anindita Ray. There has been significant progress. But the 
road to success, however, lies in pursuing the initiatives 
started three years back without losing force. 


Bumps on the Road 

Tea plantation industry provides direct employment to more 
than a million workers in the country being drawn from tribal 
and socially weaker sections of the society. About half the 
labour force consists of women workers. Tea Industry is 
also a significant contributor to the Exchequer. But problems 
continue to dog the industry. Low price realization, increas- 
ing cost of production, declining export, fall in export price 
realization, a general over supply situation, slowing down of 
rate of consumption growth in the domestic market and the 
threat of import from other countries having competitive price 
have an impact on the domestic market price. The industry 
has to collectively reflect on this aspect and find urgent so- 
lutions. Declining exports and increasing production place 
tremendous pressure on prices leading to continued loss in 
profitability and foreign exchange earnings. 


A positive Role 

As pointed out by R.S. Shukla, Deputy Chairman Tea Board 
“The health of the industry has an immediate socio economic 
impact in the remotely located plantation districts of the coun- 
try. It is therefore critical for the industry to immediately adopt 
sustainable and low cost development strategy for improv- 
ing production.” Price Stabilisation Fund scheme has also 
been implemented. “Bengal will soon get the third tea auction 
centre with Tea board approving such a centre in Jalpaiguri. it 
would be an entirely electronic and there will be no manual 
trading of tea", says Mr Shukla. It would take another six 
months to launch the electronic system in all the centers in 
India which will bring more transparency in the trade. Tea 
Board is also working towards quality upgradation of tea for 
health purpose. 


New Thrust Area 

Indian entrepreneurs feel that they have lagged in aggres- 
sive marketing and now are determined to push themselves 
into the market. A series of Indian Tea promotional activities 
have been planned in USA through out the year with Indian 
Speciality Tea Institute as pointed out by Rupali Dutta Director 
Tea Promotions. In the US, while newer brands of higher 
guality tea are finding takers, traditional! mass markets. are 





VUAY UTTARWAR 


Sugar daddy 


FTER getting people hooked 
on to the modern addiction 
— the mobile — Vijay Uttar 
war now wants to get people 
offan ancient one — white sugar. He is a 
serial entrepreneur who has been in- 
volved in firms like Softplus (sold to USA 
Interactive for $360 million) and Roam- 
ware, which develops roaming software 
and is growing at more than 80%. 
For Uttarwar, telecom was a bit ofan 
accident. He was a student of agricul- 
ture till his post-graduation 18 years ago. 


Now, he wants to improve the lot of 


farmers in his village in Ralegaon, near 
Nagpur. “I want farmers there to grow a 
crop that will give them higher sales and 
profit per acre.” He thinks this crop is 
Stevia, a herb that is 10-12 times sweeter 
than sugar in plant form and 100-300 
times sweeter in concentrated form. IT 
fetches 10 times what Ralegaon farmers 
make growing cotton. 

Initially, he plans to import the con- 
centrate and launch the product, bran- 
ded Stugar. Once he has sized up the 
market, he wants to make the case to the 


( І ARE for a game of beach volley- 
ball with the Baywatch babes, or 

a drive in the fast lane with Juan 
ablo Montoya? Or would you rather be 
bowling bouncers at Ricky Ponting? In 
the crazy world of the New Economy, 
with a hand from wireless content pro- 
vider MAUJ, you could live it up in the 
virtual world. And by helping you do so, 
the Mumbai firm is generating some 
healthy cash flows for itself. 

MAUJ has the global rights to the 
Ricky Ponting brand for wireless con- 
tent. So, like the Ricky Ponting Cricket 
2004 game it has launched this week, it 
could also create Ponting wallpapers 

for mobile phones and other applica- 
tions, brand them ‘Ricky Ponting’, 
and sell them to mobile phone 
service providers anywhere. 

It could develop similar con- 
tent using other high-profile 
brands like television series 
Baywatch and Formula One 












SANJIT KUNDU 





farmers. Today, the sweetener market is 
pegged at Rs 30 crore and growing fast. 
“Almost 20% of Indians are diabetic, so 
the market opportunity is huge. Stevia is 


natural and has zero calories,” he says. 
As Ogden Nash might have said: “Candy 
is dandy, butSteviaishealth-eah" — 8 

SHISHIR PRASAD 


CAREER LAUNCHER 
Going to 
school 


HE Delhi-based Career 

Launcher (CL), known pri- 

marily for its preparatory 
courses for competitive examina- 
tions like the Common Admission 
Test (CAT) for management insti- 
tutes, is planning to enter main- 
stream education by buying a 
number of schools. 

According to chairman Satya 
Narayanan, the company has al- 
ready put together a team to im- 
plement the plan and is looking for 
opportunities in towns like Jam- 
shedpur and Bhilai that have 
grown around steel and power in- 
dustries. In fact, CL is bidding for 
13 of the 21 schools run by the 
Tata group in Jamshedpur. 

CL plans to fund the initial ac- 
quisitions from internal resources. 
Also, private equity funds have 
agreed in principle to form strate- 
gic partnerships for the purpose. fiii 

AARTI KOTHARI 


WIRELESS CONTENT 


MAUJ: Big brand j jazz 


















racing driver Juan 
ablo Montoya. But 
MAUJ can sell wire- 
less applications using 
these two brands only 
in India, the Middle 
East and Africa. 

Ponting didn't come 
cheap, though MAUJ did- 
n' say how much it paid 
for the brand. But it is rais- 
ing its fourth round of fund- 
ing of $10 million mainly to 
license in brands. It expects 
to break-even on Ponting in 
six months. 

MAUJ will develop the Bay- 
watch and Montoya games and 
wallpapers exclusively for 
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Hutchison, 
brands are closely associated 
with its user profile. 
In the past too, MAUJ 
has built products exclu- 
sively for a company. Its 
Bollywood content, for ex- 
ample, is only for Airtel. 


At Rs 50-99 per down- 


providers. 


which feels both 


But exclusivity comes for 
a higher revenue share. 


load, Java games are 
yet to be a big source 
of revenue for wire- 
less providers, but 
are a key differentia- 

tor for the service 
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HP Laserjet All-in-One Series. 
Introducing the versatile companion for all your business needs. 


Enjoy print, fax, copy and scan facilities that’s cost-effective and convenient 


HP the leader in imaging and printing solutions introduces yet another technological marvel for your 


Keeping your needs in mind, the versatile range of Laserjet All-in-Ones has been designed to provide a 


comprehensive combination of technology and performance, giving you professional printing, faxing 


scanning and flatbed copying in a compact design that minimises office space consumption. So go ahead and 


let the power of multi-tasking in the HP Laserjet All-in-Ones do wonders to your business 
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depth 


VINOD Khosla is a venture 
capitalist’s venture capitalist. 
He's from the same mould as 
people like Arthur Rock 
(Fairchild and Intel), John Do- 
err (Sun Microsystems) and 
Don Valentine (Apple and 
Cisco). These venture investors 
understood the technology and 
the business; they were instru- 
mental in building companies 
that changed the way people 
worked and created over $150 
billion of wealth. Statistics 
show that Khosla's companies 
created six jobs for every day he 
spent in the US. He was respon- 
sible for creation of companies 
like Juniper, Cerent, and Siara. 
And like a true VC, Khosla has 
been instrumental in founding 
and running large companies: 
Daisy Systems and Sun. All 
these companies were instru- 
mental in making the Internet 
faster, better and cheaper. At 
Sun, he was in the formidable 
founding team of Scott Mc- 
Nealy, Andreas Bechtolshiem, 
and Bill Joy. 

And the man is prescient. He was ona 
sabbatical from his firm, Kleiner Perkins, 
in 1992 when he noticed that sending an 
email from IIT Delhi was difficult. He set 
about trying to find a way to speed up the 
Internet, as it were. Every six weeks he 
would go back to the Kleiner Perkins of- 
fice in the US for a few days, and during 
those 20-hour flights he mastered optical 
networks. Twelve years later, optical net- 
works are now a standard. 

Now, he is taking time off again. And 
this time he is trying to make capitalism 
better, faster and cheaper. His goal is to 
develop a business model that will en- 
sure that poor and dispossessed people 
can access the global capitalist system. It 
makes sense. One of the biggest chal- 
lenges before all countries is to get more 


disenfranchised people to join the capi- | 


talist system. Without more participa- 
tion, capitalism will just remain a system 
the rich impose on the poor. Us and 
them. It is not a trivial problem, and it is 
truly worthy of Khosla. Businessworld 5 
Shishir Prasad spoke to Vinod Khosla to 
find out how he views modern capital- 
ism and what he still finds exciting in 
technology. Excerpts... 





Khosla's 


big hits... 


HOSLA'S biggest success 
came during 1995-2000. 
He knew the Internet revolution 
would need faster connectivity. 
Almost all his bets during this time were 
in optical networking. 









































© Cerent was Khosla's biggest success. His 
$8 million investment appreciated 300 times 
when Cisco bought Cerent for $8 billion 


€ Another success was Excite, bought by 
AtHome for $6.7 billion, and Siara Systems, 
bought by Redback Networks for $4.3 billion 


€ Juniper Networks, which emerged as a fierce 
competitor to Cisco in the high-speed router 
market, is also a Khosla investment 


© No big hits lately due to tech sector decline. 
The current investment list includes 
interesting companies like Korvis, Infinera, 
OnFiber and Zaplet 


Bi The last time you took a sabbatical 
you virtually conceptualised optical 
networking and the way the backbone 
of the Internet worked. You have again | Bi Why do you find microfinance so 


taken a sabbatical of sorts, what can 
we expect? 

You know, there is no one thing. I have 
always had a lot of interests and where 
my mind goes, it goes. I don't pre-direct 
it. You know, there are some things re- 
lated to development in a place like In- 
dia that are of interest to me, hence my 
interest in microfinance. On my website 
you will see a paper on what I call the ‘bi- 
cycle commute economy’ for rural In- 
dia. And that is very much like the Pro- 
viding Urban amenities in Rural Areas 
(PURA) idea that President Kalam has. 
So I have interests that are both devel- 
opment-related and technical. 


Bi What about the technical side? Do 
you see any key shifts there? 

I would say, in general, that informa- 
tion and computer technol- 
ogy is given a lot of at- 
tention. Тһе 
same kind of 
renovation 
is possible 


BUSI 


in other areas of tech- 
nology. And so I look 

at what the big social 
problems are. I think 
communication is 
one of them, though I 
think communication, 
as a problem, is fast dis- 
appearing. We have an energy 
problem, for example. We 
have a resources problem. A 
wide range of areas, from en- 
ergy to housing to environ- 
ment, all have technical solu- 
tions. I think technology can 
work productively in all those 
areas. Energy, material sci- 
ence — those are things that I 
think are interesting. I do 
things out of technical curios- 
ity. I don't do things because 
they are good business or be- 
cause there is a big market for 
those things. Of course, there 
is a big market, and that is in- 
teresting. Big markets are al- 
ways interesting. But it has to 
be interesting to me techni- 
cally, and in terms of social 

impact. Technology is most useful when 


| ithasasocial impact. 


interesting? 
Microfinance is simply applying the 


























principles of free markets and 
capitalism to the poorest 
people. That is what is inter- 
esting. It is more about the 
economic system of capital- 
ism and how to enable it for 
people who have been out- 
side of it. I have always been 










..and some 


T was John Doerr, a 
hallowed name in the VC 
business, who brought Khosla 







misses 


VINOD KHOSLA 


India. That's why it is 
important. It is not 
only important for 
the macro numbers 
of economic growth 
to be great, but we also 
must distribute wealth 
creation. I believe the 





intrigued about how to help into Kleiner Perkins after the latter other social problems we 
people who are not affected had been edged out of Sun in 1984. are going to have are 
by technology. India has done None of Khosla's early investments succeeded ‘mega-cities’. 

great in IT, but it makes no — three of them were among the biggest 

difference to people in the vil- failures in those times. Ш What is the problem 

lages. It is not material to with them? 













them. The question is: in that 
spectrum, what can you do to 
be impactful and help? You 
know, the technology stuff 
can really help the country 
overall. It can really help the 
engineering graduates or 
graduates in architecture, but 
most people do not have 
graduate degrees or spe- 
cialised professional degrees. 
People in rural India do not 
have any of that. 


Bl But doesn't technological 

change create economic possibilities? 
When you look at the poor, how can 
you create that economic possibility? 

I think if you visit Bangladesh you will 
see how much wealth can be created for 
those people. Look, India needs to 
achieve a 10% GDP growth, and that is 
difficult unless the rural economy starts 
growing at 10% a year. Even if the indus- 
trial economy grows at 10%, rural econ- 





omy is such a large percentage of our 
economy it will drag everything down 
unless it grows too. And so we will see a 
much bigger economic divide between 


€ Go Computing, a company making a Palm- 
type operating system for handheld devices. 
Unfortunately, the market for handhelds did 
not take off till the early 1990s 


€ DynaBook, a laptop manufacturer. This 
company too was at least 10 years ahead of 
its time. Though it inspired the Apple 
Macintosh, it did not succeed by itself 


€ 3DO, a games software company. The 
company was founded by Trip Hawkins, a 
gaming industry legend and co-founder of 

Electronic Arts. It still flopped 


the rural and the urban unless we do | 


something about accelerating the eco- 
nomic growth of rural India. I believe 
microfinance is a very, very powerful 
tool. In fact, it is the only tool with a po- 
tential to revolutionise growth in rural 






There are economic forecasts 
that see cities like Delhi be- 
coming full of 30 million resi- 
dents. Mega-cities will result 
in mega-slums. Cities that are 
large lead to a break-down of 
social structure. Families get 
broken up because people 
move to cities to find work. 
Crime increases because 
people migrate to the cities. 
And those on the margins in 
the cities can succumb to 
drinking or HIV. 

The idea of mega-cities is a 
bad idea. And unless we do something 
to change it, we are going to have a 
mega-problem. The only thing to do is 
to make the future interesting for the 
rural poor. That will slow down the mi- 
gration to the urban mega-centres. And 
that is a really, really important concept. 
The very structure of economic devel- 
opment in the nation needs to change. 
China has the same problem, Mexico 
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outfits resemble 


Valle 


companies" 
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A RISCy venture 


INOD Khosla's paper on the 'bicycle commute economy' is actually 

nothing short of a Marshall Plan for the reconstruction of rural India. 

The plan is called Rural Infrastructure Services for Commons (RISC). 
Power, telecommunications, transportation and finance are the things that go 
into making the infrastructure layer of the plan. 

Isn't that what the govemment has been trying to do all this while? Yes, but 
Khosla's approach is slightly different, if not completely original. He believes a 
sum of $1 million is enough to provide such services to a group of 100,000 
people in the rural areas. To cover the approximately 500 million people living in 
the rural areas, Khosla believes a total investment of about $5 billion is 
needed. The crucial part of the programme is that each of these 5,000 villages 
(of approximately 1 lakh population each) receives the investment directly. And 
the village doesn't get it as a grant — entrepreneurs in the village who want to 
run such services get this based on a business plan of sorts. This is a 
distributed (federated, if you will) model, not a centralised model as is 


conventionally practiced. 


Khosla believes that if this investment increases the output per 100,000 
people by just 10%, it will be enough to pay for all these services. The key to in- 
creasing these services are the motivated rural entrepreneurs. It is these peo- 


ple who, once they have access to 
funds, will start businesses that will 


For more information on the plan 
visit: www.kpcb.com/files/bios/RISC 
Aug.2003.doc and read the 
frequently asked questions section 
given at the end of the document. IW 


has the same problem, Brazil has the 
same problem. 


В Improving the rural economy is a 
noble idea, but how do you do it with 
the feudal structure that is there, and 

in absence of any governmental re- 
forms? Is there a business model that 
you have seen? 

Clearly, microfinance does not require | 
any of those changes. I am not saying 
some of those mindset changes aren't 
good. I think the government is trying to 
do the right thing. Political process 
moves slowly and social changes hap- 
pen slowly. You have to acknowledge 
that. But this [microfinance] is a tool 
that doesn't interrupt or interfere with 
any of that, and it can work without that 
change. In fact, it accelerates that 
change but is not totally dependent on 
it. Itis an independent axis of economic 
development. The government can 
keep doing things to help people from 
within the political structure, and there 


Now if there is CashPor in eastern Uttar 
Pradesh, Share in Andhra Pradesh, An- 
dana in Andhra Pradesh and Karnataka, 
Grameen Kuta in Karnataka, ASA 
in Tamil Nadu, then we are on the cusp 
of something very, very exciting. And 
most of these organisations are very ex- 
citing. They are driven by people who 
are very, very entrepreneurial. They are 
CEOs who really want to make this work 
and make money. Exactly the Silicon 
Valley model. You know, all these organ- 
isations resemble Silicon Valley 
companies, though they are not tech- 
nology companies. 


9 That's interesting. In what way are 
these organisations like Silicon Valley 
companies? 

In their entrepreneurial approach. The 
CEOs of these organisations are the Sili- 
con Valley entrepreneurs of rural India... 





Khosla wants these people to make profit — by becoming rural entrepeneurs 


will be some good things about it. In the 
end, what is important is that this tool 
goes directly to those who are below the 
poverty line. It enables them, and it 
helps them sell. And there are thou- 
sands, if not millions, of stories in 
Bangladesh alone. 


® Did you find anything interesting 

in India? 

Well, if you look at the rural side, organ- 
ised entities like Share Microfin, An- 
dana, SKS and CashPor are proving you 
can do this amongst the most backward 
areas of eastern Uttar Pradesh — places 
where people said nothing can be done. 
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E One would normally associate 
Bangalore with that tag... 

Well, there is Silicon Valley in Bangalore 
too, but that is more on the technical 
side. All Lam sayingis that there is a sim- 
ilar phenomenon happening. On the 
rural side, there are equally good entre- 
preneurs. And if we can build the infra- 
structure to support them, it will be the 
way rural India becomes a more attrac- 
tive place. 


® Silicon Valley has its venture funds 
— are there similar entities that can 
help these entrepreneurs in rural 
India? 


NAMAS ВНОЈАМІ 


I think there will be. I think ICICI is being 
very active. They have a gentleman 
called Nachiket Mor who is very active 
in this. You know, like a financier for this. 
I think some of the state governments 
are doing a good job. There are a num- 
ber of organisations in the US, like Uni- 
cus and Grameen USA, who are helping 
the organisations in rural India, . Profes- 
sor Muhammad Yunus is doing a lot to 
help other countries — not just India 
but all over the world. They have what 
are called Grameen replicators. They 
replicate the Grameen model. I find it 
pretty exciting. 


® Apart from microfinance, where 
else do you see interesting work 
happening? 

All the material science stuff, some- 
times called nanotechnology. I think 
that is absolutely exciting, and it will 
change the world over the next 25 years. 
Апа think we will have a dotcom [bub- 
ble] of that. Too much hype, too much 
bubble, over-expectation. But over the 
long term it will change the world. | 
think there will be a revolution in en- 
ergy. In biology, we will see a revolution 
too, and that is why I think India should 
invest in biotechnology, especially in ar- 
eas like stem cells. I think there is a lot of 
exciting stuff going on. I think people 
have realised that [the sort of] innova- 
tionthat happened in information tech- 
nology can also happen in other areas. 


E Do we understand the end-effects 
of biological tinkering as we 
understand the cause-effect 
relationships in IT? 

Yes. It is just starting to happen. That's 
why] think itis so exciting. Over the next 
25 years, that will absolutely happen. 
Systems biology is a whole new way to 


VINOD KHOSLA 


What is microfinance? 


ICROFINANCE is a hard term to define. If a self-help group gives 

money to someone to buy a cycle-rickshaw, it is considered microfi- 

nance. Yet if a commercial bank does the same thing, it is not consid- 
ered microfinance. In India, the term is generally understood to mean small 
loans given to the poor by NGOs to help start small businesses. The world over, 


microfinance is synonymous with the Grameen Bank in Bangladesh. In Ban- 
galdesh, microfinance arose in direct response to the failure of the nation- 
alised commercial banks to cater to the needs of the poor and marginalised. 
Professor Muhammad Yunus started research on effective delivery of credit to 
rural poor, which later grew into a mammoth microcredit programme under the 
name Grameen Bank. In 1983, after tasting success, the project was con- 


verted into an independent bank by government legislation. 


| understand how humans work. And 
| that is the basis for personalised medi- 


cine. For example, if there are five mil- 
lion people with HIV, a different drug 
might work for each person based on 
their genetic make-up. So you adminis- 





ter a drug based on that person's genet- | 


ics, not the same drug for all five million 
people. These are different people, their 
bodies are different, and if you tailor the 
drug to each person's biology, that is 
personalised medicine. I think this will 
beahuge area of revolution. 


E Talking of revolutions, a big wave 
entrepreneurship just went by. Some 
of it was good. Some not so good. What 
have learnt from there? 

You know, the digital revolution isn't 
done. It will continue for the next 10-12 
years. Its biggest impact is yet to come. 
What we do know is that people get 
overly excited, and because of that 
things get hyped. And then, when things 
get hyped you get a bubble and it 
crashes. That happens in every new 
technology. It happened in 1850 with 
the railroads in England. There was 
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huge excitement about the railroad 
technology between 1835 and 1850, and 
then there was a huge crash on the Lon- 
don stock markets in 1850. And the 20 
years after the crash was when most of 
the railroads got built. And that's just the 
way it is. 

We will see a nanotechnology bub- 
ble. And after the bubble, people will go 
back to a rational way of thinking and a 
rational way of doing things. Doing 
things not because stock markets like 
them, but because they have economic 
value. That always happens after the 
hypeis done. 


Bi But then, why is there so much 
despondency in the IT world? People 
like Larry Ellison have said how 
technology is commoditised... 

See, despondency reflects short-term 
thinking. People who have no vision say 
this. It is the people who think short 
term. It is the people who think some- 
thing going up and down in the stock 
marketsis the definition of success. Suc- 
cess is defined by the impact something 
hason the lives of people. (ж 
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IVE years ago, no one would have asked that ques- 

tion. The largest Indian company at that time had a 

turnover of less than a quarter million dollars. The 

top three Indian IT services companies — Tata Con- 

sultancy Services (TCS), Wipro and Infosys Tech- 

nologies — had a combined turnover of just $600 
million and employed about 20,000 people. Today the story is 
of course quite different. By the end of this financial year India 
will have not one but three companies with a turnover of $1 
billion. TCS, Wipro and Infosys together employ more than 
70,000 today and have combined profits of close to $1 billion. 
They are adding 20,000 people every year. There are another 6- 
7 companies which have more than 5,000 employees. 

But then again, we are not asking this question because a 
few companies have grown 5-10 times in the last five years. For 
even after this, the size of Indian companies still remains small 
when compared with global majors. The combined market 
share of the Indian IT industry in the total global IT budget is 
just 5%. According to Nasscom, so far only 1,000 companies in 
the world have offshored work to India. Of this, only 40 com- 
panies offshore more than $25 million per year to India. For 
many, offshoring does not constitute even 1% of their IT bud- 
gets. So, how realistic is it to say that Wipro, Infosys and TCS 
compete with IBM Global Services, which has a turnover of 
over $40 billion and more than 1,000 clients? 

The question whether an Indian company can be among 
the top 10 IT companies in the world is being raised because 
offshoring is indisputably the fastest-growing phenomenon 
in the global IT services landscape. According to a 2003 report 
by advisory firm Meta Group, “By 2006 offshore growth will 
continue to exceed outsourcing, generally.” Over the next four 
years, according to IT research firm IDC, the offshore compo- 
nent of the US IT services market will rise to 23% — from 5% 
today. Although hundreds of offshore vendors exist globally, 
only a handful have reached critical 
mass. A majority of these are Indian 
firms. What is more interesting is that 
therise of offshoring is coming at a time 
when there has been no spending on 
new technology. In fact, growth in other 
markets such as consulting and systems 
integration actually declined last year. 
All that puts Indian firms in a really 
strong position now. 

Noone thought that an industry that 
was shipping bodies to the US and the 
UK even as late as 1999 to fix minor bugs 
(Y2K et al) in old applications would 
grow to such threatening proportions in 
the global IT landscape. Not even the In- 
dians. In 2000, when the market capitali- 
sation of EDS was hovering around a bil- 
lion dollars for a few days, a couple of 
Indian IT firms, which had a higher mar- 
ket cap, could have bought it. But no one 
did. Most of the investments made by 
Indians so far have been in their domes- 
tic base — in adding new facilitiesand — .. 
opening new centres. The proportion of 
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In future, both Indian firms and MNCs will fight to bring a larger percentage 

client's work offshore (by increasing the portfolio of 

companies will also have to invest in getting close to the customers (customer intimacy) 
Broad 


money invested on-site (including salaries) is a fraction of the 
investment offshore. In fact, their only big move abroad was to 
list their shares on US stock exchanges, that too five years ago. 
So much so that despite reaching a billion dollars in size, the 
majority of the sales personnel in their teams are expat Indi- 
ans. For many Indian firms, the management teams are still 
based in India. This is a huge impediment in moving from 
chief investment officer (CIO)-oriented relationships to chief 
executive officer (CEO)-based ones. "Unless the CEO of a 
Fortune 500 company regularly sees you in his business dis- 
trict, unless you can show that you are in no hurry to close an 
appointment with him, there is little chance of that relation- 
ship ever forming," says VS. Krishnan, former head (Europe), 
HCL Technologies. 

But some of that is beginning to change now. Indian firms 
have started investing — albeit slowly — outside their home 
base. Since the last year or so Indian firms have started chang- 
ing the complexion of their client-facing roles by bringing in 
more locals. There have also been a few acquisitions in the last 
24 months. Cognizant has made five acquisitions, Wipro has 
made four and even Infosys has acquired a company in Aus- 
tralia. But barring Wipro's acquisition of Spectramind (which 
was done in India), all the other acquisitions have been small, 
adding a few hundred employees in each of these firms. 

They will have to ramp up that process because the com- 
petition has started investing in their home base. Every large 
MNC today is building up an offshore presence. Says Dean 
Davison, analyst, Meta Group: “Well, it's not like by setting up 
an offshore facility, IBM or Accenture are now competing with 
Wipro or Infosys for deals. But by having an offshore capabil- 
ity, they are making sure that they don't lose any business to 
Indian vendors.” 

Itis true that most MNCs still do not have very large work- 
forces in India (only 10% of their employees work in offshore 


IT’s about spanning 





the globe! 








BUSINESSWORLD 29 12 APRIL 2004 


Photograph: DILEEP PRAKASH & Graphics: ARPIT SHARMA 








tory _ Dd Ce ee Se ЗЛ © 


centres), but if they really chose to, they could ramp up that | ing system. Can Indian companies take on that risk? After all, 
number pretty fast. IDC estimates that in the coming 36 | their huge success in the stockmarkets has made them notori- 
months, just four firms — EDS, CSC, Accenture and ІВМ — | ously risk-averse. 

will add 50,000 employees in India. Sapient, which started its It would be naive to think that a customer is going to part 
offshore centre three years ago, now has half its workforce | with a critical application like a claims processing system 
there. Accenture already has 5,000 people in India, and wordis | overnight but they want to see that when the time comes, In- 
that its Bangalore centre is now undergoing assessmentfora | dian companies are ready to take on that responsibility. "We 
CMM Level 5 certificate. MNCs are also putting pressureon | will definitely expand our offshore engagements, provided 
Indian companies by luring away their senior managers. In | our vendor has the right people to do the job. Otherwise, we 
the current financial year almost every Indian company has | will go to someone else," says Simon Bentley, vice-president 
given salary increments of 10-15%, after keeping salaries stag- | (product development), DHL Worldwide. DHL is among the 
nant for three years. Says Gautam Sinha, CEO, TVA Infotech, a | top five customers of Infosys. This isn't just an opportunity loss 
large placement firm in Bangalore: "There is a demand for, at | but a real business loss, given that customers can now also 
least, 700-1,000 project managers from the MNCs this year." | choose to goto an MNC vendor with offshore presence. 


And without a doubt some of that demand will be filled by The threat is not only in losing existing business, but also 
poaching people from the large Indian firms. in attracting new kinds of customers. In the early stages of off- 

But a greater worry for Indian companies is that with so | shoringit was mostly the early adopters — the GEs and AT&Ts 
much of their work now headed offshore, the existing cus- | — who came to India. These companies were aggressive dri- 


tomers are forcing Indian companies to start taking morere- | vers ofthe offshoring model. Gartner calls them the Type A 
sponsibility — by doing more end-to-end projects. "Foralong | customers. But in the last six months, Type B customers — 
time the customers were telling us what we should do," says | large Fortune 100 clients like Pittney Bowes, Aviva and Pru- 
S. Gopalakrishnan, chief operating officer, Infosys. "But now | dential, which have big IT budgets and which have never off- 
they want us to tell them what they should be doing." Clearly | shored work before — have started running pilots with off- 
customers want offshore vendors to shift from beingsuppliers | shore vendors. 
to becoming partners. | “Not only are their numbers larger, the Туре В companies 
So while in the past customers would ask questions like | prefer to work with only one vendor since they do not have the 
‘can you hire enough Java engineers?’ or‘whatis your attrition | process maturity to split work between 2-3 large vendors,” 
rate?’, today they are asking vendors ‘do you understand retail- | says Partha lyengar, vice-president (research), Gartner. In fact, 
ing of consumer electronics?’ It’s a role Indian companies | Type A customers, in search of even better prices, are now 
have never played before. Suppliers are usually concerned | moving their work to Tier-2 and Tier-3 Indian firms. For exam- 
with running their own businesses and are, to some extent, in- | ple, GE now works with several Tier 2 Indian firms. 
sulated from customers risk. But partners also take on some Indian companies are now investing in increasing their 
of their customers’ risks. For instance, taking ownership ofa | footprint from doing just application development work to 
project for creating a customer's website is completely differ- | other service lines like package implementation, BPO, data 
ent from taking over an insurance company' claims process- | centre outsourcing and so on. Within each of these service 
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lines, companies have won moderately large orders. 

But expanding the width of service lines is just one part of 
the puzzle. The greater task is to gain depth and expertise in 
each domain. Even though every large Indian company now 
has avertically-aligned structure, they lack real domain depth. 
“A project manager who has done five projects in retail is not a 
domain expert. A domain expert is someone who has actually 
experienced industries first hand. These people write white 
papers, they are eminent speakers in industry forums and 
their name commands respect in their fields. There is hardly 
anyone of this calibre in any of the Indian companies," says 
Gartner's Iyengar. It's not difficult to understand why. Hiring 
these experts costs big bucks; some of them are paid salaries of 
up to half-a-million dollars each year. “You have to pay them 
at par with what they may earn at JP Morgan, McKinsey, Bain 
or GE or Bechtel. Converting those dollar salaries into rupees 
and then fretting about it does not help. Indian companies 


have to really work to 

get rid of this mind- z 

set,” says Krishnan. “For a long time the customers 
“Affordability were telling us what we should 

apart, Indian firms us we 

just do not have ће | do. But now they want us to tell 

brand pull to attract Р 

thie Kind of talent” | them what they should be doing" 

saysaseniorIT pro- | S. Gopalakrishnan, COO, Infosys 

fessional. Even when í 

senior managers 


have been hired, it 

has been because of their personal rela- 
tionships. “Premji could hire Vivek Paul 
only because he knew him personally and 
Paul, in turn, has been able to lure a few 
people from GE. But, at the end of the day, 
it is just a handful of people. How far can 
personal relationships be scaled?” ques- 
tions a senior Wipro manager. And it is not 
just Wipro — every Indian company faces 
the problem of finding the right talent. 

But these experts are necessary if Indian companies have 
to win their customer's confidence. “No customer is going to 
send his core applications offshore unless he really trusts the 
vendor,” says Meta Groups Davison. So far Indian companies 
have shown that they have the advantage when it comes to an 
offshore delivery model. Even here customers are pushing In- 
dian firms to identify other low-cost operations such as China 
and the Philippines. Even though most of the work is still be- 
ing done from India, analysts and customers feel the 
processes that Indian vendors have built can easily be repli- 
cated for projects done out of Italy or the Philippines. In fact, a 
lot of customers have even asked Indian companies to help 
improve their internal IT department processes. 

But while they may have become champions іп the client's 
internal IT departments, they have not yet penetrated the 
boardrooms. “Most Indian companies have so far sold not 
even to the CIOs, but to managers reporting to CIOs. They do 
not have relationships with EVPs and CFOs,” says lyengar. 
This is a big handicap, especially when it comes to new cus- 
tomers. Companies are beginning to address that. Recently 
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Infosys sponsored a CEO roundtable session at the World 
Economic Forum in Davos, which was moderated by Tim 
Sebastian (of BBC's Hard Talk fame). It went in for a second 
ADR listing in the US last year to increase its visibility in the 
American markets. Every large company has increased the 
number of sales and marketing professionals in the last two 
years. Wipro and Cognizant have hired several biggies in the 
last 12 months. 

But the days of generic selling may be over. So far, to most 
clients, all Indian companies look the same. That is a danger as 
it reduces their position to that of a commodity-seller. Global 
firms have well-defined positions, so IBM is a very smart sys- 
tems integrator while Accenture stands out for its IT consult- 
ingand strategy. These firms also have vertical specialisations. 
So EDS has strong government accounts, IBM has a very ro- 
bust Media and Publishing practice and Accenture has good 
penetration in high-tech accounts like HP and Microsoft. If 
Indian companies really want to com- 
pete with these firms, they will have to 
pick and choose areas in which they 
will be known as specialists. 

So far no Indian company has any 
vertical specialisation, though a few 
have started building critical mass in 
service lines. For example, Satyam 
Computer Services has created a niche 
in package implementation (with 
1,500 consultants, 
it has the largest 
package imple- 
mentation prac- 
tice in the Asia-Pa- 
cific region) while 
Wipro is ahead of 
the pack in data 
centre outsourcing 
(it has a 100 cus- 
tomers in this 
space, more than 
any other Indian firm), R&D services and BPO. 

“To win in the new global landscape, Indian firms will have 
to transform themselves. History suggests that only 1-2 will 
become major global players,” said Jayant Sinha, a senior 
partnerat McKinsey, during a presentation at a Nasscom sem- 
inar two months ago. According to him, there are five winning 
models for IT services firms: mega infrastructure utilities ser- 
vices (HP, IBM and EDS); custom BPO providers (Accenture 
and CSC); platform-based BPO providers (Convergys, Exult 
and Hewitt); smart systems integration (like Sapient); and ap- 
plication, development and maintenance (ADM) factory. In- 
dian firms are currently strong in the ADM space, and will 
have to choose one of these models (See ‘Possible Roadmaps 
For Indian IT Services Companies). 

Atthis moment, it is not clear where Indian firms are head- 
ing since all of them seem to havea finger in every pie. Another 
challenge in the transformation process, says McKinsey's 
Sinha, is to strike a balance between revenue-generating and 





capability-building initiatives. Will the Indian firms manage to 
ж 


strike this balance? Keep watching this space. 
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HY would an Indian company want to emulate 
Accenture? Last year, Accenture grew revenues 
by 296 and had a 13?6 operating margin. The In- 
dian IT industry grew 1896 in the same period 
with most Indian firms posting margins of 2096. 
"Why should we imitate their model, when ours 

is more profitable?" says Nandan Nilekani, CEO, Infosys. 
No, Indian companies do not want to change into consult- 
ing outfits. For the last three years outsourcing has grown 
faster than consulting. Also, outsourcing work is attractive be- 


cause it is annuity-based and retentive. Indian firms need | 
want to know what ROI it is generating," says Rohit Kumar, 


large-scale contracts to derive efficiency from their huge re- 
source bases, technology and processes. But Accenture has a 
few qualities that Indian firms want desperately — domain ex- 
pertise and customer relationships — so that they are able to 
sell more of development, maintenance and support work. 
Which is why IBM paid $3.2 billion for PricewaterhouseCoop- 
ers and EDS acquired A.T. Kearney. "Our targets from pure 
consulting work will be only 1096 of our revenue. But we want 
each dollar in consulting to yield $7-10 in downstream rev- 
enue," says V.Balakrishnan, vice-president (finance), Wipro 
Technologies. So Infosys hired overa 100 consultants from Ac- 
centure and KPMG a few years ago and Wipro acquired the 
energy and utility business from AMS and Nervewire. 

But what is so attractive about these relationships? "Tech- 
nology-based selling is limited in scope, it only results in 
short-term projects. But relationships yield continuous 
streams of revenue" says Chandra Sekaran, managing direc- 
tor, Cognizant Technology Solutions. The Y2K projects are 


Mama, 
will I 


O 





pew up 
be an 
Accenture? 


BUSINESSWORLD 32 12 APRIL 2004 


| which applications 


good examples of this, Also, selling purely on technical skills 
means the vendors are paid on time and material, and clients 
keep driving down the prices. The supplier can become more 
efficient by squeezing his costs, but there is a limit to that as 
the resources are humans and not machines. Even then, In- 
dian firms have margins of 18-20%. 

Today, however, clients expect a lot more from offshore 
vendors. Their view of IT has changed in a big way in the last 
three years. “In the past, the CIO looked like a hero if he could 
save a few pennies by sending work to India, but not anymore. 
IT is being viewed as another strategic resource and CEOs 


COO (global energy and utilities practice), Wipro. 

Take the example of DHL Worldwide Express, an old In- 
fosys customer and one of its top five clients. Last year DHL 
acquired two firms. One of the challenges that Simon Bentley, 
vice-president (product development), DHL Worldwide Ex- 
press, now faces is to integrate the information systems oper- 
ations of these two firms with DHL. Bentley expects Infosys’ 
engineers to work with 
him in identifying 


to keep, which to re- 
tire, howto integrate 
the processes and 
so on. Bentley has 
been asking In- 
fosys managers to 
attend business 
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Can Indian companies change their role from 
being mere suppliers to becoming business 
partners for clients? By Mitu Jayashankar 


meetings at DHL. 

“Unless they 
understand 

busi- 


v which ap- 
plications 

are ab- 

solutely criti- 

cal for us," he 

says. Although 

aware that Infosys has 

not done such work before, 

Bentley says it does not make sense for him to go to another 

vendor as Infosys know his systems inside out. At the same 

time, he says: "I don't expect to see coders sitting in my busi- 

ness meetings. Infosys needs to put managers who under- 
stand my business problems on my account." 

While existing clients are expecting a lot more from ven- 
dors, new clients are also coming in with high expectations. 
Since the new customers (See 'Getting Ready For The Global 
League; page 28) do not have very strong in-house processes, 
they need a lot more handholding. “70% of IT departments in 
the US are at CMM Level 1, even the best-in-breed American 
firms are at Level 3," says Dean Davison, analyst Meta Group. 
Infosys’ COO S. Gopalakrishnan says: "New customers expect 
alotmore given that we are nowa $1-billion firm. Even the dis- 
cussions in the early stages is to tell us how we can optimise 
our IT budgets and which applications we should bring off- 
shore." That requires consulting capabilities. 


So What Does It Take To Become A Partner? 


The answer, in one word: trust. But to be able to earn that, the 
vendor must understand the client's business and also under- 
stand how technology will help solve it. Then they should be 
able to put together pieces of the solu- 
tion — ranging from consulting to im- 
plementation to running the process 
offshore. And finally, they should strike a 
level of relationship where they can ac- 
tually go out and tell the customer how it 


LE 


i MNCs* 
should run its IT department. ` ey? 

So far Indian companies have just IBM) 
about managed to build capabilities in “Accenture — — 
various service lines. In the last three eps — — — 
years several new service lines like pack- agg = ЖЕЕ —— 


age implementation, data centre out- 
sourcing, BPO, business intelligence 





* Present in India and the consulting business 


and portfolio analysis have been added. New service lines 
contribute at least a third of the turnover for Tier 1 vendors. 
But diversifying into new service lines has been relatively eas- 
ier, since many of the new opportunities need technical skills 
and can be serviced within the existing offshore delivery 
model. And it impacts their topline and bottomline immedi- 
ately. Also, they help maximise sales and marketing expendi- 
ture, by taking more bite out of the same client (given that 90% 
ofthe business comes from existing customers). 

But the real challenge before them now is to become in- 
dustry experts. Acquiring domain expertise — both organic 
(by training managers in business matters) and inorganic (hir- 
ingoracquiring practice leaders) — calls for high investments, 
which puts a severe strain on bottomline. An entry-level retail 
expert would cost at least $250,000 in the US. Typically, the ra- 
tio among MNCsis one domain expert for every 50-100 devel- 
opers. Given the number of verticals Indian firms are in (5-6 


| for a mid-sized firm and 10 for a large company), the costs 
| could be substantial if they hired experts in every domain. 


The issue is not only costs. Marrying a consulting culture 
with outsourcing is not that easy. For one, the rhythm of the 
two businesses is so different. “There is a significant amount 
of down-time in consulting assignments. The outsourcing 
model is simply rate multiplied by utilisation. Marrying the 
two is a tricky task,” says Ashok Soota, chairman, MindTree 
Consulting. Mind Tree is trying to not only measure how much 
revenue consulting resources generate, but also how many 
downstream projects they were able to bring in. 

Even customers become wary when outsourcing firms 
start transplanting experts from consulting firms in their 
teams. Says Bentley: “After all, what use is a retail expert to us, if 
he doesn't understand the offshoring model?" In some cases, 
Indian companies have tried the two-in-a-box concept. So, for 
instance, Wipro’s energy and utility business is led by Tim Mat- 
lack, who was the head of the AMS energy division, and sits in 
the US, while delivery is led by Kumar, who has worked with 
Bain Consulting and Oracle. Similarly, Cognizant's insurance 


The dilemma of consulting 





Pure-play offshore firms have higher margins, but for how long? 


margins fs) Indian firms marges A 
1314 Infosys Technologies 35.1 
8.7 Satyam Computers 224 
13.8 HCL Technologies 14.9 
Source: Company reports 
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practice is led by Michael Nemeth, an insurance expert with 
25 years of experience in the US, and T. Sridhar, who has had 
18 years at TCS and Citibank, heading delivery from India. 

Then most Tier-1 companies, whether it is a Wipro, Cog- 
nizant or Infosys, have aligned their organisations by verticals. 
But some argue that the verticals are mostly a cluster, an ag- 
gregation of accounts and not so much because a company 
had real expertise in it. "Many of the earlier verticals came 
about purely by accident. We had a large utility customer so 
that became a vertical for Wipro. Similarly for other domains," 
says Soota, who was earlier with WIpro. What will provide the 
real depth, says Phaneesh Murthy, CEO, iGate, "is the com- 
panys ability to delve deeper into the vertical and see where its 
expertise lies. You cannot say you arean expert in financial ser- 
vices, the gamut is too large. You have to slowly pick a few areas 
in it like securities management and micro payments and be- 
come an expert in that". 

Therefore, a lot of investment is going into building indus- 
try expertise. “In the past, training was mostly technical, be it 
on Microsoft certification or Solaris experts. Much of it is now 
on domain certifications," says Mohan Narayanan, vice-pres- 
ident (healthcare & life sciences practice), Cognizant. So at 
Cognizant, 40 delivery managers, including Narayanan, have 
been certified as Managed Healthcare Professionals by the 
Health Insurance Association of America (HIAA) and 150 
managers have Life Office Management Association (LOMA) 
certificates. LOMA experts work in insurance firms. This is an 
expensive training; it takes one year and $900 to get one HIAA 
certificate. "It's not possible that every one of our 20,000 em- 
ployees becomes an expert in business matters, but everyone 
above the manager's level has to be conversant in domain 
matters," says Gopalakrishnan. 

How much companies invest in acquiring domain knowl- 
edge will also depend on the percentage of revenue they ex- 
pect from solutions-selling. Right now solution-based selling 
is still relatively small. Then Indian companies do not want to 
vacate the low-end part ofthe value chain — the maintenance 
and supports business. "It is not an either-or situation. We 
want to have the capability to service all our client's needs," 
says Gopalakrishnan. In simple words, it is like constructing a 


house. "We can do the plumbing work, or lay the electrical | 


wiring for the client. We can even design the complete house. 
The difference now is we are learning to design houses in the 
Kerala or Maharashtrian style." The result: In- 








Cognizant's Sekaran: selling technology has its limits 


or needs extra resources then the supplier could lose money. 
Last year, Wipro's margins took a hit because of project and 
time overruns in some fixed-price projects. Indian firms have 
invested also significant sums in expanding their legal and 
contract teams. At Infosys there is a dedicated team of 7-8 
lawyers now compared to just one contract expert till last year. 

But fixed price projects call for another skill: negotiations. 
Wipro's Kumar feels this is a crucial reputation-building time 
for Indian firms. "Some ofthe new customers have heard bril- 
liant things about our prices and quality capabilities. And they 
are comingto India because they are tired of the existing breed 
of consultants on whose advice they installed expensive pack- 
ages which are not working very well. But as Indian compa- 
nies start doing more complex work they are also expecting 
more value forit. In the beginning, alot of workis done free be- 
cause we don't know how to price it, but the next time around 
we will say but we charge extra for the advice, and the cus- 
tomer is going to turn around and say but I thought you were 
30-40% cheaper than the rest,” he says. 

“Communication has been a big area of concern for In- 
dian companies,” says Lou Ellen Schaeffer, executive director, 
Global Savvy. Schaeffer is a communications specialist who 
works with firms like Wipro, MindTree and Infosys. One of her 

biggest challenges is to coach Indian man- 


dian companies will move from a simplistic pe ot MN bó agers to say 'no' to clients without offending 
structure to a more complex organisation. from pure consulting them. Consider this: the client wants to know 


To begin with, Indian companies will have 
to move from simple time- and material- 
based costíng to fixed-price bids. "Time and 
material projects do not have the same re- 
spect as fixed-bid projects: clients always 
tend to think that the vendor is padding up 
the costs by adding extra resources," says 
Partha Iyengar, vice-president (research), 
Gartner. Today the proportion of fixed price 
projects is on the rise. But fixed-price projects 
call for a lot of sophistication, not just in esti- 
mating what the value of the solution is but 
also in managing risk. If the project overruns 
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how long a project would take. The Indian 
manager says nine days, the client wants it 
done in six days. And the manager agrees. 
"The problem with super heroics is that it be- 
comes the baseline on which the vendor is 
measured," points out Schaeffer. Echoes 
Bentley of DHL Worldwide Express, "In our 
business meetings, very often I find the In- 
dian managers hesitating to take a decision 
on a long-term issue." Indian firms can ap- 
point smart managers at the top. But that's 
not enough. The business orientation needs 
to seep down to the lowest level. m" 
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The offshore component of global 
IT services companies 














Global Cognizant! Accenture| Gemini | CBC | Keane | ACS EDS | Sapient | — 
Services | E&Y 
Total employees | 165,000 | 7,740 | 83,400 | 49,411 | 92,500 | 7,770 | 36,000 | 135,000 | 1,449 | 14,931 
India-based employees 6,000 5,418 | 3,000 1,100 1,100 950 | 700 700 | 679 0 
M. total offshore 60% | 100% | 27% | 31%| 69% | 76% | 7% 7% | 100% 0% 
employees —— р Lx Е A KA TST ЧИШ. а. ae ET 
As % total billable | 
ыз N.A. 77% | 4% 3% | МА. | 15% | МА. | NA. 59% | 0% 
AS % total employees | 4% | 70% | 4% 2% | 1% | 12% | 2% | 0.5% | 47% | NA. 
All figures are for Q3 2003 Source: Company reports, Goldman Sachs 
-———— a. т  « 


ALK to any Indian IT services provider about the 
multinational IT services companies that have 
started operations in India and the response is quick 
and dismissive: “They don't understand the global 
delivery model. We have learnt how to make the 





model work after investing years in it.” Indian com- | 


panies had better be on guard, though. All the key multina- 
tional players — Accenture, IBM Global Services, EDS, Cap 
Gemini E&Y and CSC— have increased their headcount in In- 
dia rapidly. They employed almost 15,000 people at the end of 
2003 — an increase of almost 70% over the previous year. Nan- 
dan Nilekani puts that threat in perspective: “In terms of head- 
count, all the MNCs put together would be equivalent to one 
Infosys, but they are still way behind when you add up the 
headcount of the top Indian companies." 

That may be so, but to judge the threat of MNCs solely on 
their headcount is to judge a mugger by the calibre of his pis- 
tol. The more important thing is to look at intent. How desper- 
ate are the MNCs to succeed in India? Pretty much, is the short 
answer. Perhaps the biggest factor preying on the MNC mind 
is the contraction in the strategy and IT consulting markets 
worldwide since 2001 — by 7-8% and 3-596, respectively. In a 
situation where lead businesses are stagnant, where do these 
firms look for growth? 

"If offshored, with gross margins of over 45%, IT services 
are the most lucrative part of the global consulting services 
businesses, and that's why global majors will be very competi- 
tive in adopting the offshore model," says Salil Parekh, CEO 
Cap Gemini E&Y (India). That explains why the $11.5-billion 
Accenture now wants outsourcing revenues to be at least 50% 
of its total revenues over the next 3-4 years. That is what it has 
told analysts. 

The view among Indian IT services companies is that this 
step, of giving more importance to a low-cost centre like India, 


is too difficult and traumatic. "Accenture employs over 83,000 
people. EDS employs over 135,000. They would have to sack 
people in large numbers to be able to achieve relocation of 
work to India," says the CEO of one of the Big Six Indian firms. 
Not everybody agrees with this thought. "Each company has a 
particular sphere of influence within the company. For exam- 
ple, a US-based company's sphere of influence will be New 
York or a Europe-based company’s sphere will be Frankfurt or 
Paris, perhaps. Initially, there will be no layoffs near these 
spheres. An American company may, perhaps, seek to cut 
down its European office and vice-versa," says V.S. Krishnan, 
former head (Europe), HCL Technologies. Some of the MNCs 
may not even lay off workers in the near future. "They will pre- 
fer building the Indian operation to a sizeable level. Only 
when this revenue source is at full steam will they look at cost 
cutting," says Krishnan. 

There is evidence that most MNCs are focussing hard on 
making the Indian operations a success. Take, for instance, 
Cap Gemini E&Y. It has large clients in the financial services 
sector globally. It has been doing a lot of IT consulting and sys- 
tem integration work for one of the 10 largest global compa- 
nies in financial services."This client has a lot of legacy appli- 
cations that have to be maintained. It also needs some new 
applications for these old systems. Earlier, we were never even 
asked for this work because our prices were high. No longer," 
says Parekh. The moment the India centre was opened, Cap 
Gemini E&Y built a team of 75-80 people and started winning 
these businesses. For global players, the existing client rela- 
tionships will come in handy once they demonstrate their In- 
dia commitment. "If a US company has a relationship with 
CSC and if CSC goes back to them and says, 'Look this is our 
new India centre, this is how we have ramped up, these are 
some ofthe Fortune 50 clients already getting their work done 
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rocket science? 


company will favour them. Their brand will allow them that 
option,” says Phani Nagarjuna, chief marketing officer, Cari- 
tor, a US-based IT services company. Nagarjuna has worked 
with P&G in the US. 

Indian companies argue that even though MNCs may 
have started operations here, scaling up from the current level 
could be tough. The usual problems of a large organisational 
size could crop up, but then that will be the case with any large 
organisation, Indian or otherwise. There is little evidence to 
show that MNCs have found it difficult to adopt the offshore 
model. A good example is Cap Gemini again. It hired almost 
30 people from TCS. Since these employees had already cre- 
ated offshore operations, they knew the methodology and did 
not find it difficult to scale them up. Today it has 1,500 employ- 
ees spread over two centres in Mumbai and Bangalore. 

In some cases, MNCs were thought to have overpaid in 
hiring talent. A head-hunter in Bangalore says that when Ac- 
centure was hiring aggressively, it paid 30-35% higher salaries 
than what its recruits were drawing in Indian companies. Far 
from overpaying, this was a clever move. “What you need in 
the initial period of ramp-up are good project managers, team 
leaders and module leaders. It was worth their while to pay 
these guys higher because people who joined much later were 
hired at pretty much the market rates,” says the head-hunter. 

Ina larger sense, their paying higher salaries also forced In- 
dian companies to hike salaries for their employees. Accord- 
ing to a Nasscom-Hewitt survey, salaries of senior IT profes- 
sionals increased by 35-40% in 2003. 

MNCs who have been more far-sighted in ramping up 
their Indian operations have done even better. Sapient is a 
case in point. Counted among the new breed of IT consulting 


Cap Gemini Е&Ү'ѕ Parekh: 
If offshored, consulting 
becomes more lucrative 








Indian firms would like 
to think so. But they 
had better beware. The 
MNCs are learning. 

By Shishir Prasad 


firms like Scient, Viant, Cambridge Technology Partners and 
Razorfish till 2000, Sapient was hit badly when the tech crash 
happened. It had already set up its centre in India in 1998, but 
started beefing it up in 2001. In three years, however, it 
changed its model so dramatically that almost 50% of its out 
put came from India. And the way it has developed its India 
centre holds great clues to how MNCs will actually approach 
the ramp-up. 

"Rather than us behaving like Indian IT services firms, | 
think you will see them adopting our approach, which is to 
keep the client-facing personnel where the clients are. Think 
of what will add value to the client and then decide how to dis 
tribute your delivery people,” says Clayton Locke, managing 
director, Sapient (India). People in Sapient aren't bunched up 
in India with a small presence in the US market. Instead, the 
company makes sure that people in India travel frequently 
and are present at important client meetings. 

Sapient has done another interest- 
ing thing to make sure that teams in 
the US and India interact easily. Forkey 
projects, the project rooms, where all 
the relevant data and charts are kept, 
have been made absolutely identical 
in Delhi and its counterpart location in 
the US. “When people in the US refer 
to a graph or a project plan in their 
room, the India centre has absolutely 
no problems because even in that 
room the object is exactly in the same 
position,” says Locke. 

With opponents as determined 
and competitive as these companies, 
the last thing Indian IT firms should do 
is underestimate them. Actually, they 
could even try and pick a few tips from 
these firms. It might not be a bad idea 
after all. w 
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India today, the 
world tomorrow 


ASAKI Nagaosan heads Wipro's Japanese busi- 
ness. Last year Wipro won a large contract from 
Sanyo for a SAP implementation project across 
eight locations, including China, Singapore and 
Taiwan. Wipro flew consultants from India and 
Japan for the project. When Nagaosan travelled 
to China, he was surprised to find that GE — the company 
where he worked before joining Wipro — had hired 3,000 
Japanese-speaking Chinese in Dalian, a small district in 
China, to run a call centre. That set Nagaosan thinking, China 
was obviously a good centre to service the needs of his Japan- 
ese clients. On his return to Japan, San looked at the list of his 
top 20 Japanese clients and realised that at least 15 of them 
had big business in China. They would need local support in 
China, which could be done by local Chinese who speak 
Japanese. The largest IT spenders in Japan are the wireless 
companies for whom Chinais a big market and they want a lot 


oflocal support in China as well. This year Wipro will open its | 


subsidiary in China, which will be headed by Nagaosan. He 
will have company. Infosys already has a subsidiary there. In a 
couple of months, Cognizant Technology Solutions will also 
open an office in China to support a large financial services 
client's operations there. 

These stories illustrate an important point: China need 
not be a replacement market for Indian talent but a comple- 
mentary market for growing business in Japan and servicing 
the local Chinese businesses. Today Japan contributes only 
10% to the revenues of Indian IT companies, the biggest issue 
Indians face in servicing these clients is language. China could 
solve that problem. A province called Dongguan in the Pearl 
River Delta in China has an industrial complex that can han- 
dle a company’s start-up, accounting and legal procedures as 
well as carry out recruitment and file its tax reports. This com- 
plex has a Japanese director and is for the sole use of Japanese 
firms. Japan-based subsidiaries of Indian companies can lo- 
cate themselves in this part of China. 

But setting up a development centre in China is not that 
simple. One, the legal framework for opening a company in 
China is pretty complex. "The exit options at the moment are 
not clear," says Chandra Sekaran, managing director, Cogni- 
zant. Then, even though the cost of a Chinese programmer 
may be less that of an Indian programmer, there are other 
overhead costs which bring the cost of development in China 
almost on a par or above India. "The Chinese industry lacks 
good project management skills. So the customer has to man- 
age the project himself and that might push the overall costs 





In the offshoring world 
India could be the hub 
— and other Asian 
nations, the spokes. 

By Mitu Jayashankar 


higher," says Nagaosan. Even hiring talent is difficult, as there 
are no large IT services firms in China. “Wipro has 27,000 peo- 
ple. The largest Chinese company I saw had no more than 
300," says Nagaosan. That is because the minute a company 
becomes large, locals break away and start another one. What 
about sending employees from India to seed the market? "Not 
very feasible," says Sekaran. "In India, they make $6,000 p.a. In 
the US, they make $50,000 p.a. Why will they go to China?" 
But will low-cost centres like those in China threaten In- 
dia? “I don't think these centres will replace India," says Dean 
Davison, analyst, Meta Group. The Philippines, the largest off- 
shore centre after India, has a turnover of only $300 million- 
500 million, compared to India's $10 billion. While the Philip- 
pines has a large pool of English-speaking talent, it does not 
have a University system that churns out engineers the way 
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India does. Then there is Russia, which has good universities | numbers outside India. Given the easy availability of H1-B 


but where language is an issue. “If you compare all these costs, 
then India is the best alternative,” says Davison. But he adds 
that Indian firms will have to look at these centres as strategic 
resources to de-risk. “I see a hub-and-spoke model develop- 
ing, where the project will be managed out of India with small 
components coming from other low-cost locations.” 

So, as far as the English-speaking talent is concerned, India 
will continue to be the base. At the moment, the Indian talent 
supply looks sufficient. So much so that there has been no in- 
crease of salaries at the entry level for the last 2-3 years. But at 
the same time, salaries for lateral hires have gone up, thanks to 
higher demand from MNCs. Last year most Tier-1 firms in- 
creased salaries by 10-15%. Isn't the rising cost oflabour a con- 
cern for Indian firms? It is, but not enough to drive them to 
look for other alternatives. ^We will counter that by improving 
utilisation and cutting costs in other areas," says V. Balakrish- 
nan, vice-president (finance), Wipro. According to him, while 
the HR cost is a significant chunk, it's not the only cost. There 
are other items — overheads, for instance, where the savings 
can also be significant. So Wipro has committees which look 
at driving down costs in every area, be it the amount of elec- 
tricity the centre in Pune consumes or the money the corpo- 
rate office spends on water treatment. Wipro is also exploring 
the possibility of reducing its capital expenditure — money 
spent on setting up campuses and telecom infrastructure — 
by putting the IT and BPO teams in the same buildings. 


Multiculturalism 
Even though Indian vendors say they have a global delivery 
model, it's really ‘make in India, sell in the US: More than 80% 
ofthe delivery strength still lies here. The issue is not so much 
with processes — by processes Indian vendors have built are 
so robust it would not be difficult for them to deliver from 
other centres. And Indian firms have been running projects 
from different locations in the world, albeit on a small scale. So 
Infosys manages delivery for DHL from Europe, the US and 
Asia. Wipro works on a very large scale integration project for 
Nokia from Finland, the US and Bangalore, while Cognizant 
serves United Healthcare from Ireland, the US and Chennai. 
So far there has been no compulsion to hire people in large 
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visas, most companies have preferred to hire talent in India 
and send them to on-site locations. So even though there are 
centres across the world being run by Indian companies — 
Wipro has eight development centres outside India and In- 
fosys has at least seven — they have 50-150 people at the most. 
As long as Indian companies were playing in just one or two 
service lines, it was nota problem delivering from India. 

But the situation could change, not just because getting 
visas is becoming difficult, but because clients might start in- 
sisting on a greater number of locals in the delivery teams. For 
example, Indian firms do not have large numbers of product 
architects and domain experts, and may have to source that 
talent locally as they move into high-value solution selling. 
Thus a domain expert in insurance would have to be based ei- 
ther in Berne or London. A banking sector expert would need 
to be in New York. An automotive or avionics expert would 
have to be in Frankfurt or Paris. A technology expert needs to 
be in Silicon Valley. “Domain experts are what they are be- 
cause they are part of the gene pool of that cluster. They need 
to network, talk to other experts to remain in the circuit and 
get the buzz of impending changes in the industry to become 
profitable in the future. Only by being there can you influence 
the debates, mobilise opinions and reshape industries. Indian 
firms will have to adopt this approach," says V. S. Krishnan, 
former head, HCL Technologies (Europe). 

Indian companies have so far done few deals that involve 
taking over customer assets. While there are cost issues, even 
culturally we are not equipped to handle other nationalities. 
For example, in Switzerland, it is mandatory that employees 
be given 10 days off in a year to work for the Army. How do the 
firms account for that? Similarly, in other European countries, 
work-life balance is important— often employees like to work 
from home. This would mean additional investment in pro- 
viding the employees the infrastructure to work from home. 

So far the pressure to do such complete takeover of assets 
hasnotbeen there. At the moment Indian companies are clear 
that they do not wish to play in the physical asset takeover 
business — since that business is capital-intensive with much 
lower margins. Then we do not really compete with the IBMs 
and EDSs of the world where total outsourcing deals are con- 
cerned. So should we not worry about this at all? No, because 
the danger in not having this expertise in thelong run could be 
that Indian companies will lose their customers’ mindshare 
when it comes to total outsourcing deals, much the same way 
that MNCs feel threatened by Indian vendors on offshoring 
capability. Last year, Infosys did not win a large deal for ABN 
Amro because the customer felt Infosys had no experience in 
taking over employees. 

But delivering from centres outside India will be a real 
challenge for Indian companies. "You cannot win global deals 
if your character is so Indian. Tell me, can anyone say where 
Accenture is based? IBM can show you a local face in any 
country," says Sujay Chouhan, vice-president (research), 
Gartner. That is an issue Indian vendors have to contend with. 
After the acquisition of Expert, Infosys virtually doubled the 
number of non-Indians in its team to 600. Wipro says that in 
the coming years, as many asa fourth of its employees in its US 
offices will be locals. w 
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just hard 


WELL-known venture capitalist once derided the IT 
services sector as a “bum-on-the-seat” business 
that did not offer any opportunity to “create dispro- 
portionate wealth in relation to the people em- 
ployed”. It's a view that many agree with. The only 
way to keep growingis to continue hiring truckloads 
of people. The top five IT firms in India have upped their head- 


count at a CAGR of 16-20% over the last three years. Every four | 


years, they double in size. Such a rapid expansion poses huge 
challenges for the management, as last year's HR troubles at 
Infosys showed. Is there no way an IT firm can reduce the need 
to raise headcount each time it wants to earn more? 

Thereis a good reason why this is desirable. The employee 
productivity of US firms is nearly three times that of Indian 
firms. To bridge the gap you need to get more dollars for every 


employee employed. "Increasing the revenue per employee | 


will be difficult for most firms based in India. What can be done 
is to cut the cost per employee or have intellectual property 
(IP) that can be re-used,” says Salil Parekh, CEO, Cap Gemini 
E&Y (India). Cap Gemini has a SAP-related IP that helps it im- 
plement a module in two weeks instead of three months. 

The good newsis that Indian IT firms have been working at 
it. Infosys’ revenue per employee rose from $35,196 to $52,462 
in the last four years and Wipros numbers are even better (See 


MNCs earn more per employee 


Revenue/employee ($) 
Top six US system integrators 1999 2003* 
_IBM-Global Services 238,311 251,709 
EDS - .148,060 155,230 
csc —— 158,789 155,295 
Accenture 144,611 149,871 
AS — 108,437 — 115,182 
Bearing Point 178,870 150,083 
Total 162,946 162,895 
Big six Indian pure-plays 
HCL Technologies 81,827 40,736 
Infosys — 35,196 52,462 
Wipro — 33,672 76,157 
Жы 34,195 46,853 
Cognizant (US based) — — — —  — 39,031 50,703 
Tata Consultancy Services М.А. МА. 
Total 41,562 53,382 
Note: TCS is not publicly traded, hence there is no available data 


* 03 2003 
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Work smart, not 


Shishir Prasad finds out 


how Indian IT firms 
can raise productivity 


“MNCs Earn More Per Employee’). Other firms too have in- 
creased employee productivity by 6-8% CAGR in the same pe- 
riod, using different ways to do so. Infosys, for instance, devel- 
oped Influx, a software that depicts organisational structures 
and processes visually and can be customised. “It also allows 
us to define the scope of software development,” says Subu 
Goparaju, head of SETLabs, the research division of Infosys. So 
good is the ‘scope definition’ that 80-85% of projects are fin- 
ished on time and within budget, says Goparaju. 

Wipro has developed an IP to complete package imple- 
mentation in one-third the time it usually takes. Its package 
implementation business has grown rapidly over the last two 
years. “Even for industry-specific solutions, we have an en- 
gine that is about 60-70% ready; the rest we customise,” says 
Anurag Behar, corporate vice-president (innovation), Wipro. 

Such IPs have their limitations though. The person who 
developed the methodology can be poached or competitors 
can figure it out. A more important need is to develop algo- 
rithms that are more fundamental in nature. Infosys has de- 
veloped an Intelligent Product Support Platform (IPSP). It 
uses artificial intelligence to troubleshoot a production 
process, whether it is a machine failure in a manufacturing in- 
dustry or an incorrect credit card statement sent to a cus- 
tomer. Infosys has piloted this at a financial services company 
site and says the results are encouraging. 

While large firms like Infosys can develop their IPs, rela- 
tively smaller firms sometimes have a disincentive to do so. 
Take Patni Computer Systems. It has developed a smart algo- 
rithm for elevator scheduling. As passengers on different flo- 
ors punch their destinations, the elevator works out the short- 
est and cheapest way to pick up all the passengers without 
making anyone wait too long. This means that every second, 
the elevator system solves a set of fearsome equations to work 
out its route map. Patni has this algorithm on a chip that it sells 
to one ofthe largest elevator firms in the world. Isn't that great? 
Itis, except that the customer does not want Patni to use this 
algorithm anywhere else, as it is a differentiating factor. But 
Patni misses out on a great revenue opportunity, where this al- 
gorithm can be modified, perhaps, for a vehicle fleet manage- 
ment system or a courier company. This is where Indian firms 
will have to find a way to rearrange the client-vendor equa- 
tion, so that they can get to reuse the IP. Any other way would 
besimply throwing bodies at the problem. LI 
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Ear, there, 
everywhere 


Why Sony Music’s growth in 2003-04 shows 
the way out of a shrinking market 


VANITA KOHLI-KHANDEKAR 




















RIDHAR Subramaniam is 

sanguine about the trou- 

bles ofthe Indian music 

industry. The manag- 
ing director of Sony Music 
has just been through the 
recording label's most 
fantastic year since it 
entered India seven 
summers ago. Sony's 
revenues in March 
2004 jumped by over 
8096 to hit Rs 58 crore, 
compared to about Rs 
32 crore last year, 
claims Subramaniam. 
In a year when most ma- 
jor music companies will 
post losses and stagnating 
revenues, these numbers will 
stand out. 

For two successive years now, 
the organised music business has 
shrunk — from about Rs 1,200 crore to a 
little over Rs 600 crore — due to piracy 
and the lack of good music. So an 8096 
growth means that at Sony, It's the time 
to disco, as a song from its largest-selling 
album last year, Kal Ho Naa Ho, goes. 


and 10,000 retailers. "We 
are the first people pro- 
ducers speak to. We pro- 
mote the film more if we 


MUSIC 


Subramaniam says. Most of what Sony 
is doing is not new. It simply hasn't been 
attempted with the same seriousness. 
Now three factors are pushing music 
companies the Sony way. 

One, the “physical format market 
(CDs, tapes) is shrinking” worldwide, 
says Subramaniam. So it makes sense to 
syndicate as much as possible to milk 
more from investments made in creat- 
ing music. India is thankfully one of the 
few countries where the music industry 
has come together to license music – for 
the Net, cell phones, FM stations and 
elsewhere. So even as the opportunity to 

monetise its catalogue was always 
there, Sony simply used it well. 
Two, the profitable films are 
the urban-sensibility, multi- 
plex ones like Bhoot, made 
without songs. Subrama- 
niam notes that of the top 
five selling albums in 
2003, only KHNH and 
Tere Naamwere film al- 
bums. From about 
10%, the contribution 
of non-film music 
could go up to 25%. 
With film music al- 
bums faring poorly, 
music majors have 
stopped making large ad- 
vances for film music. That 
frees cash to develop the 
non-film music category. 
Three, the music busi- 
ness itself is shrinking. 
This means de-risking the 
portfolio from music is 
crucial, and therefore ho- 
me videos. It is a strategy 
companies like Tips and 
Saregama are also at- 
tempting. Over Rs 15 cro- 


What worked for Sony was not just | have both the rights. If the re of Saregama's revenues 
the 2 million copies that the Shah Rukh | music doesn't sell, the Mail | å - i in March 2004 will come 
Khan-starrer sold. It was cost cutting DVD could,” he reckons. To аг SUD AANA, from retailing Warner, BBC 
and diversification. Licensing music for | use the fixed costs over MD, Sony Music and Universal videos, re- 


ringtones, commercials, FM stations 
and websites contributed over Rs 10 
crore to its revenue. And home videos — 
VCDs and DVDs — brought in over 13%, 
or Rs 8 crore. The idea of getting into 
home videos, Subramaniam says, is 
simple. Along with the music, Sony buys 
the VCD and DVD rights to the film and 
sells them as a package across the same 
distribution network of 300 wholesalers 


more units, Sony has 
started handling sales and distribution 
for other companies like EMI-Virgin. 





the Indian music market — remains im- 
portant, Sony will focus only on big re- 
leases like Farhan Akhtar's upcoming 
Lakshya. These, along with its interna- 
tional repertoire and remixes, will form 
the bedrock of its core music business, 


BUSINESSWORLD 44 12 APRIL 2004 


While film music — about 80% of | 


ckons Harish Dayani, chi- 
ef executive (films) at Saregama. Glob- 
ally, home video sales gross more than 
three times the box office revenue of 
films. In India, rising sales of Chinese 
DVD and VCD players is driving de- 
mand for home videos. Sony Music 
rocks because of diversification within 
music and outside of it. That could soon 
be the way for others too. x 
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Ranjit Shastri is director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be contacted at 
psi@psi-world.com. 


In order to 
maintain 
its fragile 
success in 
the BPO 
sector, 
India will | 
need to 
respond 
as the 
rules of 
the game 
change, 
and take 
the lead in 
shaping 
them 
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Playing the IT 
outsourcing game 








NDIA is winning the global IT outsourc- 
ing game, but the resulting backlash 
means that the rules are about to change. 
The good news: India is only a few years 
into what is likely to be a 20-year growth 
phase for the BPO business. The bad news: In- 
dia will have to open up its markets to foreign 
service companies. That's scary for some, but 


| for others it's a sign of Indias economic matu- 


rity. If India wants to play with the big boys, it 


| should not ask for special treatment when it 


comes to protecting its own services sector. 
Indian IT companies, working through 
trade associations and the government, need 
to play a more sophisticated game. One coun- 
try's moves affect the potential moves of other 
countries. So we have to look at this dynami- 
cally. If Indian players want to win in the long 
run, they need to understand who the other 
players are, know the rules of the game (change 
them to their advantage), and shape percep- 
tions. They also need to recognise that the IT 
outsourcing game is part of a larger game, and 
there are linkages between the smaller IT game 


| andthebigger global services game. 


When India entered the IT outsourcing 


market, it already had several competitors: | 
| Canada, Mexico, Argentina, Eastern Europe, | 
etc. Now new entrants like China are making | 


inroads. And all of them are competitive. For 


example, you can hire good software engineers | 


in Mexico: former IBM and HP employees 
there are looking for jobs. Slovakia is home to 
excellent programmers, whose higher salaries 
— twice their Indian counterparts' — are made 


| upforbytheir high productivity. 


India needs foreign clients more than they 
need it. So India has to work hard to differenti- 
ate itself. To calculate its value added, one must 
imagine what the IT outsourcing industry 


would be like without India: a lot of firms that | 


outsource wouldn't do so if it weren't for India. 
But Indian observers, including those who set 
the rules, tend to overestimate India's value 
added. They tend to compare wages in the US 
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to those in India, and figure it is India that bri- 
ngs in clients who could never access IT reso- 
urces before. They ignore the fact there are oth- 
ers who offer low cost IT resources: the Czech 
Republic, Brazil, Slovakia and Mexico have 
English-speaking software engineers. The way 
to look at India's impact is to look at the differ- 
ential between rates in India and the Czech Re- 
public (Infosys is setting up shop there), or Ar- 
gentina. If India is not in the picture, clients 
would outsource to other low-cost countries. 

To maintain its fragile success in the BPO 
sector, India will need to respond as the rules of 
the game change, and take the lead in shaping 
them. Until today, the rules were simple: India 
was a poor developing country that had to pro- 
tect its weak services sector. But India is no 
longer viewed as a charity case; it is viewed as a 
serious contender. India's success in global ser- 
vices has forced others to re-examine the rules. 
They don't like what they see: a nation with 
double standards, which expects access to the 
US services market, while denying access to its 
own (like legal and retail). Now India can lock in 
access to global service markets by opening up 
access to its market — a move that would im- 
prove Indias competitiveness. 

To win the global outsourcing game, Indian 
IT firms will have to work with the government 
to change perceptions. India can take the 
steam out of the anti-outsourcing brigade by 
proactively opening up its services sector to 
global competition, linking the IT outsourcing 
game to the larger global services game. Then 
India will not be seen as a country that is taking 
jobs away, but asa country that is integrating its 
services sector with the global economy to cre- 
ate opportunities both in India and abroad. In- 
dian law firms and retailers might construe the 
opening of the Indian services sector as bad 
news. But just as outsourcing is good news for 
the US economy (despite job losses), it's also 
good for the Indian economy. Protecting In- 
dian service firms is bad for the economy, and 
it's bad for the IT outsourcing business. & 
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Which is the best colour of 
them all? Consumers grope 
for trends and style ina 
business where paint is still 
sold as a bulk commodity 


MEERA SETH 


ADHUR Tari snapped to attention 

as he read the commentary to Alka- 

lac’s case study in Businessworld. 

“Oh my God!” he gasped. The ana- 

lyst, Adip Puri, director at Saatchi & 

Saatchi, had hit the nail on the 

head! How fundamental, how rudi- 

mentary, how oh-so-true. Puri's words had awakened a sleep- 

ing giant within him. He wrote: “Who should decide whether 

or not Amitabh Bachchan (AB) is perfect for Alkalac Paints? 

Not him (Madhur), not Mr. Divakar and not even Vineeta. The 
people who should decide are the consumers.” 

“Whoa!” shouted Madhur as he slapped his forehead and 


went, ‘heck heck heck. “How right! Why did I get pulled into а | 


pointless debate with the MD, Vishwas Divakar on AB or Sunil 
Shetty? Puri is saying what we need to be doing. We have 
pulled the paint over our eyes, we have not even considered 
that our product is being sold like commodity to the dealer 
who does not care whether the consumer wants pink or 
mauve.” Suddenly Madhur felt the old energy surging. Here 
was his magnificent opportunity to smack Colour Pitch on the 
old conference table. The same table which had run the 
gauntlet over A. Bachchan, H. Roshan, and for some odd rea- 
son, Lady Zinta. “Colour Pitch, here I come!” sang Madhur. 
Unknown and unseen by his usually conservative colleagues, 
he shook his hips, put his hands over his head and howled, 
“Basanti, main aa raha hoon!” with a flourish. 

Two months ago, when Divakar had triggered the discus- 
sion on which celebrity should endorse Alkalac Paints, Mad- 
hur had been swept off his feet by the very controversy of the 
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debate. It had all happened in such an impromptu way that he 
had not even sat down to question its context. Now Divakar's 
words came back to him: "What would it take for our brands to 
become hero brands?" If that's where he wanted to be, 
thought Madhur, why were we discussing Bachchan? Heck, 
how much time did we spend discussing something which 
| wasnoteven the starting point of Alkalac's needs? 
| Madhur turned to his computer to send an email to Vi 
neeta Pardi, their research manager, when he saw a mail from 
| his brother Shardul, a software engineer posted in Vizag. It 
said: "Bro, I need to jazz up this pad of mine. End up working a 
lot out ofhome, so want my space to express peace and feel re- 
| laxed. It's quite small, so can colour give me a sense of space? 
You guys must be having some package for single men like me 
| who wanta pretty working home? Someone who will ‘come 
see-do' and not leave me with a mess? You know my office is so 
trendy and vibrant, I want my private space to be like that 
Send me some colour options ASAP; mom's sending me crazy 
quantities of cushions, drapes and whatnots in earth tones. Is 
there an Alkalac man in Vizag?” 

Madhur was swearing it was time Shardul got married 
when he froze. “Wait, wait, wait," he said to himself. “This is 
the new Indian consumer. This is Alkalac's future, this is what 
Divakar must prepare for. Consumers everywhere are proba- 
bly asking this question. Shardul can ask me directly while the 


| . - + ” 
others cannot... at least not until Colour Pitch gets blessed. 
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Not that Madhur had been oblivious to all this until now. 
Last year he had pushed for ‘Colour Pitch’ (CP) as a direct mar- 
keting wing of the marketing department. Madhur, aware as 
he was ofthe décor conscious consumer, wanted to introduce 
stimulation as a marketing element. He felt the much- 
thrashed durability and price attributes were passé. CP would 
work directly with consumers, examine new trends and mar- 
ket customised décor services in the face of a market that still 
resorted to mass distribution. But Divakar had questioned it, 
saying: “Naah! Whatis this, man? We are selling paint, not con- 
sultancy! Besides where is the research to back it?” 

Madhur then tried to get Gautam Bose, the sales head, to 
initiate dealer-led research. But their boss, the director (sales 
and marketing) T.M. Pai had said there was no budget — they 
should do it next year. Divakar was sitting on the fence over 
this, though he told Madhur “the idea is not a bad one” Still, 
Colour Pitch began as a lone affair. If Divakar shrugged his as- 
sent, it was only to indulge Madhur, who had stoked his rebel- 
lious (albeit unvoiced) doubts on the whole matter. 


HEN Madhur gathered architects, interior de- 

signers and even TV serial producers to rum- 

mage into consumer habits, Gautam had 

called it futile. His reasoning, “Is Alkalac into 
direct marketing? No. Then why mess with end consumers? 
Our conduitis the dealer; look at our sales, it is dealer driven all 
the way. This is not FMCG, this is by far the slowest moving cat- 
egory. You annoy dealers, and it will slow down even more.” Pai 
agreed enthusiastically and added, “This is not lipstick or eye- 
shadow; what you are suggesting works for colour cosmetics, 
but yeh to paint hai baba!" Divakar, not sure if this was what Al- 
kalac needed, had tried to slow down Madhur’ effort through 
distance. Importantly, Divakar steered clear of any conflict 
with Pai who was his senior by many years. Alkalac nourished 
and respected age. All this was pre-Diwali 2003, when the 
painting season was warming up. 

On January Ist, TMP retired gracefully (and mercifully for 
Madhur). Importantly, the younger Divakar got his voice back, 
which he brazenly used to support the idea of AB endorsing 
Alkalac (See BW case study, 15 March). 

But Divakar's distancing had been very useful for Madhur, 
who preferred working like a beaver: alone, plodding, thinking 
and doing. Now with Puri's commentary working like salvo, 
Madhur decided to collect some direct market place reporting 
and corroborate the raison d'etre of Colour Pitch. The pity was 
neither TMP nor Divakar ever went into the market to meet 
consumers. Roping in Vineetas help, they visited a few dealers 
and made a list of 15-20 prospects who had called in to inquire 
about shades, costs, etc., with the dealers. The dealers, not be- 
ing too organised with data, produced prospects which were 
even a year old. But Madhur plodded on and put a team in 
place to check on these prospects with Vineeta's guidance. 

When his brand manager Tula Bhandari reported that 14 
of these had postponed their painting decision indefinitely, 
Madhur was not disheartened. He knew this was inherent to 
the nature of the painting business. Late in the evening, Mad- 
hur drew a circle around one name: Ragini Vaidya in Malad. A 
meeting was arranged at the Malad residence of the Vaidyas 
for Saturday. 





When he met her, Madhur asked her why she had not gone 
ahead with painting her home. “Arre baba,” began Mrs Vaidya, 
“Bahut jamela hai" A high school teacher, Vaidya then broke 
into chaste English. "See, I am a teacher," she said. "I teach 
11th and 12th; the internal assessment of 11th is in April. 
Meanwhile, | have extra classes every evening and weekends. 
Nowto painta house like this, you know what a mess it creates! 
There is no one to supervise also. My kids are grown up, they 
have exams. Painting means complete physical upheaval. 
The house looks messy, lots of dust due to the scraping, then 
the smell of turpentine! My son is asthmatic, how will he 
study? Then, all the things are thrown here and there, I get 
scared even thinking about this. And how do we sleep? Then, 
everyone is irritable, proper food can't be cooked, studies get 
disrupted... Oh, and then, my husband I know, he will hate 
coming back to a messy house! And all the cleaning up will 
come on me. With all my assessments, extra classes and all, I 
will end up fighting with my husband and then the whole 
house will be unhappy. My nanad painted her house 
just last month, they had to eat out almost every- 
day! They are still looking for this and that 
which got misplaced during this time. It's a 
terrible experience." 

Madhurs next call was at Mrs Kanta 
Khannas in Gurgaon. The Khannas 
were very confused. Mr Khanna had 
recently been promoted as GM, and 
he wanted to reflect this growth in his 
home. "See, now that Iam GM, peo- 
ple will come home. I want them to 
see who I really am, my personality; 
but my wife wants our home to look 
like something from the TV serials, so 
she has been unable to decide the 
colour!" Mrs Khanna interrupted: "If I 
leave it to him, he will get it painted the 
regular cream and ivory, it is so boring... as it 
is, we live in a middle income colony, at least 
on the inside we can have it look like Bandra. See 
all those homes they show on Kyunki Saas Bhi Kabhi 
Bahu Thi (KSBKBT) and what not, those homes look at- 
tractive, so I called a paint contractor...." 

Mrs Khanna explained that all the confusion and chaos 
had begun there. The contractor, one Dhanabhai Paintwala, 
"tries to look and sound like the tentwala in Monsoon Wed- 
ding,” she said, amidst giggles. “He has a cellphone which 
keeps ringing, and he keeps barking into it that he is busy with 
a client! Then he recommended some colours saying Mrs 
Kapoor used this, ‘funtastik dikhta hai uska ghar’, but I was 
not happy." Mrs Khanna was disappointed; she has a budget 
which her husband's company has given him. "I have to use it 
carefully and make a dream house...then someone said for 
that money you must call an interior designer, must do the 
whole place up. So I spoke to friends and called one designer 
from Malad, thinking in such a township it will be reasonable. 
But no! She wanted Rs 1,500 just for a house visit! Yet I called 
her, cut her down to Rs 500; arre, but she said change the 
pipes, leakage hai, false ceiling lagao, woodwork change karo! 
When I said no, only painting, she was not interested.” 
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Khanna finally got Dhanabhai back and asked him to rec- 
ommend some nice modern colours. “But he could not talk 
beyond grey and ivory!” she said. “Every colour I showed he 
said, ‘risky hai. I want а pretty looking home. If I am spending 
Rs 80,000 on painting, why can't somebody suggest what 
colour to paint? Then, I am reading about Feng Shui. It says I 
should have certain walls facing North or East, in yellow or 
blue... now how am I to do that when this fellow cannot even 
give me an idea what other colours will go with it? ‘Aur hanh, 
he said, ‘if you open one tin, then that cost is yours, whether 
you paint one wall or four.’ All this is so expensive, I said, bud- 
get mein nahi aata. He replied, ‘But then how am I to use dif- 
ferent colours? Would you have a good designer, free of cost ?'" 

Madhurthen met Hansa Trivedi in Ghatkopar. She too had 
put the paint job on hold because her in-laws lived with her 
and all the mess and upheaval was inhibiting. But this year 
Hansaben' daughter was getting married, she told Madhur, 
and she really needed to smarten up her house. Madhur 
thought up a plan. He now needed to observe how 
they negotiated and where the need gaps lay. 
For in that lay the way ahead for Colour 
Pitch. So he asked her to call her contrac- 
toratan appointed hour. 














walked in carrying 10 shade cards ina 
small brief case and rattled off rates 
per sq. foot for each product. After 
deciding on the rate and the prod- 
uct, Hareshbhai, Hansa's husband 
said, "Chalo bhav theek chhe; have 
tu rang nakki kar, after all, rang 
tara department ma chhe, tu saheb 
сһһе!" (C'mon, rates are okay, now 
you finalise the colour, that's your 
department, you are the boss!) After 
that, Haresh continued to sit around 
and examined the colours keenly. Listen- 
ing to him, Madhur smiled; Haresh was 
amazingly décor conscious. Every colour 
Hansaben selected was checked for its compata- 
bility with various furnishings and linen they had. 
Haresh was the archetypal man for Alkalac, who saw his living 
space as an extension of himself, a power tool, an ID card. Sud- 
denly conscious of Madhur, Haresh said, " Motabhai, you look 
surprised! My home is the only place where I can be what I am 
inside, nahi?" 

Hansaben looked at the shade card and queried the con- 
tractor on trendy shades, "Aaj kal kaun se shade chal rahe 
hain?" (What are the colour trends these days?) He rattled off 
three names for each room which he had used commonly 
over the years, "Living room ke liye beacon aur ivory chalta 
hai". Madhur was alarmed. Those were the shades commonly 
used five years ago! But Hansaben was not happy, “Is that all 
you have? Show me more!" Finally Torani asked her to visit the 
dealer' outlet, *You will get all the shades in the shop," he said. 
Madhur gasped mentally. What was Alkalac doing, leaving 
‘selling’ to contractors who were the mere carriers of colour 
tools? They had no expertise or inclination to offer any kind of 
shade advice; they did not even know the current shades. 


Amish Torani, the contractor, | 
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Not wanting to let go this opportunity, Madhur agreed to 
visit the dealer with her. Haresh excused himself to go and 
change his trousers. “Arre, paint shops are very dusty, their 
chairs also have paint on them! I don't want to spoil my good 
trousers there!" he said. The outlet was, in fact, very depress- 
ing. Madhur saw now how uninspiring the outlet was. No pic- 
tures of snazzy homes, pretty walls or beautiful interiors. 
Nothing. Where was the product delivery at point of sale? 
Paints were the only organised retail product in that shop. 
Nestling neck to neck were nails, pipes, drums and random 
hardware, enjoying the hospitality of Alkalac Paints. Com- 
menting on this out of embarrassment, Madhur told the 
dealer, “Yaar, dukan thoda saaf rakha karo, customer log ko 
achcha lagna chahiye na!" (Friend, keep the shop a little clean, 
customers should find it pleasant!) The dealer cribbed defen- 
sively and said, "What to do saab, | sell to painters also, and 
you know they walk in with material and this place gets dirty.” 
That did not satisfy Madhur; he thought the ambience of the 
outlet was enough to put off any desire for painting. 


OON, the dealer put before the couple a fan deck of 

over 1,100 shades; Hareshbhai started laughing. “I am 

not going to sit and see all this,” he said. “Show us what 

is latest, modern, ekdum young colour, jo man ko 
khush kare!" The dealer would not comment. All he said was, 
“yeh dekho, yeh bhi dekho,” which was neither here nor there. 
Hansaben, not one to be thwarted easily, asked: “But of these, 
which one will look good?” And the dealer said: “That depends 
on you. Take what you like, sab aapka hi hai ....creams chal 
rahe hain, pink bhi chalta hai." The couple tried to ask fo- 
cussed questions, “hamaara 150 sq ft ka bedroom hai, aur 
marble flooring hai, usme kya chalega? But he had nothing to 
offer. All his attempts at suggesting were simply around a fam- 
ily of colour, not a particular shade. Vineeta, who had accom- 
panied them, stood behind and whispered: “This is the point 
on most consumer's patience curve, when she gives up and 
chooses any old shade or worse, postpones painting!” Mad- 
hur couldn't agree more; he recalled his brother's email asking 
him for help and mused: “Shardul could ask me, but these 
people end up in confusion between their own walls!” 

When the Trivedis left the outlet, Madhur asked the dealer, 
“Why don't you offer shade suggestions?” The dealer shook his 
head, “Risky saab. Customer kitna demanding hai, aap dekha 
na? After the painting if they don't like the colour, they will 
wring my neck! Waise bhi a customer paints her house once in 
five years. Colour dimaag mein clear hona mangta hai 
(Colour has to be clear in the mind). I will tell you what hap- 
pened just last week. We were painting this house on Gandhi 
Marg. The drawing room had a deep arch in the centre. 
Madam had seen some serial and now she wanted to paint the 
insides of the arch a deep dull orange, fix glass shelves on it 
and dot it with curios. So she asked for shades of orange. My 
man put six sample panels, she chose one. Yet when the arch 
was painted, she got annoyed and said it was very dark! Abhi 
ham kya karega? | told her, kam watt ka bulb lagao, aur kya! 
(Now what can we do? | told her to use a lower wattage bulb) 
But no! She was very annoyed and said the serial colour was 
completely different, that we had cheated her. Yes, | can give 
advice, but the company must help; aap guarantee karo, saab, 
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ham karega! Usme kya һай” Guarantee? Madhur realised that, 
in short, dealers were saying: if you appoint a colour consul- 
tant we will find the contractors, but you must guarantee your 
colour consultation! 

Meanwhile in Thane, Tula Bhandari watched Mrs Rane 
speak to her interior designer, from Janki Associates from the 
neighbourhood. Mrs. Rane had liked Tulsi's bedroom in a par- 
ticular scene in KSBKBT and had resolved to have her bed- 
room painted identically. For her in-laws’ room she came 
armed with some back issues of Griha Shobha. But the interior 
decorator had no idea who Tulsi was, let alone the colour of 
her bedroom. She showed Rane some issues of Good House- 
keeping instead, but Rane baulked; pastels were not for her. 
Tula saw that the decorator was inept at handling specific 
needs, and had no idea about the numerous décor influences 
flowing from Ekta Kapoor and the Balaji serials. Nor did she 
want to pander to 'low cost jobs, which she later confided to 
Tula. The interior decorator was into western homes and ap- 
peals; but the Indian consumer was adventurous! 

But Rane thundered on, mindless of the decorator's wan- 
ing interest, "Is the Feng Shui of this room ok? I think the 
colour combination we saw in KSBKBT serial will be good" 

That evening, Tula wrote a note to Madhur. "Bottomline: 
consumers want to do up and 'accessorise' their homes like 
their physical selves. Through their homes, they want to ex- 
press who they are and what they aspire to be. There is also 


"T 


© 
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this strong urge to do up children’s spaces — the usual reason 
given is: I want my children to have what I didn't,who else are 
we earning money for? Have noticed there is more spending 
happening, impulsive buying and accessorising of the living 
space. There is also a lot of decor comparisons happening in 
kitty parties and other social interactions. Very critical point to 
note, this Tulsi woman from KSBKBT is a high point of aspira- 
tion. Maddeningly, Tulsi's bedroom colours keep changing 
from episode to episode. It started off as peach, then mustard 
yellow with purple squares in the middle, pastel pink, bright 
purple with red mouldings, etc. I think the real influencer is 
Ekta Kapoor...all the Balaji Telefilms soaps have the most ad- 
venturous combinations which have gone a long way in re- 
defining colour usage among the consumers." 

On Monday, Madhur sat amid a bunch of reports from his 
team. He wondered where he should begin. Gautam and 
Sales? Divakar ? Or even higher, Alkalac and its mindset? Alka- 
lac was still selling paints like it had 40 years ago; and over the 
years, it had accumulated people who lived in a time warp. Di- 
vakar wanted an icon to sell Alkalac's heroism. Colour Pitch 
was going to show that Alkalac must become the icon that re- 
vives old walls and dull environs. 


H, but that was subject of a completely different 

strategy. Madhur could not put the cart before the 

horse. First on his agenda was submitting this re- 

port to Divakar, then discussing the second strat- 
egy, the one which held the root of the problem at Alkalac's 
rusty drive. Alkalac needed to meet the consumer. For that, it 
needed to either bypass the dealer or create new dealer-led re- 
lationships with end users. Everywhere he went, consumer 
voices spoke the same language. But Gautam and Divakar 
didn't even know that a consumer spoke! 

Funny, he now thought, that they advertised in Femina, 
Griha Shobha, Womens Era, Sarita... the consumers he met 
read these very magazines. Unfortunately, while Alkalac could 
reach the consumers eye, the consumer could not reach Alka- 
lac’s ear! Both were painfully out of sync. 

Madhur finalised his note and sentit to Divakar the follow- 
ing week. In his preamble, he wrote: “Between the dealer and 
the contractor, the consumer's voice is whitewashed under 
the primer. Scratch deep, as Colour Pitch has done, and hear 
their voices redefining Alkalac's marketing drive. Sample 
them: "Today I have more money so I will paint my house 
more often...so who wants durability, yaar? My moods change 
so will change colours too, my Feng Shui master told me to 
have a blue corner in the Northeast. People are upgrading mo- 
bile phones every three months, so what are we talking about, 
staying with a durable ivory paint for four years?' 

“. Today the point of decision is also colour, not just cost. 
And face it, near identical shades and more consumer- 
friendly service can be had from any paint company such as 
Nerolac, Asian Paints and Berger. That famous 'point of indif- 
ference' across brands has been reached by paint consumers 
too! You want top line growth? You want Alkalac to be the hero 
brand? Then build in the differentiator. Colour Pitch will use 
colour as a creative tool to differentiate in a world of parity. 

"On 30 March I will show you how, or why, the genesis of 
our stunted growth actually lies in our business strategy!” Ni 
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pu analysis 1: B. Rajagopal 


handful of families is not the full story, or 
a mandate for change." 

Brand manager Tula skilfully side- 
stepped Bose's gambit. " 
Gautam, we are probably holding just 
the trunk of the elephant. But, there is 

| probably a large body of consumers 
| who are concerned about colour 
| choice, expense, and the futility of 
| dealing with decorators. Understanding 
the consumer aspiration and helping 
them achieve it is the logical way for 
branded companies to grow make 
more money.” 

“Absolutely,” said Divakar, looking at 
young Tula with some admiration. “Iam 
sure that Madhur can do some more re- 
search. However, what is bothering me 
is the question of how we move beyond 
this and create a solid business proposi- 





Power 
of vision 





are not automatically good business 


You are right | 


made here. Further, its great to give con- 
sumers what they want, but only if we 
make money from doing so. Will what- 
ever we do help sell more paint? If not, 
we will simply add cost to the business. 
Madhur is talking about offering a ser- 
vice. Can we make money from selling 
services rather than paints? History 
shows that such moves are fraught with 
danger. And how about guarantees? 
What kind of guarantee can we offer 
when fulfilment is about personal aspi- 
rations, design and taste?” 

“Both retailers and painters play 
critical roles in the value chain,” Gau- 
tam piped in. “Any new proposition 
would need their full support to be able 
to succeed — what is in it for them? How 
do we make sure that we do not push 


| away our channel partners into the 


tion. All good consumer propositions | 


propositions, To do this well, we must | 


| deliver value to our consumers through 
a business model that makes economic 
sense and works within the industry 
value chain.” He paused and looked 
around. Then, he blurted out: “What the 
heck, we could be looking at the mak- 
ings ofa new transformational vision for 
Alkalac. Let's start by talking about the 
challenges in building this vision." 

CFO Bhasker Іуег was the first to re- 
spond: “In terms of the business model, 
the key challenge will be scale — the 
consumer is seeking personalisation. 
How do we, a company currently en- 
gaged in mass-market operations, work 
directly with the consumer on a per- 


В. RAJAGOPAL is the former head of 
paints, ICI India. He is now in Singapore 
asamember of the regional (Asia Pacific) 
leadership team of ICI Paints. 


OLOUR Pitch will be the ulti- | 

mate creative tool to differen- 

tiate Alkalac in a homoge- 

neous and commoditised 
market. That is what Madhur Tari be- 
lieved when he ended his presentation 
to the management team. There was a 
pregnant silence after he finished, and 
all eyes were on him. Divakar set the de- 
bate rolling: "I think we are on the right 
track by engaging in deep conversations 
with consumers. For many of them, 
paint is not just about covering walls, it 
isa critical component in creating a liv- 
ing space that reflects their aspirations. 
Whetherthey want to copy a colour or 
design something original and new, 
the real motivation is still about as- 
pirations and self-image." 

Quick to the draw, Gautam 
Bose (the aggressive sales direc- 
tor, always critical of marketing) 
asked: "Madhur, here we are look- 
ing at just one aspect of the whole 
business. Remember the prover- 
bial story of the blind men and the 
elephant? You probably have the trunk 
in your hands, and think that you are 
holding a snake. The paints business is 
not all that simple baba. Just talking to a 
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sonal issue? There is a giant leap to be | 


waiting hands of competition? If Mad- 
hur cannot answer these questions sat- 
isfactorily, we will not even get started." 
The research manager Vineeta then 
said: "Come to think of it, are our con- 
sumers telling us about colour and 
paint, or the entire painting experience? 
If this overall experience is more impor- 


| tant than just colour or paint, we could 


andaz kyun ho purana..." 


risk pushing the wrong buttons. We 
need deeper conversations and re- 
search that may ultimately shape the 
consumer proposition differently. As- 
suming that we can build a powerful 
consumer proposition that solved un- 
met consumer needs, are our brands 
credible enough to carry them? Will 
there be something substantial in the 
proposition that Alkalac brands can 
own, or will it be another industry 
generic which competition can copy? 
"So where does all this leave us?" 
asked Divakar. "Madhur has started us 
on the right track, but we have a long 
way to go before we start to embrace 
the full elephant. Stopping short on 
this journey would bea classic case 
of ‘marketing myopia’. Let's work 
to further define the consumer 
proposition. Then, we can con- 
ceptualise a business strategy 
that will make money, be credible 
to all stakeholders in the value 
chain and be defensible against 
competition. Only then can we give 
this a shot.” As Divakar left the meet- 
ing, the words of a popular song floated 
through his mind — “Hum hain naye, 
5 


Now, it can endorse a bright future. 
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company and the end-user never be 
broken? That is what Pai thought until 
the day he retired. Yet Madhur has a 
hunch that the consumer is changing, 
and waiting for some response from the 
paint companies. He believes this 
change can create a direct channel from 
the company to the consumer. 

Now let's take a look at this 'Colour 
Pitch' idea that caused our hero to jig in 


his head over the frivolity of youth. 
‘Colour Pitch’ is an attractive idea, but 
would it pay off? 

Madhur now needs to analyse the 
situation from two points of view: 
Ш Has the consumer really evolved in 
the direction Madhur thinks? What 





Pitching 
a n | i 
SHOBHA Prasad heads the Qualitative | 


Research Division at Drishti Strategic Re- | 
search Services, Mumbai. 





in the entire painting process? 
B What is Colour Pitch really going to 
achieve for Alkalac? 

Madhur is confronted with an inter- 
esting platter of points: 
W Consumers are evolving and getting 
very exact in their tastes. Two key drives 
seem to be operating — the drive to ex- 


HIS Madhuris a rather excitable | 

man. His advantage is having an 

open mind to new thoughts and 

stimuli. A chance communica- 
tion from his brother and an article in 
Businessworld were enough to trigger 
off thoughts which he had the convic- 
tion to carry through, despite stony re- 
sponses from his seniors. 

Not that his seniors were wrong — 
in fact, my sympathies are entirely with 
them. The paints category is very much 
led by the painter/dealer/contractor 
(the operative word being ‘led’). Your 
ads may move your consumer to tears, 
but even before his eyes have dried he'll 
be buying your competitors’ products 
because his painter told him to. Old 
man T.M.Pai was quite justified 
when he said to Madhur that it was 
not a matter of colour cosmetics 
“but paint baba". 

If you read this case carefully, 
you will see that the consumer is 
only graduating from being led by 
the painter, dealer or contractor to 
being led by the more sophisticated 
interior decorator or architect. The 
consumer appears to be led by every- 
body except the paint companies. 

So, can this wall between the paint 


drive to keep themselves up-to-date 
with the latest colours and look. For this, 
| they haveclear-cut benchmarks such as 
| Tulsi and her home. 

W Colour choice and decor are areas 
where people are actively searching for 
help from influencers that they habitu- 
ally approach. They are not getting satis- 
factory responses. 

W Displays can be used as aids, but hu- 
man contact and reassurance are still 
required. Customers are not enthusias- 












BUSINESSWORLD 54 12 APRIL 2004 


a way that would have made Pai shake | 


specifically would be Colour Pitch’s role | 





tic about going to the paint shop, which 
is dingy and caters more to painters 
than to end consumers. 

W The consumer wants this advice free 
of charge. 

Madhur is clear there is a need for 
some kind of consultancy in painting. 
But he can charge the consumer almost 
nothing for this service, and must sim- 
ply hope that it will translate to goodwill 
for his brand. 

There are still unanswered ques- 
tions. But Madhur's mind could go even 
further. Could dimensions be added to 
the concept which would help link 
consultancy to purchase? Was the 
consumer entirely happy with the con- 
tractors he hired and the painters he 
used? What about that all important 
word, guarantee? 

Could Colour Pitch be a holistic 
painting consultancy and execution 
service? It could be provided by the 
company with trained painters and a 
guarantee attached. For such a service 
he could also, possibly, command a 


| price — which would make the initia- 
press themselves as individuals and the | 


tive at least pay for itself, if not make a 
profit. Would this, along with endorse- 
ment advertising, provide the con- 
sumer with a potent combination to put 
Alkalac up there with Asian Paints, 
Nerolac and the rest? 

To support a full business plan, he 
would have to formulate the concept 
completely. Paint consumers are a large, 
complex and segmented set, with differ- 


| ent needs and drivers. There is also the 


exterior paint segment, which marches 
to a slightly different drummer. 

Also, other paint companies have al- 
ready taken up similar initiatives. 
Maybe Madhur would do well to study 

their modus operandi and their re- 

sponse rates, so he could benefit from 

their failures and successes. Why 
reinvent the wheel? 

It would also be useful to iden- 
tify segments that these initia- 
tives have not reached, and ad- 
dress them in a direct and 
targeted fashion. 

Not an easy task. But the hope 

at the end of the tunnel for all paint 
companies lies in grabbing the con- 
sumer by the scruff of his neck and 
saying: "Be a man, exercise your choice 
and dontlet the hoi polloi guide you. Let 
us guide you!" a 


aby mahesh murthy 


on the contra 
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We are 
trained to 
believe 
that 
numbers 
and data 
can give 
answers 
to all 
questions. 
Wrong! 


| enough. Are we training ourselves to believe 
| that comfort with numbers is all we need to get 








| ness ever executes to plan, and that forecasting 
draw out the decade-long plan. Cripes! 


| ness over any sustained period of time. Worse, 
| these managers of tomorrow were being told to 
| estimate the future with that silly 1-1 method: 
| "Well conservatively take 1% of the market in 


| business owner will tell you, is bottom-up. 
Starting with how many people you think you 





Sorry, wrong 


numbers 


HEAR this all the time. "You Indians are 

so good at maths. How do you do it?" Al- 

most every visitor back from the US has | 

a story like "I bought something for 99 

cents and gave her a dollar bill, but she 
still needed the cash register to figure out how 
much change to give me!" 

And we sit back and gloat about how good 
weare numerically — about how we can figure 
out percentages in our head and do d-by-dx on 
the potty. Sometimes I wonder, though, if that's 


through life? I sat at a business plan competi- 
tion the other day and saw projections the | 
teams had put together. 

Many groups had a 10-year forecast. I gig- 
gledatthe insanity ofthis endeavour and asked 
them for the basis of this Linda Goodmanish 
piece of speculative fiction. Oh sir, I was told, 
we took the CAGR and assumed a conservative 
1% market share in each segment and adjusted 
for inflation after taking into account Gartner | 
market size estimates... blah blah... and more 
gobbledegook was delivered to me with a | 
straight face and, worryingly, a belief that this 
was the right way to doit. 

It tooka while for me to explain that no busi- 


beyond a year is an exercise in astrology. I was | 
then told that their teachers had asked them to 


It doesn't require a Ph.D. in management to 
know that you can't predict the future of a busi- 


year 1.” The only way to do an estimate, as any 


can reach and sell to and what price they'll pay, 
then working up from there. You might end up 
with 1% or 10% or 0.001% of the market — and 
that numberis anyway irrelevant. 
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Ismile thinking of the poor sods coding for- 
mulae in Excel; holding the mouse at the bot- 
tom right hand corner and stretching out the 


| Sheet, with rows magically filling in; believing 


that — voila! — they have a business plan. How 
surprised they'll be when they start their own 
business and find out nothing works like this. 

Even if you aren't going to run a business, 
believing blindly in numbers is fatal. You will 
neverhave enough data in the real world to take 
a decision based on numbers. You will have to 
understand and trust people and your gut to 
make а call — and numbers won't help. 

The big step for them seemed to be when | 
said that the market estimates referred to 
(Rs 12,000 crore by 2012, etc.) were amusing ex- 
ercises in bovine excreta, and that no consult- 
ing or research house in history had ever made 
any prediction that turned out to be right. It's no 
surprise that these are typically churned out by, 
you guessed it, newly-hired grads moonlight- 
ing as Excel jockeys; and that apart from a few 
research-report buying clients and journalists, 
nobody really believes any of that tripe. 

Repeat after me: no one—not evensome fi- 
rangi consulting house where everyone wears 
expensive suits and speaks in clipped accents 
— can ever predict the future size or shape of 
any business sector. Every time you hear some 
amazingly bullish number about the future, 
apply this simple thumb rule: ifit was so cer- 
tain, why is the report-writer still sitting in office 
earning some relatively piddly salary when he 
can be out there earning those thousands of 
crores (or 1% of that amount in year 1)? 

Businesses don't magically conform to 
numbers sketched out on a spreadsheet. Busi- 
nesses are about people. Revenues come from 
the efforts of humans — sales and marketing 
people. Growth comes from customer referrals. 
Again people. Costs are borne on people. 

Understanding the integration and differ- 
entiation of people — and not numbers — is 
what makes for successful businesses. Can we 
figure that out? = 


Hostile takeov 
p 
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Young guns, 
safe ШЕ 


AM talking management trainees or 

junior executives here. Yeah, the 

bottom-rungees. Hanging around 
big things, not in big things like annual 
plan presentations, strategy games and 
other such exclusive-sounding stuff (the 
operative word here, pal, is ‘sounding’ 
— you'll do well to remember that). 
They're mostly seen running around, 
fetching things or copying things. 

Okay, okay, life isn't all that bad for 
them. I am exaggerating a bit here to 
make a point, which you'll see soon 
enough. Put aside the impatient-whiz 
hat — “skip the build-up and tell me 
your conclusion; you have three min- 


utes" Sit back and listen carefully. This is | 


for a good cause. That too you will see 
soon enough. 


Right, we were on the bottom- | 


rungees. The PYT (pretty young thing) 
who wears sassy tops over high heels 
and chic boot-cut pants, the dude who 
is forever catching up on the cricket 
ticker he’s downloaded onto his desk- 
top, that intense-looking young lady 
mostly heard and heard of for her hys- 
terically-loud laughter and offbeat col- 
lection of rings... and others like them... 

are possibly the sharpest brains in 
the company. 

This companies either don't fully see 
or have partly forgotten. Of course, 





asterix and next to it, 'Don't bore me 
while you're at it. 

'Don't bore me' is crucial. It deter- 
mines whether the presenter lives or 
not. You may be a genius ‘discovered’, 
but if you bore them you're off their 
radar. Put simply, their view of the pre- 
senter is binary. Either you're boring or 
you're not. I have heard countless exam- 
| ples of this binary view in tales bottom- 
rungees have related. Brilliant people — 
the who's who, with résumés that read 
like menus of gourmet success from dif- 
ferent continents — still get seen as (at 
best) brilliant bores! To their audience, 
group of bottom-rungees are some of | they're just another ignored cold cut. 
the toughest to make. They know it all, | Ouch! This 'binary knife' — 'boring or 
and they're freshly minted. That makes | not'—theywield with relish. Ifbottom- 
them double-scoop know-it- rungees say a presentation was 
alls. There is a big, in- sharp, you can be sure it 
visible-ink placard was atleast great. A handy 
hanging above their thumb rule for sharp- 
heads that reads: "Tell ness, huh? 
me something I don't Effortlessly in- 


"they're all hired for attitude and trained 
for skill". So, somewhere, the company 
know that its trainees have it. 

But along the twisted bylanes of 
corpo life, corpos forget. So here I 
am with my good cause, like a knight on 
a charger coming out of the mist, to | 
make you see this reality, or see it more 
clearly than before. It's the reality of 
how razor sharp and effortlessly in- 
sightful gangling young dudes and PYTs 
really are. 

The razor sharp bit first. The ulti- 
mate test of this is in presenting to them. 
We all know that presentations to a 


















already know’. sightful — let's 
There's a tiny aster- talk about that. Pi- 
isk marked on it too, casso said it best 


when he said that 
it took him a life- 
time to learn to 
paint like a child. 
The wisdom of his 
words strikes me 
every time I sitinon 
a presentation by 
trainees. 
Often, the 


like in the ‘condi- 
tions apply’ mes- 
sages we so com- 
monly see. (The 
asterisk bit is the most 
dangerous of any mes- 
sage, trust me.) 
So let's zoom 
in. Zooming in... 
And there's the 
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bottom-rungees are asked to present at 
one of these overnight workshops 
where they are assigned a project or a 
case to ‘crack’. Multi-functional teams, 
all freshers, many highly opinionated, 
some still uncomfortable with each 
other, most hazy about the 
project objective, locked 
together in a room, hurtling 
towards a_ presentation 
deadline. Doesn't look like a formula for 
insightful work. But it most often is. 

The outcome is instinctive, raw, and 
spot-on. You can feel it. It hits you on the 
face. It is bull’s-eye material. Just one 
case in point (and I've heard of more 
than one) — a trainee presentation, 
cooked overnight, recommended ex- 
actly what a multi-country regional 
team of heavies had suggested after 
three months of meetings. 

I happily rest my case... in the very 
safe hands of young guns, Today, heck, 
any day! 


Smart casual: 
still figuring it out? 


.O.S. time! It isn't quarterly bud- 
S gets, it isn't revised budgets; it isn't 

big business pitches. It isn't even 
annual evaluations. It is officially S.O.S. 
time when it is smart casual time. Yes, 
what gets most people into a tizz is that 
charmingly contradictory pair of words: 
smart casual. With a silent 'and' be- 
tween them. Meaning, you have to be 
dressed in garb that makes you at once 
look smart arid casual. 

Sounds easy. Yeah, no arguments 
with that. It does sound easy. As in we're 
a bunch of dudes and babes just hang- 
ing out together, achieving a CAGR 
(compounded annual growth rate) 
of 56% with our respective left hands. 
Yo! We're so smart and so casual. So 
please dress down at our do. Just be 
smart casual, you know. 

Itsounds good too. I must confess, it 



















sounds good. I mean how can anything 
like ‘smart casual’ sound off colour? It is 
so invitingly offbeat. It's laid-back. It's | 
short and sweet. It is the opposite of | 
‘corporate’. It's as‘in’ as'in' can be. 

It even feels good. It feels good to be 
invited to a do where everyone is going 
to be smart and casual. Yeah, smart ca- | 
sual hasa feel-good factorgoingforit.Its | 
rub-off effect lasts for the whole week | 
before the event. There is a spring in 


| your step from the moment you receive 


an invitation where the dress code airily 


| announces: smart casual. 





Those words aren't just words on an 
invitation. Read between the lines. They 
tell you something about yourself. 
When you look in the mirror, guess 
who do you see. A smart casual being. 
Women flick those curls off their faces 
with an added flair just before they 
flounce out of the rest room. Men check | 
their sideburns in the elevator mirror | 
with that indulgent veneer fora few sec- | 
onds longer before stepping out of it. | 
Hey killer whale, so smart, so casual! You 
hear them gush wordlessly at their re- | 
flection. Yes, it's official... people invited | 
to smart casual dos have that certain | 
look. Like they know where they are go- 
ing next Friday. Like they know where 
they are going in life, period. Feels good, 
you bet. This is beyond feel-good. It is 
luminous. And it shows. 

But, keeping it strictly between us 
bright sparks, haven't you noticed that | 
the feel-good factor dims alarmingly 


THE OTHER VIEW 


about two hours before you're supposed 
to leave for the do? And it does the dis- 
appearing act about an hour before de- 
parture. Kaput. Vanish. Finito. Feel- 
good factor? Goa. Go-aaaaah. Gone. 
The departure routine never varies. 
Smart casual being arrives in front of 
wardrobe to pull out 'any old thing' to 
toss over his or her self. Discovers any 
old thingis exactly that. Any (does- 
n't match with anything else in 
the cupboard). Old (faded, 
fraying, torn, left-over holi 
colours from 1995). Thing 
(so badly out of shape, could be mis- 

taken for a pillowcase). 
A truth of life stares back. In the face. 





| Either the attire you own is smart — it's 


one of, or a combination of, the follow- 
ing: formal black, gold embroidered, 
tight fitting, wool, and leather. Or itis ca- 
sual — one of or a combination of 
denim, lycra, yellow stripes, batik, and 
canvas. And that explains the strange 
dress code you actually see at the party a 
few hours later. 

Best described as half smart, half ca- 
sual. More precisely, top half casual, 
bottom half smart. E.g., white t-shirt 
with collar and half sleeves over pleated 
grey trousers. Gawd (to put it mildly)! By 
the way, did I mention ‘e.g.’ is pro- 
nounced as eeee-geee? I know we all 
grew up pronouncing e.g. as 'for exam- 
ple, but in the corporate world there is a 
smart casual cut to that now — eeee- 
geee. But I digress. To move swiftly on to 
my recommended action point, can the 
fashion week divas take on the corpo- 
rate smart casual cause? Can they help 
us figure out this dress code? Bright 
tops, printed shirts, khakhis, ethnic 
wear, footwear, the works... 

I'm sending outa morse code on this 
dress code: S.O.S.! a 





The author is in account planning at 
JWT, Mumbai. The views expressed in 
this article are her own and not 
necessarily those of her organisation. 


On bright young management trainees 
and the ins and outs of smart casual 
dressing.By Shaziya Khan 
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ADVERTISING 


The truth about 
celebrity ads оше 


Truth 1 


LOVED THE FACE, 
FORGOT THE BRAND 


Over 80% of the people who remember 
seeing Amitabh Bachchan in a paint ad 
thought it was for Asian Paints. 
Did we hear the marketing 
man at Nerolac cry? 









More than 32% of the 
people who saw 

.»., Aamir Khan in a cola 
“ ad thought he was 
endorsing Pepsi 


Truth 3 


NO CELEBRITY? 
NO PROBLEM 


The Hutch ad did a better 
job of building a brand than 
Coke. An ad without celebri- 
ties has as good a chance of 
working as one with them! 





Research study 

that shows Amitabh 
Bachchan and 
Saurav Ganguly may 
not be your best 
salesmen 


Truth 2 


ANOTHER 
STATE, 
ANOTHER 
STAR 










Aishwarya Rai is 
the celebrity with 
the highest recall 
down South; Shah 
Rukh Khan has lit- 
tle appeal there 


Geographical dispersion: Delhi, Mumbai, Chennai, 
Kolkata, Meerut, Bardhaman, Nasik and Coimbatore 


12 focus group discussions in four metros 
6 expert interviews with advertisers using 
celebrities 
8 expert interviews with ad agencies using 
celebrities 


Survey of 480 respondents in 4 cities 


Survey of 3,372 respondents in 8 cities 


Illustration: ANTHONY LAWRENCE & ANAND SINHA 
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* Training Programs for the Industry * Global 
Placement Opportunity * Biggest Bioinformatics 
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* Industry Diploma in Drug Design & Patenting 
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BIOINFORMATICS INSTITUTE OF INDIA 


B-15, Sector-3, Noida - 201 301 (U.P.) Tel.: 0120 - 2442815/16, Mobile: 9810535368 e-mail: info@bioinformaticscentre.org 
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S. Mukherji 
MD, ICICI Securities 


IAM reading a book called LORDS 
OFTHERIM by Sterling Seagraves. It 
is about overseas Chinese. There are 
currently 55 million overseas Chi- 
nese, most of whom reside in the Pa- 
cific Rim. Between them, they control 
assets worth $2 trillion. For the large 
part, they remain low profile and in- 
visible, yet they are highly networked. 
This book contains a very graphic de- 
scription ofthe history of these peo- 
ple over the years, their ethos and 
their work culture. I prefer reading 
non-fiction books to fiction. I gener- 
ally read biographies, and books 
about historical events and people. 
Occasionally, I browse through man- 
agement books as well. a 


ALERT 

Sun Tzu: Strategies for Selling 
by Gerald A. Michaelson with 
Steven W. Michaelson 

(Tata McGraw-Hill) 





CEOs swear by it. Jour- 
nalists liberally quote 
from it. And the authors 
of this book have made 
it a bankable franchise. 
Sun Tzu's classic The 
Art of War seems to 
lend itself to multiple 
interpretations. Team Michaelson 
has used it to bring out a series of 
books like Sun Tzu for Success 
and Sun Tzu: Strategies for Mar- 
keting. This book is the latest in 
the line. Though it uses a fanciful 
Justification for applying Sun Tzu's 
basic message to the art of sell- 
ing, it has its pluses. It distils the 
authors' experience in sales 
strategies into a good, reader- 
friendly primer for salesmen. ll 








R. GOPALAKRISHNAN 





MAGINE the year is 1954. That's 
50 years ago. You live in Bombay 
and need a suit. You have no 
choice but to get it stitched, so you 
visit Rajsi Brothers on Colaba 
Causeway (and, no doubt, other 
such stores). The shop salesman and 
resident tailor spend two hours with 
you, showing you pictures of the latest 
suit cuts published in imported maga- 
zines; they let you touch and feel vari- 
ous types of suit materials; they discuss | 
trial options, prices and delivery times. 

They work with you to create a suit that 

you feel good about at your price-value | 
equation and delivery time. Well, they 

have 'co-created unique value' with you | 
as a customer. | 

C.K. Prahalad and Venkat Ra- 
maswamy would argue 
that "value was embedded 
in the experiences co-cre- 
ated by you as an individ- 
ualin an experience envi- 
ronment that  Rajsi 
Brothers co-developed 
with уои", Since Rajsi 
Brothers will serve you 
well and place their label 
on the inside coat pocket, 
the authors would add: 
"Rajsi created a brand through 
individual-centred co-creation of expe- 
riences with your co-operation, rather 
than a Rajsi-centric staging of offering." 
If my friend CK reads this review, he will 
accuse me of over-simplifying his thesis 
and magnum opus. He would be right 
but only partly. Anyway, as a line man- 
ager for 35 years, my attempt has always 
been to simplify brilliant ideas! 

Before the Industrial Revolution and 
mass production, probably everything 
was co-created. Gradually, mass mar- 
keting and segmentation techniques 
traded off production economies for ag- 
gregated consumer segments. It 
reached a point where the company 
saw itself as the centre of the action. 
In its view, it had a set of competencies 
that it deployed (hopefully uniquely) 
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Т ИШ ЩТ 
value with Customers 


ос C.K. PRAHALAD = 


Co-create to 


to consumer groups. Individuals had 
to decide which consumer group 
they belonged to — urban, upper in- 
come, professional or rural, middle in- 
come or trading. 

Prahalad, a ‘non-traditional strategy 
researcher, and Ramaswamy, ‘an eclec- 
tic marketing scholar’ got together by 
accident. Both were concerned about 
the economic changes and uncertain- 
ties of the late 1990s and agreed that 
the extremes — the wild exuberance 
exemplified by dotcoms, and the con- 
stant fear of discontinuous change — 
were unjustified. 

They hypothesised that while mar- 
keting companies recognised that each 
person's need is unique, they felt com- 
pelled to average and aggregate con- 
sumers in the product creation process 

because they saw the 





THE FUTURE OF 
COMPETITION 
Co-creating Unique 
Value with 
Customers 


FUTURE 


By C.K. Prahalad & 
Venkat Ramaswamy 
Harvard Business 
School Press 


Pages price: Rs 495 


company at the centre 
of the trading universe. They found 
much empirical evidence that this 
would not be sustainable in the future. 
Why not put the consumer back at the 
centre and use a new set of tools to keep 
him or her at the centre? This would 
help co-creation of the product. 

So they argue, very correctly, that 
there are four building blocks for co-cre- 
ation, answering to the acronym DART. 
Dialogue means interactivity, deep en- 
gagement and a propensity to act on 
both sides: think of your interaction 
with the tailor at Rajsi Brothers. Access 
means the consumer opportunity to ex- 
perience the likely product without ac- 
tually owning it: draping the suit mater- 
ial around yourself, trying on someone 
else's trouser but made of the desired 





stay ahead 


fabric, seeing pictures in the magazine, 
etc. Risk assessment is the trade-off be- 
tween benefits and risks: Rajsi can give 
the suit within 48 hours but charges 
Rs 250 more than Lilarams down the 
causeway. Transparency is the reduction 
of information asymmetry: Rajsi tells 
you upfront that he is charging Rs 90 
more for a silk lining, but a cotton lining 
could come for Rs 40. Thus, DART en- 
courages not only knowledge sharing 
but also a new level of understanding 
between companies and consumers. 

By now, I can imagine the reader 
thinking that all this is fine for the cor- 
ner-shop tailor; what about large com- 
panies? The book has examples from 
several domains to show howto shift the 
thinking, build the infrastructure to 
achieve a new paradigm, and how to 
transform the interaction with the con- 
sumer. For example, a tractor maker, 
John Deere, makes the farmer's life eas- 
ier and more productive by providing 
access to vital information through an 
interactive system. This is a major step 
towards accommodating a wide hetero- 
geneity of the farmer's experiences. 

In a nascent way, the Tata Kisan 
Kendra programme of Tata Chemicals 
and the e-choupal initiative of ITC are 
moving in the same direction. The John 
Deere case illustrates a system that is 
built around the farmer: “It champions 


my farm, my farming productivity, | 


EXCERPT 


ANY firms today are still in 

the product space. They fo- 
cus on the competencies avail- 
able to them within the firm, and 
they compete on the quality, 
cost and delivery of products 
and services. At the same time, 
many firms are rapidly develop- 
ing outside sources for compo- 
nents and subsystems, building 
global supply chains, and moving 
toward the solutions space. In 
the end, all firms will have to 
gravitate toward the experience 
co-creation space. The question 
is — how fast? 


C.K. PRAHALAD, co- 
author of the landmark 
bestseller Competing 
for the Future, is pro- 
fessor of business 
administration at the 
University of Michigan 
Business School 





VENKAT RAMASWAMY 
is the fellow of 
electronic business 
and professor of 
marketing at the 
University of Michigan 
Business School 









and my unique experiences." 

Another example is Medtronic’s 
Carelink system. The company is a 
world leader in cardiac rhythm manage- 
ment that seeks to offer lifelong solu- 
tions for patients with chronic heart dis- 
ease. The relationship need not stop 
with the cardiac device alone. The 
Medtronic technology platform can 
support a wide range of devices and re- 
mote monitoring/diagnostic systems, 
potentially for monitoring blood sugar 
readings, blood pressure, etc. 

The Future of Competition has valid 
ideas for the future. It is not as easy a 
read as Competing for the Future (by 
Gary Hamel and Prahalad), butis no less 
valid. Five years ago, Bernd Schmitt 
wrote Experiential Marketing to under- 
score the importance of consumer ex- 
periences. In the US, cook-it-yourself 
restaurants are booming as diners dis- 
cover it is fun to play with food because 
they want “to add the eggs and stir the 
bowl to get just a bit involved”. L'Oreal is 
transforming itself from a French com- 
pany focussed on white women into a 
global titan whose skin, hair and cos- 
metic products are tailored to con- 
sumers from Dallas to Delhi. 

There is something happening out 
there for sure, and Prahalad and Ra- 
maswamy have a message for those 
who want to listen. B 





R. Gopalakrishnan is executive director, 
Tata Sons. He can be reached at 
gopal. gopalakrishnan@tata.com. 
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SELECTION 


The Clarke 
Files 


| 
I 
M 

OU have probably watched this 

most famous of whistle-blowers 
on CNN recently. Richard Clarke, the 
former counter-terrorism lynchpin 
for both Bill Clinton and George i 
W. Bush, appears to be the one per- | 
son who knows more about Osama 
bin Laden and Al Qaeda than anyone 
else. Clarke served seven presidents 
and worked in the White House for 
more than two decades until he re- 
signed in March 2003. 

And he is clearly a master of tim- 
ing. His memoir AGAINST ALL ENE- 
MIES — Inside America’s War on Ter- 
ror (published by Free Press) was | 
released just as he made his drama- 
tic testimony to the | 
commission investi- i 


gating the 11 Sep- | А ga 1 n 


tember attacks and 


was featured on the A l Imide 
60 Minutes show. 1 Americas үр, 
As the public 9n Terror 


furore builds up, it 
is almost certain 


the book will be 

snapped up by І 

ап America that | Richard 4 су 
believes the 

government is in no position 

to handle the terrorist threat. 


Clarke's contention is that from | 
the moment the Bush team took of- i 
fice and decided to retain him аѕ ће | 
counter-terrorism czar, he tried to | 
persuade them to take Al Qaeda as | 
seriously as had Clinton. For months, | 
he was denied the opportunity to | 
make his case to Bush. He encoun- | 
tered key officials who seemed to 
have never heard of Al Qaeda and 
who focussed only on Iraq. They 
even advocated long-discredited 
conspiracy theories about Saddam's 
role in previous attacks on the US. 

Since he was running the Situa- 
tion Room — described here for the 
first time — Clarke must know why 
the US failed to prevent the attacks 
and what happened in the days that 
followed. He must know whether 
Iraq was a terrorist threat to the US, 
and whether there were hidden costs 
to invading that country. Forget the 
conspiracy theories, here's an ‘offi- 
cial' indictment of the current | 
administration. a | 
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S government has come under the control 
of sectarian and self-serving politicians, 
the higher courts have had to reach 
beyond their role as dispensers of justice 


and become guardians of administrative | 


standards. In this role they have entered areas that are tra- 
ditionally the concern of governments, and intervened 


in issues that should have been resolved in democratic | 
fora. They have done so as protectors of the Constitution | 
and of the rights it confers upon citizens. The people, | 


increasingly at the mercy of an arbitrary and partisan 


state, value and laud the courts’ interventions. However, | 


there is a danger that in protecting citizens or their rights, 
courts might venture far beyond the limits of law and 
justice: Moved by the kudos 
that popular verdicts can bring 
them, they could raise to law 
whatis personal predilection. 
The clearest example of this 
has been in the environmental 
activism of our courts, espe- 


The Supreme Court's 
verdict in the recent cricket 
telecast case is difficult 
to understand 


“On justice & economics 


Even more mystifying have been its verdicts on educa- 
tion. Its judgements have been misconceived in at least 
three ways. First, it believes in price control in education: 
fees should cover only costs, and not allow any profits. No 
one who has grown up in this country should need to be 
educated in the defects of price control. Food grains, steel, 
oil, sugar and many other controlled commodities have 
left behind horror stories: dilution of quality, under-the- 
counter payments, dual markets, shortages — as if we 
have not had enough of these perfectly avoidable evils, 
the Supreme Court now wants to repeat them in educa- 
tion. Second, it believes in bureaucratisation: it has asked 
state governments to set up boards to police colleges. 
Even atits best, bureaucracy introduces delays and inflex- 
ibility, and will inhibit innova- 
tion. And bureaucracy is not at 
its best in our country. Ram 
Naik replaced central alloca- 
tion of petrol pumps by district 
boards, and multiplied corrup- 
tion. Thereis no reason that the 





cially of the Supreme Court. 
That activism owed much to a 
coincidence of activist non- 
governmental organisations 
and sympathetic judges; it has 
largely receded from public 
memory. In more recent times, 
the Supreme Court has en- 
tered another activist phase. 
Unlike in previous episodes, 
the current activism has not 
been inspired by evangelism 
on a narrow front. Some of it 
has been in the cause of good government, and has won 
considerable public support. In Gujarat, the Supreme 
Court has been the only force in support of the rule of law 
and has stood against the subversion of government by 
communal forces. 

But if it has been bold in protecting citizens against 
state-abetted communal violence, it has been bolder in 
handing out verdicts that go against common logic. One 


of the difficult-to-understand verdicts was in the context | 


of the government servants' strike in Tamil Nadu. The 
right to strike has characterised all democracies. Many 
governments have placed restrictions on it. So had the 
government of Tamil Nadu, and the question before the 
Supreme Court was simple: were its restrictions consis- 
tent with the Constitution and the law? Its obiter dictum 
that workers had no legal, moral or fundamental right to 
strike was probably unnecessary: clearly there must be a 
right to strike in a democracy, however the government 
and the courts may like to qualify it. 





Supreme Court's boards will do 
better. It should ask Arun Sho- 
urie for a treatise on how 
bureaucrats love to obstruct 
and delay. 

Finally, the Supreme Court 
believes in subsidies even for 
those students who are going 
to get very rich. The apex court 
only has to review the numer- 
ous cases of corruption against 
officials of the Food Corpora- 
tion of India, which is the 
biggest handler of subsidies in the country, to see what 
dire effects subsidies have. 

The verdict on Doordarshan' access to television 
broadcasts of Indo-Pak cricket matches is the most mys- 
terious of all. Here was a commercial channel, albeit 


| owned by the government, which made a decision not to 


bid for Pakistani broadcasting rights, and another, foreign 
one, bought them. Suddenly the value of those rights sky- 
rocketed because India decided to play in Pakistan. The 
Board of Control for Cricket in India could have captured 
some of those gains; it did not. The broadcasts were not 
denied to Indians; they were available through Ten Sports. 
Doordarshan decided it did not make commercial sense 
to buy rights for the series alone. The Supreme Court 
came to its rescue and gave it those rights at a lower price 
still to be determined. This decision may be patriotic; cer- 
tainly it was popular. But it goes against the law of free, 
voluntary, enforceable contracts. It is a decision the 


| Supreme Court mighthavedonebetternottotake. Ж 
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Fire started 8.03 an 
Firemen reached 8.12 am (9 n 
They stopped blaze 
But couldn't prevent damage to propert 
estimated at 48 lakhs 

How not to lose The money, however, was recovered 

48 | kh Н 9 : Through United India's 

а 5 In minutes. STANDARD FIRE AND SPECIAL PERILS Policy 

The Policy covers dwellings, offices 
etc. and contents agains! material damage 
fire, explosions, implosions, leakages, cyclones 


lightning, floods, landslides and malicious acts 


Get a Policy today 
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UNITEDINDIA 


UNITED INDIA INSURANCE CO. LTD. 


At United /ndia, it is always U before / 
Registered & Head Office ; 24, Whites Road, Chennai- 600 014 





"Insurance is the subject matter of solicitation 
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Industrial Revolution French Revolution Russian Revolution Green Revolution 


Fashion capitals around the 
world will soon be having 
Revolutions. Beginning with the 
inauguration of the first 
Revolutions store by today's most 
sought after style icons at a 
fashion razzmatazz on April 2 at 
Inorbit in Mallad, Mumbai. There's 
more to follow. Over the next two 
months, Revolutions stores are 
coming up at Spencer Plaza in 
Chennai, Forum іп Kolkata, 
Prasad Mall in Hyderabad, and 
CR2 in Nariman Point, South 
Mumbai. We are sure you'll savor 
this freedom from the usual. 
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The rise & rise 
of the 


A time to celebrate? Or worry? 
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He-leadssthe-way 
LOOK 


Anti-crease, all-day cotton shirts from the Confidence collection, wor 
wrinkle-free, Business Classic trousers. That's the look that inspires гез] 
From John Miller - a range of contemporary shirts and trousers style 


executives who are trailblazers 


EXECUTIVE ATTIRE BY 


JOHN MILLER 
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To grow a new market, you 


In emerging markets, there's 
potential for investment 
growth in everything from 
flowers to mobile phones. 


Actis, the new investment 
management company created 
from CDC, is uniquely placed 
to help investors benefit. 


We're a leading independent 
private equity investor in 
emerging markets. 


Our people have a reputation 
for pioneering new thinking 
to stimulate private sector 
growth. 


For example, we led the 
privatisation of Punjab 
Tractors, the first deal of its 
kind in India to be backed by 
private equity. 

And in Africa, where fixed 
phone lines are unreliable, we 


saw the potential of Celtel, 
which is now Africa's leading 
mobile phone group. 


Leaps like these, however, 
don't happen Бу accident. 


They happen because our 
people are there on the 
ground, deeply involved with 
companies, countries and 
cultures. 


We're there working closely 
with the companies we invest 
in, providing strategic advice 
and helping them win business. 


They find our presence 
reassuring. And so do our 
investors. 


To discover how we have 
generated success both for 
investors and investees, visit 
www.act.is 
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О The other day I bought two 
pyjamas from a stall in Noida for 
Rs 75 each — very cheap. The 
shopkeeper told me: “Do not 
worry sir, these are export 
surplus so they are cheap.” 
After one wash I found that the 
string tore and a cut appeared in one of them. 
Then I looked at the tabs, and found that the pyjama which was still 
good was from China. Quality control in domestic apparel 
manufacturing is still poor. 

If India is to get more textile exports, then quality must be built. 
Since labour involvement is high, workers must be trained extensively 
and regularly, as well as motivated to reach high levels of quality. 


1.R.Sharma, via email 


uU MM MEM ML ERES 


IN TERRA QUOTA 

It is not only China that threatens 
India's share of the textile market 
("Dressing Up For The Party', BW, 5 
April), but countries like Pakistan as 
well, where the dollar is pegged to 

the Pakistani rupee at a fixed rate. 
India does well in quota markets only 
after the quotas of other countries 
have been exhausted. The industry 
has problems: availability of raw 
material at fixed prices the year round, 
power cuts and strikes. Unless we 
build a sound infrastructure, our 
hopes for textile exports will only be 
utopian dreams. 


S. Nagaratnam, via email 


I feel that cable is broadband's way 
forward. The cable broadband's fruits of 
success will be divided among the 
masses, rather than being concentrated 
ina few hands. Plus, collaborating with 
cable operators is the fastest way for- 
ward and also possibly the cheapest. I 
hope the Telecom Regulatory Authority 
| of India (Trai) is not going to play dogin 
the manger and favour the big telecom 
operators who would grab this 
| lucrative pie. 

Shreerang, posted on BW website 





WHAT'S IN A NAME 
Have Indian institutes become the fief- 
dom of the HRD ministry (‘The Future 
Of IIMs’, BW, 1 March)? In one instance, 
BROADBAND ON CABLE | an Indian institute was renamed to 
Brilliant article — comprehensive and quench the BJP’s political thirst. 
backed with data. (‘What Will Kickstart On Atal Bihari Vajpayee's birthday 
Broadband?" BW, 5 April) Afterthe mo- | on25 December 2002, the Indian Insti- 
bile wireless revolution, it is certainly tute of Information Technology and 
now the time of broadband, particu- | Management (IIITM) was renamed by 
larly considering the phenomenal Ko- | the HRD ministry as Atal Bihari Vaj- 
rean success story. payee — Indian Institute of Informa- 
tion Technology and Management 
(ABV-IIITM), Gwalior. I am afraid to 
say that the vision of Pandit Jawa- 
harlal Nehru to set up great insti- 
tutes of national importance is be- 
ing jeopardised by politicisation. 
God! Please save my country. I 
wish the HRD ministry would let 

the Indian institutes do their job 

and focus more on primary 

education. 

Ullas Tharakan, via email 
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different thing. 
As an analyst, the only way you 
can defend yourself is by using a 
bottom-up approach, as well as us- 
ingatleast a semblance of intelli- 
gence in defending the drivers of 
your growth rates. This will help 
save you from people asking 
questions, and add more credi- 
bility to your crystal ball. 
Mukul, posted on BW website 


HANDS OFF IDFC 

Normally, all the FIs under the 
government only care for what is 
politically correct, which may or may 
not be correct otherwise ('A Good Idea 
Destroyed', BW, 5 April). Most of the 
FIs and banks earn through so-called 
safe investments (G-secs), and those 
who try to venture into their mandate, 
which is lending money, have to bear 
another fallout of political pressure: 


STRIKE A NEW PATH 
Ifthe industrialists are so concerned 


with government interference ("The Fu- 
ture Of IIMs’, BW, 1 March), why don't 
they quit en masse from the IIM boards 
and start grand new business schools 
with the best faculty? That is the only 
way to send a message. 

Arun Mehta, via email 


ANGRY ALUMNUS huge non-performing assets (NPAs). 
Itisa pity that time and effortsareused | So an institution like IDFC, which has 
to replay the HRD Ministry's views 80% of its income from operations 


(‘The Future Of IIMs', BW, 1 March). Let 
me introduce myself as an alumnus of 


and has zero NPAs, must be politically 
incorrect. Hence it must bear the 


IIM, Ahmedabad, from the 1969 batch. | expenses of being so. 

TheHRD ministry threatened that This government has always beaten 
IIMA can be asked to refund the its chest on the privatisation issue. Why 
amount oftuition fees collected in ex- is it doing the opposite this time? The 
cess of Rs 30,000 to the alumni who results of government interference into 


| FIs was shown in IDBI, IFCI and UTI, 
which are all nearly bankrupt. They still 
| haven't learnt their lesson. 

Ashu Munjal, via email 


have been charged more. If that can 
possibly be accepted, then IIMA may 
naturally be empowered to collect 
more from students who paid less for 
an IIMA education, especially from 
oldies like me. This thought makes me 
sleepless and irritated. I finished the 
course in 1969, and paid only Rs 7,500 
for two years. Will early batches be 
asked to shell out some Rs 50,000 or 
more to compensate IIMA? 


Swapna, via email 


MUCH TOO MUCH 

Today the status of our nation (‘All 
About Development?’, BW, 22 March) is 
— too much government and too little 





CREDIBLE CRYSTAL BALLS 
Forecasting is based only on present 
knowledge and things are never ceteris 
paribus ('Sorry, Wrong Numbers’, BW, 
12 April). Businesses need to plan and 
project. They use research and analysis 
to validate what they think the market 
should be like at point 'х' in the future. 
Their own internal funding and 
budgeting depends on that. If they are 
intelligent enough, they will be aware 
that numbers are just projections... 
translating them into reality is a totally 
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governance, too much law and too little 
order, too many policemen and too 
little policing, too much democracy 
and too little equality, too many 
schemes and too little monitoring, too 
many committees and too little com- 
mitment, too many reports and too 
little reporting, too many claims and 
too little truth, too many rivers and too 
little usage, too much education and 
too little knowledge, too much enforce- 
mentand too little discipline, too much 
investigation and too little action, too 
many gods and too little godliness, 
and...too much theory and too 


| little practicality. 


M. Krishnamurthy Rao, via email 


MONEY OR DREAMS? 
Iaman electrical engineering grad- 


| uate and am currently pursuing a 


masters of international business ('Life, 
Liberty and the Pursuit of Yuppieness', 
BW, 22 March). I read your article and 


| felt that some of my desires were 


reflected inside of it. Whenever my 
exams come, I think about how am I 
wasting my life to get some good marks 
so I can land up at a good job earning 
some money. Will my life just be about 
working 18-20 hours a day, seven days 
a week for the next 20-25 years and 
then retiring? 

Ihave an urge to do something 
unique and innovative, which no one 
has ever done before. I don't want to be 
remembered as a corporate manager, 
but as a contributor to mankind. But 
then I think about my parents who 
have spent lakhs of their hard-earned 
rupees to see me settled in life, and I 
think I should not venture on a double- 
edged path. Am I on the right track? 
Arun Srivastava, via email 


CORRIGENDUM 

In the issue dated 12 April 2004 of 
Businessworld magazine, a Business- 
world ad inadvertantly mentioned that 
itis the “fastest growing and highest 
selling magazine in the top 8 metros", 
whereas it should have been the "fastest 
growing and highest selling business 
magazine in the top 8 metros". We 
regret the error. 


Letters can also be sent to | 
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| : Big Blue Dials D 


ГЕТ; ? Could IBM's acquisition of Daksh 
| "i AN [2 eServices mark the end of the era of 
| * d Bee § =the independent BPO? It certainly 


- strengthens the convergence 
^ model, where IT services and BPO 
are within a single firm. 


1 4 Daksh's Sanjeev Agarwal 


16 Elections 2004 Old foes Jayalalithaa and 
Karunanidhi will clash yet again. But their allies are different. 


18 Channel Driver Rajat Sharma on his soon-to-be- 
launched 24-hour Hindi current affairs channel, India TV. 


Pharma Retail Chains Its the hot new thing. 
But is it a sustainable business? 
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Two years ago many IT 






Rupee 
On The 
Rampage 


The rupee has been soaring — up, up 
and away. It went above 45 to the dollar 
on 23 March, a level not seen since May 
2000. A week later, it was within kissing 
distance of 44. To everyone's surprise, 
the RBI chose to passively watch from 
the sidelines. Why? The rising rupee 
will certainly impact the economy as 
well as our export competitiveness. 

| So, isa strong rupee a reason to 

A celebrate or worry? 


The Ripple Effect 
The rise of the rupee is being reflected 
in the balance sheets of many Indian 
companies. With a strong currency 


,3 BPO: IT Service 
Firms Learn The Ropes 


service companies en- 
tered the BPO space. 
Today, just seven of their 
ventures survive. The sur- 
vivors are finally begin- 
ning to get their act to- 





gether. Is it too late? 

The entry of the MNCs will change the BPO battlefield 
ISRO The organisation's exciting new space projects 
could touch the lives of India's teeming millions in a big way. 


A look at the projects in the pipeline. 
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42 Bamboo Curtain 
The Middle Kingdom may 
be opening up, but do the 
Chinese citizens actually 
enjoy any real economic 
and human rights? 


+ A routine day at the 
Tiananmen Square 





VIDURA JANG BAHADUR 


52 Mobile Networks Global operators want to buy 
airtime wholesale from networks and sell it to retail cus- 
tomers. But will the regulator permit them? 


54 Legal Eagles Mergers and movements — all of a 
sudden there is a lot of churn in the corporate law circles in 
India. It was inevitable, but is it for the best? 





IN VOGUE 


ss Finding The Right 
Chemistry 


Challenging patents is a multi- 
million-dollar business. It takes 
legal expertise and cutting-edge 
R&D to do it. Most ofthe action 
inevitably happens behind 
closed doors in pharma compa- 
nies. A BWreporter becomes 
the proverbial fly on the wall to 
learn the art of chasing patents. 


62 Golf Putt your way into the boss’ good books. Lessons 
from the fairway on how to swing up the corporate ladder. 


64 Books Unravelling the mysteries of consumer behav- 
iour. And how not to write a business biography. 





COMMENT 
10 Ashok Desai Double-digit agricul- 


ture growth occurs less than once a decade. The 
\ chances of it occurring next year are almost zero. 


ARBOR MENTIS 
50 Subroto Bagchi The ability to 


forgive can give world leaders the power to 
move on and get out of no-win situations. 
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| apartin the rise of the rupee. In 


| hadn'tintervened firmly. 


| And that was the whole point. It 
| was almost a matter of faith for 





The Runaway Rupee 


OR much of the decade-and-a-half that I have 
been a business journalist, the term ‘appreciating 
rupee’ was an oxymoron on par with ‘accurate esti- 
mate’, ‘military intelligence’, ‘corporate planning’ 
and ‘conventional wisdom’ The rupee never ap- 


| preciated, period. Everybody knew that. The rupee only lost 


value. Some years, it merely fell a bit. Other years, it dropped 
steeply. The debate about the rupee always was whether it fell 
as much as it should have — or had the government artificially 
propped it up for whatever reason. 


Then, about a year-and-a half ago, currency followers started 
noticing a strange phenomenon. The rupee actually started 
hardening vis-à-vis the dollar. It was a slow, steady rise — but 
significant enough to take note of. BW carried a cover story, 
‘Super Rupee’ last May, pointing out that the rupee had appre- 
ciated almost 496 in the preced- 
ing year. Bountiful foreign ex- 
change reserves, exports, and a 
weakening dollar had all played 


Businessworld 


the article, we noted that the In- 
dian currency would have ap- 
preciated even more if the RBI 





anyone tracking the currency 
markets — traders, exporters, 
importers, business journalists — that the RBI would always 
step in to stabilise the rupee if it started rising too fast. 


Acouple of weeks ago, without any warning, the RBI suddenly 
stopped intervening — and the rupee started soaring. 


Why did the central bank suddenly change its policy regarding 
the rupee? Just how badly will the sharply rising rupee affect 
our export competitiveness? What will it mean for the overall 


| economy? And how comfortable is the government with a 


soaring rupee? Deputy editor Niranjan Rajadhyaksha ex- 
plores those questions in our cover story this issue. 


| Meanwhile, don't miss the fascinating story about how the 


Chinese government is trying to placate its citizens by “giving 
them more rights rather than more democracy". It's been writ- 
ten by our man in Beijing, Jehangir Pocha. Turn to page 42 for 
» 
` 


the story. 
rose” y 
PROSENJIT DATTA, EXECUTIVE EDITOR 
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Ashok V. Desai is 
consultant editor of 
The Telegraph 


Double- 
digit agri- 
culture 
growth 
Occurs 
less than 
once a 
decade... 
the 
chances 
ofit 
occuring 
next year 
are close 
to zero 





ashok v. desa 


An imperfect 





| 


| mouth. But the finance minister's is a high of- | 


| entirely avoid the dangers of light headedness. 





understanding 


NLIKE his amiable predecessor, | 
the finance minister is a man of | 
fewwords—atleastinpublic— | 
and hence gives himself fewer 
chances to put his foot in the | 


fice; itis impossible at such rarefied heights to 


Jaswant Singh did not avoid the dangers; in fact, 
hecourted them in a Business Lineinterview on 
the day following April Fool's Day. He expressed 
gratification at the 10.4 per cent growth in 
October-December 2003, and said: "When I 
had earlier said and the Prime Minister had | 
talked about eight per cent growth, it was 





| scoffed at. Now we have reached 10.4 per cent | 


| and we are asked if it is sustainable. We will at- | 





| some guidance to move his eye a bit further left 


tainan eight percent growth this year (2003-04) 

and continue on this path in the coming year." 
It cannot escape even the most melodious | 

poet that in the figures released by the Central 


| Statistical Office for the third quarter of 2003, 
| there are only three figures of double-digit 


growth: the GDP grew at 10.4 per cent, trade | 
and tourism output at 13.4 per cent and agri- | 
cultural output at 16.9 per cent. Unless one 
thinks that tourists going to kumbh melas 
caused the surge in growth, one would be dri- 
ven to conclude that it was the kharif crop last 
year that was behind the shining performance. 

Beyond this, the finance minister may need | 





and notice that last year, agricultural output de- | 
clined 9.8 per cent in the same quarter. After 
that, he may need a little bit of advanced arith- 
metic to work out that the kharif output in 2003 
was 2.5 per cent higher than two years before. 
Thus, agriculture is not shining, it has just re- 
covered from the previous year's disastrous col- 
lapse and crept up slightly. After that, he may 
need the help of a deputy assistant economic 
adviser to realise that if agricultural output 
grew 2.5 per cent, and everything else grew asit | 
did in the last quarter of 2003, overall growth | 
would slump to 4.8 per cent in 2004-05. Dou- | 
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ble-digit agricultural growth occurs less than 
once a decade, and then almost always after a 
bad year; the chances of it occurring next year 
are close to zero. Hence whatever may be the 
growth this year - and it looks now to be just 
over 8 per cent - next year's growth will almost 
certainly be less, probably substantially less. 

The counsel of the finance minister's advis- 
ers does not fall on entirely deaf ears, as may be 
seen from his awareness of the fact that the Ru- 
pee has not appreciated against the Euro or the 
Dinar. But that is a non sequitur, exchange rates 
are merely ratios at which currencies trade. If 
some go up, others will go down. The finance 
minister has to decide the overall direction of 
the exchange rate policy on the basis of what 
the economy needs, not by doing a bit of this 
and a bit of that. Mr Jaswant Singh said: "If you 
say that exports are negatively influenced be- 
cause of exchange rates, then imports are influ- 
encedin the reverse direction. So we should not 
take a hasty step." Just what might that mean? 
That imports will go up with appreciation and 
that is good? And if that is so good, why not 
bring down import duties instead? True, this fi- 
nance minister has a better record in duty re- 
duction than the previous one. But he still has 
far to go; he should concentrate on this. 

What should worry him is that in this shin- 
ing year, industry has become the lagging sec- 
tor. To date, both agricultural and services out- 
put have grown by about 8.7 per cent; industrial 
output has gone up only 6.6 per cent. And it is 
not just the rest of the Indian economy that 
industry has fallen behind. China's industry is 
leaping ahead of India; it is industrial growth 


| this government should be worried about. If it 


were, it would not take long to come to three 
conclusions: industry would grow much faster 
if, as in China, it could conquer world markets; 
second, no industry that receives 20 per cent 
protection at home is ever going to become 
internationally competitive; and finally, curr- 
ency appreciation is unequivocally bad for the 
industrial balance of payments. Е 
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IBM TAKES OVER DAKSH eSERVICES 


BPO wont be the same! 


F there was any doubt about the 
seriousness of MNCs to adopt the 
offshore model, it was removed 
early on 7 April. In an all-cash deal, 
IBM bought out the VC-funded four- 
year-old start-up Daksh eServices for an 
estimated $160 million-170 million. It 
was a surprise as talk of Daksh's IPO 
plans had been doing the rounds. But 
surely the investors and the founders 
thought otherwise. The deal is great for 
Subbarao Telidevara, partner, Actis (for- 
merly CDC), who, with Ashish Gupta of 


Tavant Technologies, were the initial in- | 


vestors. Sources said, Actis and Gupta 
have multiplied their invested capital 
five times. For Citi and General Atlantic 
Partners, the capital appreciation is 
threefold and twofold, respectively. 

The deal alters the competitive land- 
scape in BPO ata global level. “While the 
start-up game in the Indian BPO sector 
has been over for almost a year, this deal 
puts a definitive end to it," says Neeraj 
Bhargava, CEO, WNS Group, one of the 
largest BPO outfits that are still indepen- 
dent. With IBM now ina position to offer 
the entire suite of services from prod- 
ucts, to services, IT consulting, IT help- 


desk, call centres and email processing | 


(the last three after the Daksh buy) it 
emerges as a tremendous competitor 


"mi PATENTS 
Natco loses suit 


ATCO Pharmas suit in the Delhi 

High Court challenging the consti- 
tutional validity of the Patent (Amend- 
ment) Act, 2002, on the grant of exclu- 
sive marketing rights has been 
dismissed on the grounds of jurisdic- 
tion. Natco won't have to withdraw its 
product, Glivec, till the matter is re- 
solved in court, but it could consider the 
option of filing a special leave petition 
asking the Supreme Court to direct the 
division bench to hear the case in Delhi 
or Kolkata. Natco had filed the case con- 
testing the EMR granted to Novartis. Ш 


GINA S. KRISHNAN 


for the likes of EDS, Accenture, CSC and 
Affiliated Computer Services. Says Gart- 
ner India vice-president (research) Par- 
tha Iyengar: “IBM did not have the kind 
of edge that rival Accenture has in BPO 
delivery.” The deal will not have a major 
impact on Indian companies like In- 
fosys Technologies, Satyam Computer 
Services or Wipro because these com- 
panies are too small to bid for the pro- 
jects that IBM does. It also will 
not affect the large third party 
(independent) Indian BPO 
companies like WNS, 24X7, 
and EXL because these com- 
panies will actually gain. 
“Daksh was nimble. IBM is a 
large company and 
they won't bid for 
the small deals as 
its cost structure 
will be high. Ina 
sense, it will 
leave certain 
segments 
for the inde- 
pendents,” 
says Bhar- 
gava. Oth- 
ers even 
see an inte- 
gration risk. “A 


DILEEP PRAKASH 

























tough competitor has gone away. There 
will be integration issues. It will take 
time for the new arrangement to settle 
down,” says the CFO ofa rival firm. 

The Daksh deal shows that going 
public may not be the only way for In- 


| dian BPO companies. A good reason for 


this is that unlike IT services firms, once 
the darling of the stock markets, BPO 
firms have a longer sales cycle (about 
nine months compared to three 
months in IT services) and they 
also have sharp variations in their 
revenues in their early stage. Even 
Daksh with $55 million in 2002- 
03 and expected revenues of 
$100 million in 2003- 
04, would have 
had too volatile an 


Daksh's 
S. Agarwal: 
showing 
the way 





Sun, MS on talking terms now 


UN Microsystems and Microsoft 
, Corporation buried the hatchet 
week and decided to collab- 
orate on technology, ostensibly to 
make life easier for 95% of the world’s 


seamlessly. 
In India there are 450,000 or so 
software developers, half of them 
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working on Java, and their ranks are 
swelling by over 3096 every year. Over 
200,000 work on Microsoft applica- 
tions, and now "they could collaborate 
to offer Java applications on the .Net 
platform", says Ranjivjit Singh, director 
(marketing and business operations), 
Microsoft India. 

For instance, identity management 
system based on LDAP (Sun) and ac- 
tive directories (Microsoft) will be able 
to talk to each other. 

Also, together, Microsoft and Sun 
stand a better chance of catching up 


earnings profile for the markets’ liking. 
“A BPO company that has revenues of 
$250 million is the sort of outfit that 
should look at a listing. That's when the 
customer base is reasonably diversi- 
fied," says Bhargava. 

Financially the deal seems to be 
fairly priced. "At three times sales, IBM 
has managed to get a company that has 
gross margins of 25%. It is fair because 
Wipro bought Spectramind at 2.7 times 
sales and Spectramind was still to be- 
come profitable," says Pijush Sinha, as- 
sistant vice-president and a BPO sector 
expert at Avendus Advisors. 

Another analyst puts the price as 
"fair to high". The deal appears expen- 
Sive when one compares it to the ICICI 
Onesource acquisitions of FirstRing and 
Customer Asset, which were done at 1- 
1.5 times sales, but Daksh is different. It 
isa market leader, has a great manage- 
ment team that has executed ahead of 
targets, is profitable and is growing very 
fast. All these command a premium. 

If there is any negative fallout, it is 
that Daksh has a reasonably large busi- 
ness with Hewlett-Packard (H-P). It em- 
ploys 750 people to handle H-P's IT help 
desk work from the North American 
market. Says an analyst: "H-P may not 
wantits work to be handled by IBM and 
will pull out." But now with Big Blue on 
their side, surely snagging some other 
client to compensate for the loss of the 
H-P business, if at all, should not bea 
major problem. 

SHISHIR PRASAD & SHELLEY SINGH 











High-NPA banks 


. had to deposit 75% of the default 
. amount (pre-deposit) with the DRT _ 
before their cases could be heard. 
. That will not be needed апу more. 
_ Speaking with BW just after the 
court delivered its verdict, ICICI 
Kalpana Morparia said: “It is a vic- ; 
tory for the industry. Now with the na a 
_ Validity of the Act being upheld, borrowers have a great i 
an account is an NPA for 90 days, we provide 60 days for settle 
lution is reached, we can take over the assets to recover our dues. 


Net NPA as a % of 
advances (2002-03) 


Bank 

Dena Bank 

| Punjab and Sind Bank — 
Centurion Bank 

Bank of Punjab 


Allahabad Bank - 











TELECOM POLICY 


How broad is broadband? 


HE host of companies offering you ‘broadband’ Net connections will now 
| have to decide whether they can continue to claim to do so. The Telecom 
Regulatory Authority (Trai), which is putting the finishing touches to a 
broadband consultation paper, has reached a decision about defining the bench- 
mark speed of access at 256 kbps. The full paper, expected this month, will lay 
down the rules of the broadband economy in India and outline what needs to be 
done to wake it up. The benchmark speed was debated hotly at Trai. Committee 
members were divided over whether to go with the definition of'128 kbps either 
way’ or just'256 kbps’ The latter is an ambitious target since the access speed 
benchmark used by the US Federal Communications Commission is 200 kbps. 
Why all the fuss over the benchmark speed when the technology is evolving so 
fast? Generally, Internet connections with speeds that are five to 2,000 times higher 
than traditional Internet dial-up technologies are considered to be broadband. 
There are two reasons why a benchmark speed matters. One, it is relevant for 
creating tariffs by serving as a point of comparison. Two, it has an impact on the 
country’s teledensity numbers. From last year, the International Telecommunica- 
tions Union has also decided to look at Internet and broadband access to judge the 
access a country has to information and technology. This shows up in a rating cal- 
led the Digital Access Index, the last word on issues of the digital divide. 
If the bar is raised to 256 kbps from 128 kbps now, the number of people con- 
nected by such lines could come down to a third of the current number. ш 
RADHIKA DHAWAN 
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-— NEW report on global informa- 
а tion technology outsourcing by 
= Global Insight, a US-based think- 
=< tank, predicts that spending on 
=< global sourcing of computer soft- 
= . ware and services is expected to 
=< grow from approximately $10 billion 
=< in 2003 to $31 billion in 2008. 
= The study, which is sponsored 
= bythe IT Association of America, an 
=< industry lobby group, says that 
=< savings by American companies 
=~ from such outsourcing is expected 
=< to grow from $6.7 billion іп 2003 to 
=~ $20.9 billion in 2008. That is as 
=: high as 6.2% of expected total IT 
4 software and services spending by 
=< US corporations in 2008. 
== Thestudy acknowledges that IT 
>< outsourcing would lead to some 
e = unemployment of IT workers in the 
= US, but it says the benefits over the | 
= 4 next few years are expected to 
=~ outweigh the job losses. Ninety 
= thousand net new jobs are 
= 4 estimated to have been created in 
Ts 2003 in the US economy due to IT 
=~ outsourcing and by 2008, a total of 
=Í 317,000 jobs (in net terms) are 
= expected to be created. 

— & 
=s ж 

а= 
= © p ARUER this week, one of the 
- - financial papers reported initial 
< = projections made by the Union 
«© petroleum ministry that crude oil 
= imports into the country will grow 
2% byjust 4.7% in 2004-05 to 94 
«^ million tonnes. What is the impact 
pea Of that likely to be on the oil import 
_=% bill considering that crude oil prices 
= z are rising but the dollar is 
pA < weakening against the rupee? 
ost The US Energy Information 
= Administration, in a projection 
=_= made in early March expected 
- global crude oil prices to average 
=~ around $30 per barrel over the rest 
< < of the year. That means India could 
=< spend around $20.5 billion on 
6 crude oil imports this year 
a^ 


(excluding oil products). That's 


—— ! 





Wc IDEAS 


by Avinash Celestine 


higher than what the import bill is 
expected to be in 2003-04, but 
probably not by a particularly 
significant amount. 

What's the impact of the rupee 
going to be? Assuming the rupee 
trades against the dollar at an 
average of 42 for the rest of the 


| year, the oil import bill could be 


around Rs 86,000 crore for 2004- 
05. That's about a thousand crore 
more than what the import bill is 
likely to be in 2003-04. So it looks 
as if the rising rupee isn't going to 


| help reduce our oil import bill after 


all. Even if there is a reduction, it 
isn't likely to be substantial. What is 
more important is that the 
strengthening rupee will probably 
keep the bill from swelling much. 


P i 


HICH factor is likely to have 
the biggest impact on the 
public finances of developed 


| countries over the next couple of 








decades? It's demographics, says 
the rating agency Standard and 
Poor's. S&P says that ageing popu- 
lations are going to put immense 
pressure on the social security and 
the health systems of the 
developed world. So much so that 
the ratio of public debt to GDP for 
the average country is likely to rise 
to 139% of GDP by 2050 from 47% 
in 2010, unless those countries 
reform their public finances quickly. 
Among the countries studied by 
S&P Japan stands out — its debt to 
GDP ratio is set to increase to 
700% of GDP by 2050! 

China, too, is likely to face 


| pressure on its social security and 


public health system because of an 
ageing population, though it wasn't 
included in the study. According to 
UN population projections, the 


| proportion of the Chinese 
| population above the age of 60 is 


expected to rise to 30% by 2050 
from about 10% at present. E 
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BARISTA 
It's not just 
coffee on sale 


T has been a season of deals for the 
I maverick non-resident Indian busi- 

nessman C. Sivasankaran. Two out 
of his three deals this year have involved 
the Tatas. He started the year by selling 
his equity in Tamilnad Mercantile Bank 
to the Nadar community for Rs 130 
crore. Then he sold Dishnet DSL to Tata- 
owned VSNL for Rs 270 crore. Now he is 
about to acquire a controlling stake in 
Barista Coffee Company, the coffee re- 
tail chain owned by the Tatas and Amit- 
Judge controlled Turner Morrison 
group. Sivasankaran is buying 58% stake 
from Turner Morrison. The Tatas con- 
tinue to own 34.39% stake in the firm. 

As things stand, Barista is being val- 
ued at Rs 82 crore, say sources close to 





Sivasankaran sees star bucks here 


the deal. So that means Sivasankaran 
will need to fork out close to Rs 47 crore 
to acquire it. Barista will fit in with his ex- 
isting coffee vending business, Fresh & 
Honest, that supplies vending ma- 
chines and coffee beans to offices and 
institutions. The alliance with the Tatas 
ensures that Barista will remain fully in- 
tegrated — from the bean to the cup. 

In an effort to cater to the mass mar- 
ket, Barista cut prices, but failed. Says 
an analyst: “Barista needs to get back to 
the high ground of coffee that it was 
known for." It remains to be seen for 
how long Sivasankaran, who is a price 
player, will retain his interest in Barista. 
He is known to sell firms when he sees a 
good opportunity. With Starbucks seek- 
ingto enter India soon, will he strike the 
ultimate coffee deal? Stay tuned. п 
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for every mood. 
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The widest range of trouser fabrics in the widest price range - Rs. 185/- upto Rs. 2500/- per metre 





TAMIL NADU 


A regional affair 


Old foes clash again, but this time they have different allies 





T'S octogenarian DMK chief 
M. Karunanidhi' last hurrah and 
he's giving it all he's got. Setting 
the trend for what has become 
the norm these elections, he's 
made peace with old foes, cobbling to- 
gether the mother of all alliances to de- 
feat his arch-rival, AIADMK supremo J. 
Jayalalithaa. Karunanidhi has got on 
board the Congress, the MDMK, the 


PMK, the Left parties and the IUML. | 
Every claimant to the non-Jayalalithaa | 


vote, except the BJB is with him. Jay- 
alalithaa has been left with only two 
weapons — her own larger-than-life 
personality and the Vajpayee factor. 
Ironically, this do-or-die battle is un- 
likely to affect the contours of the next 
government at the Centre in any signifi- 
cant way. The two national parties, the 
BJP and the Congress, are junior part- 
ners in the rival alliances. The Congress 
has been allotted only 10 seats by the 


DMK and the party'sstateleadersareup | 


in arms, protesting that the bulk ofthem 
are losing seats. The BJP has fared worse. 
Jayalalithaa has left just seven seats for it 


and except for the three it holds at pre- | 


sent, the party is an also-ran in the rest. 
Thus, neither of the national parties 
has big stakes in the polls. As for the re- 
gional parties, their politics are so Tamil 
Nadu-centric that they can support any 





government at the Centre, no matter | 


what the ideological slant. There's only 
one condition: the DMK and the 


brand of anti-Brahminism and anti- 
Hindu orthodoxy, Jayalalithaa seems 
almost an anachronism with her tem- 
ple-building spree, her anti-conver- 
sion bill and her overt support to the 
Ram temple at Ayodhya. Yet, she seems 
to be striking a chord somewhere, just 
as the BJP has been carving out a niche, 
however small, for itself in select areas 
ofthe state. 

Stalin and Maran are unknown en- 
tities but they belong to another gener- 
ation. It's a generation for whom the 
anti-Brahmin struggle of the Dravidian 

movement has little meaning. How they 
will respond to Jayalalithaa's pro-Hin- 
dutva politics is not clear, but political 
pundits predict these two could take the 
DMK down a very different path, pro- 
vided of course, they 
have the astute- 
ness to hold the 
party together. 
The arithmetic 
is stacked up in 
Karunanidhi's favour. 
But will the alliance 
find the right chem- 
istry to make it work? 
There is widespread 
resentment among lo- 
cal Congress leaders at 





Foes turn friends: Vajpayee 

| with Jayalalithaa (left). 
Karunanidhi (centre) and 

| TNCC head G.K. Vasan (right) 


AIADMK cannot be on the same side. 
No wonder then the NDA is not too 
worried by Karunanidhi's dramatic exit 
from the government on the eve of elec- 
tions. Karunanidhi has been careful not 
to criticise Prime Minister Atal Bihari Va- 
jpayee. Reports suggest the DMK chief 
has secretly assured Vaj- 
payee that his party 
will support him af- 
ter the elections if 
the need arises. AX 
Despite their negli- 
gible impact on the 
colour of the next gov- 
ernment in New Delhi, 
the polls in Tamil Nadu 
are shaping up to be truly 




































interesting. This is proba- being  "duped" by 
bly the last round of old Karunanidhi into ac- 
style Dravidian politics cepting losing seats. 

and with the exit of The state unit is also 
Karunanidhi (he's ex- finding it difficult to 


come to terms with the 
fact that today, it is in al- 
liance with a party that 
they accused of shelter- 
ing Rajiv Gandhi's assas- 
sins. Thetensions are af- 
fecting the alliance. At 
the same time, their 
shared antipathy for 


pected to hand over the 
reins of the party to his 
son, Stalin, and grand- 
nephew, Dayanidhi 
Maran, after the polls), 
the scene in Tamil Nadu 
could dramatically alter 
in coming years. 

In a way, Jayalalithaa 





DMK Khazagam 
has set the trend with her AIADMK: Al india Anna бтм Jayalalithaa could make 
ultra-Hindutva brand of | гема Keen Karunanidhi's unwieldy 
politics. In a state domi- — pw MGR Anna Dravida Munnetra pre-pollpactwork. W 
nated by the Dravidian ARATI R. JERATH 
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SEBI DATABASE OF CAPITAL MARKET INTERMEDIARIES 


Poor attendance 








NASD is a self-regulatory organisation in the US. SEC oversees its 
working. NASD uses the database to provide information to market 


participants, investors and regulators. It regularly updates the action | P 


taken and pending matters against the persons in the database. 
People can do background checks. Those in the database have a- 
login and an all-purpose interface to communicate with NASD. 


HE Securities and Exchange 


more than 70,000 capital mar- 
ket-related intermediaries by 31 March 
2004 has missed the target by miles. By 6 
April, only 3,332 corporate bodies and 





| final hearing is expected on13 April. 
Board of India's (Sebi) grand | 
plan to create a database of | 


22,725 individuals had registered with | 


Sebi. Now the deadline has been ex- 
tended to 30 June. 
Companies, individuals and their 


Unique Identification Number (UIN) | 


But foreign players are more accus- 
tomed to detailed compliance require- 
ments. In the US, for instance, the NASD 
manages the Central Records Deposi- 
tory, where securities industry registra- 
tion is managed. Compared to its 20- 
page form, Sebi's four-pager is a breeze. 


| For NASD, finger-printing is mandatory; 
| so are details of residential history for 
| five years and employment history for 10 
relatives are required to register with the | 
market regulator. Sebi gives them a | 


which they have to use when undertak- | 
ing any capital market transaction so | 
that there will be a record of the people | 
involved in every single deal. JM Capital | 
CEO Krishnamurthy Vijayan says that | 


the database will give Sebi access to in- 


formation that might be useful in | 
investigating insider trading and other | 


malpractices. 


the registrations in the northern region, 


in the requisite forms. 
However, the Association of NSE 
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years. Details of involvement in any 
business in whatever capacity have to be 
also given. NASD even asks for details 
like "the number of hours you devote to 
the other business during securities 
trading hours..." 

But questions a vice-president at a 
Delhi-based AMC: "If Sebi wants to go 
overboard and get everybody's relatives 
registered, then why not people in the fi- 
nance ministry? They keep issuing state- 


; ments that cause the markets to swing.” 

People have not come forward in the | 
expected numbers as most consider it | 
unnecessary to register those not di- | 
rectly connected with the market. But | 
Alok Aggarwal; managing director of | 
Alankit Assignments, which is handling | 


For those who are concerned about 
how Sebi could use this information, 
read the fine print in the NASD form. It 
says: “I authorise the jurisdictions, SROs, 
and the designated entity to give any in- 
formation they may have concerning 


, me to any employer or prospective em- 
insists that many have come forth to fill : 


ployer, any federal, state or municipal 


| agency, or any other SRO...” That should 
; help people with clean records. Through 
Members of India (ANMI) has filed a _ 
case in the Delhi High Court and ob- | 
tained an interim order that exempts rel- 
atives not associated with the securities ' 
market from applying for the UIN. The | 


NASD, you can check the records of 
those managing your money — brokers, 
fund managers, dealers, et al. But will 
people register by the June deadline? W 

ASHISH AGGARWAL 





MEDIA 


HERE is an air of quiet 

confidence in media circles 
these days. And, it is showing in all 
the research hitting our tables. For 
starters there is the first media 
sector report of the year from Karvy 
Stock Broking. It has put buy 
recommendations on Balaji, TV 18, 
TV Today Network and even Zee 
Telefilms. The success of the TV 
Today ІРО, the positive news from 
advertising, and the hope of pay 
revenues (thanks to the appoint- 

ment of a regulator 

and the emergence 
of alternative 
platforms like DTH) 
is finally set to 









take broadcasting to another level, 
reckons the report. We agree. There 
are at least three more media IPOs 
in the waiting to cash in on the good 
news — NDTV (which is the 
smallest), UTV, Sony and, maybe, 
Sun. The last two have both bankers 
and analysts drooling. The estimated 
Rs 500-crore Sun Group enjoys a 
virtual monopoly in the four southem 
states, while Sony is sitting on the 
rights to the next World Cup. But, 
like the report says, the UTV IPO, 
when it happens, will set the 








benchmark for the rest of the media | 
| Kheterpal of Rabo Bank carries 


action this year. 
9 


ADIO too is booming, at least 

on the revenue front. According 
to Mindshare estimates, ad spends 
on radio grew 2596 from Rs 120 
crore in 2002 to Rs 150 crore in 
2003. That is great news for a 


ROOM 


business that has been stuck in the 
Rs 100-crore bracket for almost a 
decade now. Sure, radio 
broadcasters are complaining about 
the high licence fees that they have 
to pay every year, which keep costs 
high. But if the Telecom Regulatory 
Authority of India’s recommendation 
to defer licence fees goes through, 
this year should look even better. So 
can we have higher spends on 
variety programming instead of just 
plain vanilla film songs? 

© 


HILE on good news, there is 

loads of it from a category that 
everyone assumed was dead — cin- 
ema advertising. That has grown at a 
healthy 20% from Rs 10 crore to Rs 
12 crore in 2003, according to 
Mindshare numbers. Those 
numbers however do not reflect 
growth in related areas — in- 
cinema advertising, advertising 
in multiplexes, in-film place- 
ments, co-branding deals and so 
on. Put all that together and film 
advertising is now worth close to 
Rs 200 crore. Film companies, 
multiplex chains and even single- 


| screen theatres are rediscovering 


the pleasures of using advertising to 
mitigate the risks involved with the 
film business. Adlabs, for example, is 
banking on advertising for making 
money on both its small-town digital 
theatres and its multiplexes. No won- 
der the big boys of advertising and 
media — Leo Burnett, Mindshare 
and Lowe — have all got into the act. 


PEAKING of films, some 
topline data shared by Sunir 


worrying news. Of the 125 Hindi films 
in 2003, only 33 were financed 

by organised sources. IPO money, 
loans and private equity dominated 


| this very fragmented list. When 
| will the really large film companies 


wees ies pocos = "-— 2C втш тз гы 


emerge? М 
VANITA KOHLI-KHANDEKAR 


Cu ai erue gon - — 


BUSINESSWORLD 18 19 APRIL 2004 


zat 


INTERVIEW/RAJAT SHARMA 


‘For me this is 
amovement 


AT 45, Rajat Sharma packs a formidable 
24 years in journalism, half of them in 
TV. He has a reputation for making min- 
isters squirm on shows like Janta Ki 
Adalat. He is now launching India TV, a 
24-hour Hindi news channel. Can he 
succeed inan overcrowded market? In an 
exclusive chat with BW's Vanita Kohli- 
Khandekar Sharma spoke on his plans. 


ш On when and why a news channel? 
India TV will be launched on 20 May. 
From 13 April we will start testing the 
signals with three-hour election spe- 
cials titled Chunav Ki Baat. India TV will 
bean anchor-driven channel. Except 
for NDTV India, there is no other Hindi 
anchor-driven channel. ‘Rajat Sharma’ 
will be a channel driver. We will have five 
more anchors, not from existing chan- 
nels; we will create our own faces. We 
want to run a crusade against corrup- 
tion and other issues. We did that with 
shows like Aap Ki Adalat and Awaaz; ће 
programming on India TV will have the 
same flavour. 


ш On investment 

I cannot share all the numbers, but 
friends own 26% of the equity in my firm, 
Independent News Services. The rest is 
held by me. We have hired 300 people, 
with 100 more coming along and we 
have built a state-of-the-art 80,000 sq. ft 
broadcasting centre in Noida. 


ш On ad sales and distribution 
Sanjay Reddy, our ad sales head, is 
from Sony and Arun Poddar, our 
distribution head, is from 
ESPN. So the team has people 
with the rightexperience. W 




















e The National Readership Survey 
g The Audit Bureau of Circulation 


g 3,25,091 households and 13,44,000 readers 
who choose nothing less 


—.— NolinCaleutta. No.l inthe East. 





Source: ABC July-December 2003, NRS 2003 





GLENMARK PHARMACEUTICALS 


Learning 
to samba 


ID-SIZE Indian drugma- 

ker Glenmark Pharma- 

ceuticals has made its 

first overseas acquisition, 
in Brazil. Last week it bought Sao Paolo- 
based Laboratorios Klinger for $5.2mil- 
lion (Rs 23 crore). This gives Glenmark a 
foothold in the $7-billion Brazilian mar- 
ket and also the $17.4-billion (2003) 
Latin American market. Indian compa- 
nies like Dr Reddy's, Ranbaxy Laborato- 
ries and Strides Arcolabs entered this 
market some years ago. In 2000, Glen- 
mark had tried to do so through a mar- 
keting tie-up with Brazil's Haller, but the 
alliance did not deliver. 

Klinger is in the more profitable por- 
tion of the generics business in Brazil — 
branded generics. Its turnover is small 
with 2003 sales of $5.5 million and profit 
after tax of $750,000. But it ranks among 
the top 50 branded drug makers in 
Brazil, says Glenn Saldanha, managing 
director and CEO, Glenmark. 

Like India, Brazil could prove to be a 
tough market. Not all companies have 
had a smooth entry. Dr Reddy's entered 
with a basket of branded products but 
found intense competition from un- 
branded generics. It withdrew and re- 
entered last year with a basket of high- 
value, low-volume branded cancer drugs 
that are less likely to see competition 
from unbranded generics. It says this 
niche is working better for it. 

It's no surprise that the Rs 335-crore 
Glenmark chose LatAm to make its first 
foreign buy. It does not have the size or 


the resources to make meaningful ac- 
quisitions in developed markets like the 
US and Western Europe. In such mar- 
kets it sees partnership as the way for- 
ward — even if the market is shared, the 
opportunity is still big. Sharing a rela- 
tively smaller market like LatAm with 
partners may not make economic 
sense, feels Nimesh Chandan, pharma 
analyst at Strategic Capital Securities. 
Try this for size: just the US off-patent 
drugs market is as big as the total LatAm 
pharma market. 

All the same, a pharma company 
with global ambitions cannot afford to 
ignore LatAm, which, according to IMS 
Pharma, accounted for 4% of global 
pharma sales in 2003. And Brazil is the 
biggest market there. It is twice the size 
of the Indian market and growing at 
about the same rate of 8- 1096. It, too, is 
fragmented, with close to 100 players. 
And though product patents came to 
Brazil in the late nineties, the local 
generics industryis still very strong. Bra- 
| zil's Ache Labs is the largest branded 

generics firm. Most big Western pharma 
companies are present there too. 
Despite the competition, Saldanha 
is bullish. He says Glenmark sees BRIC 
(Brazil, Russia, India, China) as “excel- 
lent growth opportunities”. China is the 
only one of them Glenmark is yet to tap. 
With the help of Glenmark's prod- 
ucts, Saldanha sees Klinger growing 25% 
over the next three years, and paying 
| back Glenmark a bit before that. ta 
GAURI KAMATH 
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SANJIT KUNDU 


IDFC 


Back to 
business 
as usual 


FTER a week-long fracas, 

the dust is finally settling at 

Infrastructure Development 
Finance Corporation (IDFC). No- 
thing seems amiss in its plush 
office at Churchgate in Mumbai. 
Only the bulletin board in the lib- 
rary bears testimony that it was in 
the eye of a storm a few days ago. 
The latest clipping says: “IDFC in 
search of a new MD”, Even as you 
read this, the search is on. 

Three weeks ago, Nasser 
Munjee, along with four other se- 
nior members put in their papers 
to protest against the govem- 
ment's move to merge IDFC with 
the State Bank of India. When BW 
contacted the finance ministry, ad- 
ditional secretary Vinod Rai cate- 
gorically denied any intentions of 
merging the two entities. The gov- 
emment seems to have convinced 
everyone at IDFC of this too. “We 
have been assured by the govern- 
ment that it will not sell off the 
15% stake to SBI but will keep it 
with itself,” says an insider. 

Meanwhile the government 
has accepted Munjee’s 
resignation, but the others (А.К.Т. 
Chari, chief operating officer; Urjit 
Patel, chief policy advisor; LK. 
Narayan, chief risk officer; and 
Luis Miranda, chief executive 
officer of IDFC Asset Management 
Company) have reportedly 
withdrawn their resignations after 
assurances from the government. 
Chari, who has been deputed from 
Industrial Development Bank of 
India, will be in charge till a new 
head is identified. 

Whoever comes on board has 
a monumental task of making 
sure that IDFC gets projects off 
the ground, even as it keeps 
coming out with policy reports. W 

SUPRIYA KURANE 


HE retailing bug seems to 
have bitten the pharmaceuti- 
cal sector. Till mid-2003, there 
were about seven pharma re- 
tail chains, most of them regional. Since 
then, four new chains have come up. 
Both Rahul Chadha, managing director 
of SAK Consumer Services’ CRS-The 


Wellbeing Place, and Gautam Thadani, | 


who heads Global Healthline's 98.4 say 
they plan to take their chains national in 
three years. Almost on cue, Medicine 
Shoppe, which set up the first pharma 
retail chain in India four years ago, is 
scaling up rapidly. It plans to expand its 
chain from 49 to 100 stores. By Decem- 
ber, analysts see the number of outlets 
run by pharma chain stores crossing 250. 

Not a bad start, though 
like in other sectors, pharma 
retail chains still account for 
only 2% of the Rs 20,000- 
crore pharma retail market. 
But is there a viable business 
model here that other chains 
could use? After all, RPG Re- 
tail, one of the biggest chains 
in the country, has virtually 
reduced the contribution of 
pharma in its Health & Glow 
chain to just 10%. Says CEO 
Raghu Pillai: “We're looking at 
a large format with the focus 
on personal care and beauty 
products.” That's not entirely 


98.4 





Name of chain 


CRS - The 
Wellbeing 
Place 


Guardian 


Pill & Powder 









retail chain shop from a mom-and-pop | 


store as there's no product differentia- 
tion. And, pharma chains are still too 
small to bargain with manufacturers. 
That's why these early movers in In- 
dia have done the next best thing: they 


have junked large formats. Most shops | 


are of 500-700 sq. ft. According to retail 
consultant Asitava Sen: “Smaller stores 


Rush for 
retail 


Business model 


New players (since mid-2003) 


No. of stores + 
expansion plan 


would require an initial investment of 
Rs 25 lakh or so and could break even in 
6-8 months.” This way, chains find it 
easier to make the economics work as 
well as roll out more quickly. Now, to dif- 
ferentiate themselves from other mom- 
and-pop chemists, these chains have 
relied on value-added services. That 
means free home delivery, loyalty pro- 
grammes, free check-up camps for cus- 
tomers, and professionally trained staff. 

But does the formula help wean 
away customers from the local chemist? 
Says Global Healthlines Thadani: “Our 
research clearly indicated that people 
are wary of buying spurious drugs and 
believe that some kind of brand name 
would guard against this,” 

Of course, pharma retail 
chains would do well to take a 
leaf out of the books of dis- 
count stores like Subhiksha 
and hypermarkets like Giant. 








65:35, pharma and 
health to personal 
care 


5 (NCR) + 10 
(by end-2004) 






These formats have been able 
to deliver greater value 
through lower prices, which 





50:50 pharma to 
non-pharma 
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6 (NCR) + 50 
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in turn spurred growth and 
profits. Says Neeraj Garg, 
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50:50 pharma to 10 (NCR) vice-president (strategic mar- 
non-pharma + N.A. keting), Nicholas Piramal and 
50:50 pharma to | 6 (Bangalore) a former retail consultant: “It 
non-pharma | + М.А. will be some time before or- 


ganised pharma chains are a 
force to reckon with. Even if 
the stores expand by 50-100 





surprising. Even European Name of chain Business model ding + in a year, it won't bring them 
pharma retail chains like == E Dru it any economies of scale. Only 
Bootssella high proportion of ЕИ Pharma only, | 49 4 50 ifthey reach a critical mass of, 
beauty and health products. Shoppe franchisee based | (by end-2004) say, 500 can they force chan- 
That helps shore up margins. — - — ges in their supply chain, and 


The average in pharma at 
20% is thinner than the 30% 
or so in apparel. Also, it is not 
easy to distinguish a pharma 
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pass on price benefits to con- 
ё sumers.” That will be their 
2 biggest challenge. а 
2 IRSHAD DAFTARI 
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KSHAYA Bhargava remains 
completely unfazed when you 
ask him why his business isn't 
growing faster. “We are in no 
hurry to go anywhere,” says 
the managing director and 
CEO of Progeon, Infosys’ business 
process outsourcing (BPO) arm. 

You wonder why. After all, two years 
ago, when Infosys announced its inten- 
tions to get into the BPO business, 
everyone expected it to become one of 
the bigger players in the sector in no 
time. Infosys had signalled how serious | 
it was about the business by putting its 
biggest star at that time — Phaneesh 
Murthy — in charge of Progeon. And 
when Phaneesh Murthy had to leave the 
company, Infosys brought in Bhargava, 
ahot manager from Citibank. 

And yet, one year after Bhar- 
gava took charge, Progeon, 
with revenues of $4.8 


million, is still a 





pygmy in the | 











Their foray mto 


$3.5-billion BPO business. Standalone 
BPO company ICICI OneSource, which 
entered a few months after Progeon, is 
much bigger at 3,000-plus people (Prog- 
eon has around 1,900 people). Sure, Pro- 
geon has picked up some new clients in 
the past year, and has also broken even. 
But it seems to be contented with its 
slow pace of growth. 

You look around and you realise that 
Infosys/Progeon has some respectable 
company. The majority of the big IT ser- 
vice firms that got into the BPO space 
with so much fanfare a couple of years 
ago still seem to be trying to understand 
the rules of the game. Nipuna, Satyam's 
much-hyped foray into BPO, is even to- 
day simply piloting projects for cus- 
tomers. Patni's BPO venture is in some- 
what better shape, but only just (See 
‘Survivors’). TCS, which set up Intelenet, 


a BPO joint venture with HDFC in 2001, | 


is still trying to figure out the business. 


Cognizant Technology Solutions has | 


been the slowest off the mark. It had 
roped in former eFunds CEO Raju Bhat- 
nagar to set up its BPO operations, Bhat 
nagar has since left for ICICI Onesouree 
— yet Cognizant Has no BPO sir- 
ategy in place. 


e 














BPO was less than 
successful. Now the few [Т 
service firms left in the fray 


are scrambling to make 
amends. Is it too fate? 


Г 2 


Just three IT service firms — Wipro, 
HCL Technologies and Mphasis BFL— 
seem to have got their act together as far 
as the BPO business is concerned. And 
even here, you need to take Wipro’s BPO 
success with a pinch of salt. It simply 
took over Spectramind, giving itself in- 
stant BPO mass. But since the acquisi- 
tion, Spectramind hasn't done anything 
spectacular either. 

Look closely at the structure of the 
Indian BPO industry. You will see some 
some surprising patterns there. The in- 
dustry is dominated by the indepen- 
dents — WNS Global Services (WNS), 
Tracmail and ICICI OneSource, among 
others — who account for 80% of the 
third-party BPO business. Then there 
are the big global IT services firms that 
are setting up huge BPO operations in 
India — IBM Global Services, Electronic 
Data Systems (EDS) and Accenture. 

By not being the major force in the 
industry, does it mean the Indian IT ser- 
vice players have failed to bring their 
greateststrengths to Indian BPO? IT was 
believed that the offshoring strength of 
Indian IT service firms, combined with 
their IT capability, would help Indian 
BPO move up the value chain, where it 
would no longer be based purely on 
labour arbitrage and would instead be 
moresophisticated. 

Even though that promise has been 
belied for the most part, some of these 
IT firms have gradually begun to make 
inroads into the business. In the last 
year alone, the pack of seven have fi- 
nally begun to assert themselves 
and take the battle to the 





g 





4 


third-party BPO firms. Since April, they 
have fought hard for some of the large 
BPO deals — and won quite a few. For 
instance, in April, Progeon clinched the 
$160-million BT contract, which is the 
largest in India till date. НСІ5 BPO arm 
is also party to the same contract. “The 
satisfaction wasn't just that we won, but 
that we clinched the deal despite com- 
petition from 10-12 frontline pure- 
plays," says Progeon's Bhargava. 

N. Ranjit, COO, HCL Technologies 
BPO Services says: “Last week, a UK- 
based insurance and banking major vis- 
ited us to do both software develop- 
mentand BPO. We are already doing this 
(IT, BPO and infrastructure) for five of 
our 25 clients.” 

HCL BPO provides all three services 
for chipmaker AMD. “The software 
work started 12 months back and we 
bagged the BPO contract in November 
2003. For another US-based client, a 
mainframe product manufacturer, we 
run a technology help desk,” says Ranjit. 
“For this client we are doing BPO and 
software development and are also of- 
fering multi-lingual capability.” 


The IT relationship not only helps | 


bag customers but also bigger and 
longer-term contracts. The average 
third-party BPO contract fetches be- 
tween $1 million and $4 million and 
lasts 1-2 years compared to at least $5 
million-8 million for five years for 
IT+BPO companies. 

In fact, market sources say TCS too 
has set itself a very aggressive strategy to 
hedge against growth rates in the soft- 
ware business slowing down. It plans to 
first buy out HDFC' stake in Intelenet 
and later merge it with itself. Once that 
is done TCS will ramp up its BPO busi- 
ness to $100 million in three years. 

This late charge simply shows how 
powerful the IT--BPO model really is. 
Forone, many large clients, especially in 
the financial services vertical in the US, 
are realising that it is far cheaper and 
simplerto operate with one vendor who 
packs in consulting, IT services and 
BPO. On their part, the IT firms too have 
gradually begun tapping the synergies 
within their fledgling BPO business - 
something that they hadn't done earlier. 

Yet the Indians may have been just a 
little too late. The global giants in the 
outsourced IT services businesses have 
already descended in India. In a space of 





one year, the $12-billion global consult- 
ing giant Accenture has built up a 5,000- 
strong operation in Bangalore. IBM 
Global Services too is here with a 6,000 
people-plus operation. So is EDS, the 
world's second-largest IT services firm. 
EDS has set up a 1,000-people-strong 
BPO shop in Mumbai. Computer Sci- 
ences Corporation has about 300 peo- 
ple doing BPO work in Noida. 

As soon as they finish transitioning 
their global clients to their BPO outfits in 
India, these players will start going after 
new India-bound business. That's when 
a no-holds-barred battle will erupt. And 
given the kind of large $100-million 
deals that will materialise, scale will au- 
tomatically become a crucial weapon. 
"Most Indian IT companies are cur- 
rently 1/10th the size of these compa- 
nies. If you want to support a global BPO 
client on the scale that an Accenture or 
an ACS does, you need at least 20,000- 
30,000 people," says Jayant Sinha, part- 
ner, McKinsey & Co. Especially after the 
tech meltdown, the global giants are 
hungry for business — and they aren't 
likely to leave any segment (be they Tier 
Тог clients) unattended. 

Clearly, the heat is on. So can the lo- 
cal IT services firms — led by 
WiproSpectramind, Mphasis and HCL 
Tech — shake off their tentativeness and 
scale up double quick? Will they be able 
to leverage their early mover advantages 
in offshoring, before Accenture and the 
rest master it? 

The answers aren't clear yet, but sur- 
vival and growth will depend largely on 
how quickly they learn from the past. 

The ІТ service firms made one basic 
mistake when they entered the business 
three years ago: they treated their BPO 
business as a separate one. On the face 
of it, they had their reasons. For one, 
contract cycles are different. Typically, 
IT services contracts extend anywhere 
between six months and two years. But 
the BPO contracts they get tend to last 2 
years. Then the hiring requirements are 
very different. IT services requires soft- 
ware engineers, while BPO can make do 
with plain graduates. While clients tend 
to evaluate IT services over a much 
longer time frame, in BPO, the services 
come under scrutiny from the word go. 
Billing rates tend to be far lower for BPO 
contracts and, to compensate, volumes 
need to be far higher. That makes it 
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harder to reconcile the two billing rates 
in a single contract and offer an inte- | 
grated solution. 

Ironically, most IT firms entered the 
BPO space believing they could leverage 
their customer relationships. But exe- 
cuting it in practice was far from easy. 
Patni, for instance, was able to convince 
only three of its existing IT services 
clients to use its BPO division. "In most 
cases the IT services relationship only 
works as a reference letter. Sometimes 
even that is not enough," says Satish | 
Joshi, senior vice-president, Patni, who 
is also responsible for the BPO practice. 
Adds VS. Krishnan, the former chair- 
man and managing director of HCL 

.- Technologies, Europe: "Too much is 
made ofthis whole notion of privileged 
access to customers. In reality, the per- 
son who makes the BPO decision is of- 
ten not aware that there is a relationship 
with an IT vendor." Besides, Patni also 
realised that its existing clients had ei- | 
ther already outsourced their non-core 
processes to local companies in the US 
orhad not even considered the option. 

Last year senior managers at Patni 
had a change of heart when their BPO 
practice bagged a contract from a credit 
card company, which later expanded 











cal hybrids 
Only seven of the 21 BPO 
outfits set up by IT service 
firms survive today. Scale is 
their biggest handicap — they 
need to start looking at 
acquisitions soon 
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the contract to include IT maintenance 
work. ^We realised that BPO need notal- 
ways follow IT. It could go the other 
way," Joshi says. So now, instead of de- 
pending on existing IT customers for 
BPO work, Patni offers an integrated 
proposition to fresh clients. 

Yet Patni's learnings needn't be uni- 
versal. Progeon has begun to discover 
the secret of how to effectively tap into 
Infosys' customer base. Over the past 
one year, nine out of the 12 contracts it 
bagged have been joint contracts with 
Infosys. But this success wasn't a fluke. 

Somewhere in the early half of the 


last fiscal, the senior management at | 


Progeon and Infosys decided it was time 
to get the ‘integrated model’ off the 
ground. To be fair, the two businesses 
did not work in isolation even earlier. 
But, as company sources put it, the 


communication lines were not always | 


clear. Apart from generating the occa- 
sional sales lead (for instance, for 
GreenPoint Mortgage), Infosys had little 
else to do with its BPO subsidiary. That 
has now changed. 

Here's how it works. As soon as In- 
fosys generates the sales leads, Prageon 
quickly selects a specialist frø its 
seven-member team of BPO specialists, 
who goes in and qualifies the lead. This 
enables both companies to structure 
deals better. "We faced a problem ear- 
lier, where because of the varied nature 
of an IT services deal, we were not 
ableto take the BPO part ofit for- 

ward beyond a certain point," 
says Bhargava. Both compa- 
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nies now also sit together before going 
after a prospective client, and work out a 
common delivery-cost structure. Mar- 
gins are split internally, but the cus- 
tomer interfaces with a common ven- 
dor (Infosys) and pays one price. 
Progeon also took another signifi- 
cant decision: to steer clear of the com- 
modity (voice) business. Voice-related 
work accounts for only 1496 of its offer- 
ing. "It will remain capped at 3096. We 
also don't take on any pure voice con- 
tract," says Bhargava. This means the 


| company goes after deals that require 


more of process re-engineering rather 
than mere servicing of processes. It has 
aligned its offerings with Infosys's exist- 
ing vertical expertise — banking and fi- 
nance, insurance, security and telecom. 
This makes it easier for the company to 
go after Infosyss5 clients. “BPO therefore 
becomes a value addition to the services 
Infosys already provides to these 
clients,” he says. 

Of course, Progeon found it easy to 
focus on transaction processing as it did 
not have a legacy voice business, But 
WiproSpectramind doesn't have that 
advantage. Today, even after it has been 
bought over by Wipro, nearly 75% of it) 
revenues come from voice. That simply 
means high investments and lower real- 
isations. Only 26% of WiproSpectra- 
mind' customers are serviced by a joint 
contract. President and CEO Raman 
Roy says he is already reviewing the 
business mix. "We would be happy with 
a 50:50 mix.” 

To make the integration a reality, Ra- 
man Roy now wears two hats. Not only 
does he head Spectramind eServices, he 
also looks after parent Wipros technol- 
ogy infrastructure business. There have 
been some other movements as well. 
Sanjay Joshi, chief executive, BPO and 
enterprise applications at Wipro moved 
to WiproSpectramind as vice-chair- 

man to oversee the sales. 
Roy describes it as the 'super- 





: Accenture, IBM Global Services, EDS — 

w have been in India for the past one year. 

First they concentrated on serving their 

existing global customers. Now they want 

to acquire local pure-plays so that they 

have enough scale to go after new India- 

centric business. Their scale and 

customer relationships make them 
formidable rivals 
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market’ approach. “Pay 
for what you want. Yes, 
there is a discount, time 
saving and the ease of 
getting everything at the 
same place. That is the 
future. It is the inte- 
grated offering that will 
work.” He reckons that 
75% of the work in the 
pipeline will follow the 
same theme. 

Wipro has recently 
snagged an energy and 
utilities client for the en- 
tire bouquet of services: 
consulting, IT and BPO. 
"We used Wipro's con- 
sulting expertise to re- 
engineer their 
processes, created IT platforms for 
them to run on and are now doing BPO 
for them." The customer would have 





1.5-1.6 range 





| 58 
($16 mn) 


(May '02) 


paid 50% more ifit had chosen multiple | 


vendors for each service, claims Roy. 
HCL Tech's Ranjit says they too are 


now latching onto the same integrated | 


play. HCL has merged the sales function 


ofall three businesses — software, infra- | 


structure and BPO — under a pro- | 


gramme called Triage. The BPO busi- 
ness has realigned its verticals to match 


vantage for the client is a single relation- 
ship. The additional savings for the 


client come from time saved and the | 


lack of headaches of managing multiple 
relationships.” 
The new integrated model is already 


proving handy. But much will depend | 


on whether it can be scaled up quickly. 
Experts say that the immediate im- 

perative for the Indian IT services’ BPO 

offshoots is to scale up to the $100 mil- 
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lion revenue mark at least. According to 
analysts, only WiproSpectramind, at 
about $40 million-45 million revenues, 
is expected to get there by March 2005. 
The bad news for the remaining IT ser- 
vice firmsis that pure-plays like the $35- 
million WNS will probably also get there 
before them. 

The other thing IT services firms 
need to do is quickly shrug off their reti- 
cence for M&As. More so because the 


VALUATIONS OF PURE-PLAYS ARE TUMBLING 
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FirstRing* 
(August '03) 
*FirstRing revenue estimated as of October 2002. The acquisition was in the nature of a distress 


sale by the company's promoter, Such deals will become frequent as VCs begin to look for exits. 
The valuation does not necessarily reflect the prevailing rates, which have settled down in the 


global giants are already getting active | 


vices acquired Daksh eServices for $160 
million. "People have looked at the 
WiproSpectramind model and know 
that it works. Five years ago it was smart 


| to grow organically. Now we are at the 


end of the beginning. People are begin- 


those ofthe parent. Says Ranjit"Thead- | on this front. Last week IBM Global Ser- | 


ning to change gears. Nowtheythinkac- | 


quisitions are a better bet,” says Ranjit 
Shastri, director at PSi. 
But are there suitable targets? Prog- 


еоп% Bhargava is watching captive BPO | cake— and eat it too. 


Source: Industry 


BPO 


units like GE Capital 
and Amex (See BW, 27 
October 2003). *In two 
years, the captives will 
sell out," he says. They 
make more acquisition 
sense than the local 
pure-plays, says Bhar- 
gava, because their 
processes are not as so- 
phisticated as the cap- 
tives and are mostly 
voice-based. Besides, 
even now their valua- 
tions are far from realis- 
tic. The Daksh deal, 
which has been con- 
cluded at a revenue 
multiple of 5.3, on rev- 
enues of $30 million as 
on 31 March 2003, is an aberration from 
what's been happening so far (See 'Valu- 
ations of Pure-Plays Are Tumbling’). 

But Bhargava isn't waiting for the 
captives to get on the block. Instead, he's 
going after acquisitions overseas. Prog- 
eon is close to acquiring a middle-sized 
finance and accounting firm in the US. 
The acquisition will be funded out of its 
reserves, which were built up after Citi- 
corp picked up a 2096 stake in it for $20 
million a few months after it was 
launched. "We have spent only about 
one-fourth of that so far. Most of it will 
go into acquisitions," says Bhargava. 

Patni too is scouting BPO acquisi- 
tions in the US to scale up the business. 
It is yet to ink its first deal but in three 
years the company expects BPO to con- 
tribute significantly to its revenues, At 
present it accounts for less than 196. 

The next 12 months will decide 
whether Patni and its peers can have the 
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4 | The Indian 
space 
programme 
was built 
on dreams. 
ISRO is 
dreaming 


again.By P Hari 


OU cannot easily fault the 

world's major aerospace com- 

panies forlack of imagination. 

Yet here was one of the largest 

of them complaining to Rajya 

Sabha MP K. Kasturirangan 
about the lack of new applications for 
satellites. That was a year-and-a-half 
ago, while Kasturirangan was the chair- 
man of the Indian Space Research Or- 
ganisation (Isro). "Why do you look at 
applications only in the developed 
countries?" Kasturirangan asked its rep- 
resentatives. "Why not look at the devel- 
oping countries also?" 

He explained a thought that had 
been nagging him for some time. Many 
countries do not have enough doctors, 
particularly in the villages. Telemedi- 
cine is catching on in India, Canada and 

= afew other countries, but what we see 
3 now is only the beginning of a practice 


= Chairman G. Madhavan Nair wants to 
make space technology accessible to 

= a wider public around the world: “We 

© want to be the leaders in providing low 

- cost access to space" 
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that can revolutionise healthcare. 
Technology has the potential to reduce 


the need fora doctor, at least in majority | 
of the cases. You could, with some effort, | 
make the satellites do the diagnosis. Or, | 
if necessary, you could also connect vil- | 
lages to an automated facility on the | 
ground that could analyse medical data | 
and provide diagnosis and some advice. | 
Kasturirangan explained his concept | 


and how it could be made to work. 
"They went back absolu tely fascinated," 
he says. 


Isro had started its telemedicine | 


project three years ago in a modest way. | 
Now, 45 remote hospitals are connected | 


to 15 super-specialty hospitals in the 


country. This number will go up to 100 | 


by the end of the year. The experiment | 


has been such a success that Isro is plan- 


ning to launch a special satellite, | 
Healthsat, in 2006 for telemedicine. This | 


satellite is not what Kasturi rangan has | 


been thinking about, but it could be the 
beginning of an entirely new way of 
lookingat space technology. 


Specialists in the 15 city hospitals | 
hooked on to the present network look | 
at medical reports from a distance апа | 
give advice to patients. Devi Shetty, at | 
the Narayana Hrudayalaya in Banga- | 
lore, spends an hour everyday con- | 
nected to the remote centres. Small | 
towns like Siliguri in north Bengal do | 
not have trained cardiologists to inter- | 
pret even simple things like an electro- | 
cardiogram. By giving advice remotely, | 
Shetty claims to have brought down the | 
mortality rate after a heart attack in | 


Siliguri from 50% to about 5%. He is | 


planning to connect locations in Africa 
as well, but that is another story. 
A computer with the tight program 


i 


can compare two angiograms at least as | 


well as a human being; in many cases it 


i 


. can do better. One could develop algo- | 


`. rithms that can compare a standard an- 
giogram — or any other medical report 


— with that ofthe patient, look 
atthe deviations and give suggestions. A 
general practitioner in the remote loca- 
tion could then execute the suggestion, 
just as they do now with telemedicine. 


Isro can do something similar througha | 
satellite (rather, through a groundsta- | 
tion connected to a satellite). “About | 
9996 of the patients need only advice | 
and no intervention," says Shetty. He is | 
talking about telemedicine as it exists | 


now, but the implications ate clear 


HealthSat is really a communica- | 


tions . satellite. So is Edusat, to be 
launched later this year. This satellite is 


dedicated to distance education inthe | 


country. Both Edusat and the Healthsat 
are essentially the same kind of satellites 
adapted to different applications. Isro 
will continue these adaptations in the 
future. In the pipeline are an Oceansat, a 


Cartosat, a Risat (radar imaging satel- | 


lite), an Astrosat, a Climatesat... These 
are either communication- or remote- 


sensing satellites adapted to a special | 
application. Some of them like Risat | 
would need the adaptation of special | 
| chairman, was the quintessential 


technologies as well. 


Kasturirangan even thought of a | 


Disastersat and a Gramsat (satellites 
that provide information to rural India). 
In fact, by the end of the year, Isro 
would have put up 100 kiosks, con- 











the largest. experiment in 
the world in satellite television 
and the first time the medium was 
used for education. The STIE satellite 
was from the US, Now, with indigenous 
satellites and the same societal vision, 
can Isro accelerate development in 
the country? 


C HAIRMAN С. Madhavan Nair is nota 
dreamer by instinct or training. He is 
a nuts and bolts man, a mechanical ety. 
gineer who has spent half his life trying 
to build better and better rockets. Isro 
has not had many engineers as chair- 
men. The first one was Satish Dhawan, 
Nair is only the second. Dhawan built 
Isro brick by brick in the 1970s. Nair has 
a slightly different role in the twenty- 
first century. 

Scientists dream and engineers exe- 
cute. Vikram Sarabhai, the first Isro 


dreamer. Tweak the word ‘dreamer’ a 
bit, enlarge its scope, and you get the 


| word ‘visionary’. Sarabhai had visions of 


nected to its satellites, in villages all over | 


the country. Villagers can get informa- 
tion about the weather, hospitals and 
data about their own villages from this 
kiosk. Isro wants to put one kiosk in 


every village in the country. The project | 


is colossal, but Isro is used to executing 
large projects. 

In the 1970s, Isro’s Satellite Televi- 
sion Instruction Experiment (STIE) had 
taken television to 200,000 people in 
2,400 villages; even some major cities 
did not have television back then. It was 
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a space programme that touched every 
Indians life and helped the country de- 
velop. He did not envisage an Indian 
rocket going to the moon or Isro com- 
peting with the superpowers for su- 
premacy in space, 

Sarabhai's original vision is now ful 
filled in some sense. Most Isto Scientists 
and engineers do not think in this man- 


| ner, but you could and you wouldn't 


be off the mark. He wanted India to be 
self-sufficient in space. That meant 
building indigenous satellites that could 
revolutionise communications in the 
country map its resources, predict 











the weather, and do several things other 
countries had not thought of. It also 
meant developing the ability to launch 
these satellites to the highest point 
imaginable, about 36,000 km above the 
Earth. India can now build almost any 
kind of satellite and launch it into any 
orbit. And its space programme has ma- 
tured and stabilised. So is Isro going on 
the cruise mode, with a project to go to 
the moon offering the only visible signs 
of excitement? 

Scientists also execute, engineers 
also dream. Kasturirangan, Nair's pre- 
decessor, had executed the final stages 
of Sarabhai's vision with almost clinical 
precision, a few hiccups notwithstand- 
ing (Isro lost a satellite and a few key 
people during his tenure). He had also 
envisioned the moon project, a few ad- 

vanced satellites, a reusable launch ve- 
hicle, and an air-breathing rocket. Nair, 
who took over at the end of last year, is 





now executing all 
these projects, hoping 
to make them a reality 
in the next five to 10 
years. He also dreams 
of making space tech- 
nology accessible to a 
wider public in the world. Says Nair: "We 
want to be the leaders in providing low- 
COSt access to space." 

Other space powers are nurturing 
grand schemes for space exploration. 
Their governments have mooted pro- 
grammes for exploring the moon and 
Mars, and for harnessing lunar re- 
sources and solar energy from space. 
Space attracts tourists as well. Two of 
them have already gone into orbit and 
returned; two more are on the way. 
Yet space travel costs are prohibitive 
for most people. The leading players 
in space technology, including Isro, 
are trying to bring down this cost. Says 
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Former Isro chairman 

K. Kasturirangan sees huge 
commercial potential: "Once 
Isro develops the reusable 
launch vehicle and the air- 
breathing rocket, we could be 
a leading player in the space 
transportation business" 


ISRO 


Kasturirangan: "Once Isro develops the 
reusable launch vehicle and the 
air-breathing rocket, we could be a lead- 
ing participant in the space transporta- 
tion business." 

Isro has to go a long way to achieve 
this goal, but there are exciting things to 
do on the way. 


SRO scientists and engineers have 

never had their hands so full. The or- 
ganisation has been developing satel- 
lites and launch vehicles rapidly, at a far 
greater pace than before. Last year it 
launched four satellites, the highest 
number in a year during its existence. 
About 12-14 satellites are being planned 
for launch in the next three years. 
"Isros launch vehicles have all sta- 
bilised,” says Roddam Narasimha, 
Space Commission member, "so it can 
now develop more satellites confi- 
dently.” Isro is also developing new 
launch vehicles, the most important of 
which is the geo stationary launch 
vehicle (GSLV) Mark III, to be ready 
by 2007. 

GSLV Mark Ш is a major departure 
from its present avatar. GSLV Mark I 
(two of which have flown) has three 
stages. The first stage of flight is powered 
by a solid propellant motor with strap- 
on rockets, the second by a liquid pro- 
pellant engine and the final by a cryo- 
genic engine. The cryogenic engines 
have been provided by 
Russia, but 15го is 
well on the way to de- 
veloping its own en- 
gines. It has already 
developed and tested 
the cryogenic engine, 
and the complete sys- 
tem tests can happen after one year. 
GSLV Mark II will have indigenous cryo- 
genic engines. 

Even with Isro's own engines, the 
GSLV is an expensive vehicle. A satellite 
launch using the GSLV will now cost 
around $20,000 per kg of payload. That's 
comparable to the present international 
costs, but no one in the world is happy 
with this situation. GSIV Mark III 
will bring down the costs to $15,000 per 
kg of payload. That's still not good 
enough for many applications, but a 
considerable improvement over the 
present status. 

The reduction in costs is mainly due 
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edepth — 


to two things: the elimination of one 
stage in the vehicle, and an overall im- 
provement in the ratio between the 
weight of the payload and the weight of 
the empty vehicle. GSLV Mark Ш will 
have only two stages: a solid first stage 
and a cryogenic second stage. The re- 
moval of one stage also improves the re- 
liability of the vehicle. GSLV Mark Ш is 
also more powerful: it can put a four- 


tonne passenger into a geostationary | 


orbit (36,000 km above the Earth), com- 
pared to a two-tonne passenger for 


GSLV Mark | and 2.5-tonne for Mark П. | 


The vehicle will be reliable enough to | 


carry human passengers. In fact, it will 
: bea man-rated vehicle, which means 
that it will have the ability to carry hu- 
‘man passengers. 
GSLV Mark Ш will be comparable to 
most contemporary launch vehicles. 
And like all of them it has a major fault: 


the vehicle is completely wasted during | 


a flight. It is like an airline having to use | 


a fresh aircraft for each trip. Space 
travel can be cheap only if launch 
vehicles borrow two principles 
from aircraft: using the oxygen 
from the air as a fuel oxidiser, and 
returning to Earth safely after each 
launch. Both are the subject of 
major research projects in Isro and 
other countries. 

The space shuttle is a reusable 
vehicle in some ways. Neverthe- 
less, it is still expensive. It uses 
around half-a-million tonnes of 
oxidiser. When empty, the shuttle 
weighs only 75,000 kg, but with the 
fuel and oxidiser it weighs 4.4 mil- 
lion tonnes. The space shuttle is 
also dangerous and somewhat 
unreliable. Says B.N. Suresh, direc- 
tor of the Vikram Sarabhai Space 
Centre in Thiruvananthapuram: 
"The shuttle is an outdated vehi- 
cle. We have to try other ap- 
proaches to reusability." 

There are two reasons why a 
rocket has to carry its own oxidiser. 
The thrust required during lift-off 
is way beyond the capabilities of 
any jet engine. The rocket has also 
to accelerate to speeds of 40,000 
km per hour to reach a geosyn- 
chronous orbit. Jet engines cannot 
go beyond 5,000 km per hour; 
even a special jet engine called the 
ramjet can only accelerate up to 


HOW AN 
AIR- 
BREATHING 
ROCKET 
WORKS 


12,000 km per hour. 

So an air-breathing vehicle (See 
‘How An Air-Breathing Rocket Works’) 
needs assistance both at the beginning 


and at the end of a flight. A rocket or | 


some other method will provide the ini- 
tial acceleration. At around Mach 4 
(5,000 km per hour) the vehicle will 
travel using only the oxygen from the air 


to oxidise its fuel. After speeds of Mach | 


10 (12,250 km per hour approximately) 
another small rocket will take over and 
push the payload into orbit or beyond. 
The National Aeronautics and Space 
Administration (Nasa) has tested some 


varieties of air-breathing engines; itis | 


planning a flight demonstration in a | 


year or two. Isro’s project is, however, at a 
much earlier stage. It is trying to prove 
the concept at the moment. It could 


start developing a prototype after the | 


proof of concept, maybe in about two or 
three years. 


ISRO 


lite launch vehicle (PSLV) rocket will 
carry a payload for a space recovery ex- 
periment. The PSIV will put into orbit a 
payload that will be brought down 
safely to Earth (the sea, in practice). This 
experiment will provide Isro with the 
basic data necessary to develop a 
reusable launch vehicle. Isro is spend- 
ing Rs 45 crore on the reusable vehicle 
project. The air-breathing rocket is at a 
technology development stage. The 
money spent on these projects is mi- 


| nuscule by international standards, but 


the entire space programme has been 
built on a shoestring. 


HE international space market is in 
one of its worst slumps. During the 
three years from 2001 to 2003, 240 satel- 
lites were launched, an average of 80 per 
year. The average for the previous 10 
years was 125 per year. Not surprisingly, 


| satellite launch prices have also 


At the end of this year, a polar satel- | 


Lift-off 


Scenario 1: 
tic rail 
e rocket 
to speeds of 1,000 km 
per hour 


А та; 
accelerates 


Scenario 2: 
Conventional rockets 
with an air- 


comb 
breathir 
provide 


aximum 
thrust 


slumped by 36%. It is not a good time 
probably to enter the world space 
market, but that is what India and 
China are trying to do. 

Isro set up the Antrix Corpo- 
ration, its commercial arm, in 
1992; so it is not really a new en- 
trant to the world. aerospace 
market. But business was small in 
the initial years. Most of Isro’s 
money-earners like the PSLV 
and the remote sensing satellites 
were developed only recently. So 
Antrix has been growing quickly 
in the last few years. Revenues 
doubled from Rs 108 crore last 
year to Rs 200 crore this year, and 
are expected to increase to Rs 500 
crore in the next four years. 

About 25% of Antrix’s current 
revenues comes from remote 


The vehicle 
accelerates up to 
speeds of 10,000 km 
per hour using jen 
from the air and 
combining it with a 
fuel like liquid 
hydrogen 


The vehicle is further 
accelerated using 
small conventional 
rock to speeds 
require go out of 
the Earth's orbit 
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sensing. Isro sells Rs 20 crore 
worth of remote sensing data a 
year, but this data also sustains a 
Rs 300-crore industry in the 
country Remote sensing will 
continue to be one of 15705 
strengths in the future, Isro had 
launched in 1995 the IRS 1С, then 
the highest-resolution civilian re- 
mote.sensing satellite in the 
world. The US later launched the 
Ikonos satellite with highex reso- 
lution (1 metre), but now the 
IRS P6 (also called the Resource- 
sat), launched end of last year, 






















...And experienced the beginning 
of a new life just like us.” 
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: Unlike India, China is also planning | 


"ready done a manned mission to the 


has given new capabilities 
to Isro. 

The Resourcesat does 
several things àt one time. 
"The IRS P6 is a unique satel- 
lite," says PS. Goel, director of 
Isro Satellite Centre in Banga- 
lore. The uniqueness comes 
from a combination of a high 
resolution and a wide swathe, 
coupled with multispectral 
(different colours) imaging 
ability. Isro will launch the IRS 
P5 (also called Cartosat-1) 
later this year: this has the 
ability to provide stereo- 
scopic images, and hence the 
height of a terrain. 

Later Cartosat-2 will pro- 
vide special resolution of less 
than one metre, and also give 
quick spot images. Isro is 
also developing radar-imag- 
ing satellites which, for the 
first time, will do active re- 
mote sensing (current satel- 
lites use only light that is 
available). They can also see 
through clouds and at night. 
"The remote sensing business has a 
good potential to expand," says 
K.R.Sridhar Murthi, executive director 
of Antrix. 

China, Indias purported competitor 
in the space technology market, also 
nurtures commercial ambitions. But | 
the Chinese have taken a different route | 
tospacetechnology development. Most | 
of its energy is concentrated on devel- 
oping newer and bigger launch vehicles. | 


many manned space flights (it has al- 


moon last year). The satellite launch ve- 
hicle market, however, is mired in 
geopolitics and is thus difficult to pene- 
trate for both countries. 


HY on earth should we go to the 

moon? The two countries that have | 
tried to go there have not had returns | 
commensurate with the spending. The | 
Apollo missions cost $25 billion ($100 
billion at current costs) and a few lives. 
Even now, many Americans are notcon- | 
vinced about the utility of President : 
Bush'5 project to return to the moon | 
from the year 2012. They think it will | 
cost tens of billions of dollars with ques- | 





Contains more energy in 
terms of helium-3 than the 
combined fossil fuel 
reserves of the Earth 


Just 1% of the solar radiation 
on the moon, 
the earth using microwaves, 
is enough energy to power 
the entire earth 


if beamed to 


Frozen water could provide 
raw material to power a base 
for solar exploration 


Scientific expeditions could 


provide clues to the early life 
of the solar system 


tionable returns for the public. This per- | 


ception is not the reality. 


The moon is not a dull hard rock, as | 


the US media described it after the re- 


depth . | sr 


WHY THE MOON IS A GOOD 
PLACE TO GO 





cent Columbia disaster. It is an exciting | 


place, and not just for people who want 
to sell moonscape or deposit their ashes 
and business cards there (a private 


company, Trans Orbital, has been au- | 


| thorised by the US government to carry | 


private stuff to the moon at a price of | 
$2,500 per gm). “The moon offers great | 


business opportunities," says George 
Joseph, an advisor to Isro. Joseph had 
also carried out the feasibility study of 
Isros moon mission. 

The US wants to begin its return to 
the moon with a robot that will scoop lu- 
nar soil and come back to Earth. The 
aim of this mission is scientific. The lu- 
nar material is expected to throw light 
on the early history of Earth (the moon, 
according to recent theories, was 


formed when a large planet collided : 


with Earth). This mission is only the be- 
ginning. Some future lunar missions 
may be done purely for business. 


ISRO 


hicle full of liquid helium-3 
(about 25 tonnes) can power 
the US for one year. One 
tonne of helium-3 is worth at 
least $3 billion, Hence one 
shuttle load of helium-3 can 
pay back the expenses for the 
Apollo programme. The 

“moon contains one million 
tonnes of helium-3. 

The moon also receives 
13,000 terra watts of sun- 
light. If Earth is home to 10 
billion people by the year 
2050, it would need 20 terra 
watts of power a year. So we 
needto exploitonly 196 ofthe 
solar energy the moon re- 
ceives. We already have the 
basic technologies to tap and 
beam this energy to Earth. 
The moon can also serve as a 
base for future planetary 
explorations. 

Not surprisingly, many 
countries other than the US 
are interested in going to the 
moon. The Europeans, the 
Japanese and the Chinese 

bave all begun programmes to go to the 
moon. So has India. The Indian mission 
will initially be scientific. A PSIV rocket 
willlauncha small remote sensing satel- 
lite into a lunar orbit in 2007. This satel- 
lite will take pictures of the moon for 
two years. 

No one has taken detailed pictures 
of the moon after the Apollo missions. 
Isro's remote sensing capability can be 
very useful here. Isro has to develop a 
few other technologies for this mission. 
Ithasto build a deep space tracking sta- 
tion. Surveys are on around Bangalore 
for a suitable site. This station can be 
used to track vehicles and satellites up 
to Mars. 

By the time Isro launched its first 
sounding rocket, the Soviets had 
sent cosmonauts around the Earth. By 
the time it began its first launch vehicle 
project, the Americans had already put 
people on the moon. The technology 
gap between Isro and the major space 


i powers has narrowed considerably 
; since then. Isro is laying the foundations 


for fusion reactions. Just one launch ve- | 
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| of continuing as an active global aero- 
The moon is rich in resources, It | 
contains helium-3, a good raw material | 


space power even 25 years from now, 
when space exploration and trans- 
portation may become routine. E 
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| numbingly arcane. So why should any- 


B teal effective exchange rates, derivative 















; ITTING in the vicinity of a 

| foreign exchange trading 
desk is a humbling experi- 
‘ence for a non-specialist. 
Thegreen blips onthe com- 
puter screen are mysteri- 
q _ ous, the dynamics of the 
| euro to yen rate mean nothing to you, 
| and the jargon that rolls into your ears is 


one worry about this jigsaw world of 


‘Strategies, monetary aggregates and 
| yield curves? 
|... That’s fair enough in normal times: 
| thedarksecrets ofthe currency markets 
can be comfortably ignored. But these 
| are not normal times. The last fortnight 
saw the rupee abandon its recent flight 
г path and unexpectedly rise to the skies. 
| Just about everyone was left gaping. 
The exchange rate was suddenly more 
exciting than even the equity indices. 
One simple way oflooking at the ru- 
рее rise is thus: the price of one piece 
of paper has moved against the price of 
| another. A currency, however, is not just 
any piece of paper. It is the basic unit of 
value in any economy. A change in its 
value radically alters the stakes for everyone — companies, 
consumers, investors and the government. Economies have 
prospered or been destroyed because of the currency policies 
followed by their central banks. 
So here's the story of what happened to the rupee, why it 

happened, and what it will mean for all of us. Read on. 
|| The Sachin Tendulkar googly that went through Moin 

i Khan's tangled legs in the Multan Test will be remembered for 
along time to come. Many foreign exchange traders in Mum- 
| bai complain that they were also made to look silly a few days 
| later by a googly sent down by a most unlikely bowler — the 

‚ Reserve Bank of India (RBI). This went largely unnoticed, but it 
started a chain of events in the currency markets that will 
— eventually impact the competitiveness of Indian companies 
P. and the lives of ordinary citizens. 

The RBI deputy governor К.]. Udeshi said in an 18 March 
speech that though foreign exchange reserves were nearly 
$109 billion, “they are not plenty as yet”. It looks like an in- 
| nocuous statement to the uninitiated. But the foreign ex- 
change market habitually reacts to every nudge and wink 
from the central bank. The RBI knows this very well, and so it 





B uses public speeches by its senior officials to subtly reveal its 


mind to the markets. It was no different this time around. 
The message that Udeshi was sending that day seemed 


| THE 
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TRONG RUPEE: WHAT МЕ... 
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CONSUMERS 

The average Indian 
is the biggest bene- 
ficiary of a strong 
rupee. imported 
goods of all sorts 
will become cheaper 
and there will be 
pressure on 
domestic companies 
to.cut prices. Also 
incomes, in terms of 
dollars, will increase 
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COMPANIES 
There will be 
pressure on them 
to become more 
productive. 
Cheaper imported 
inputswill help 
some companies. 
Most big firms 


.who have raised 


dollar loans will 
also benefit 
because of lower 
financing costs 





EXPORTERS 

A spoilt lot. They 
have always had it 
their way in the 
years of foreign 
exchange shortages. 
Now there is ample 
hard currency in the 
country and expo- 
rters could face the 
heat. Interestingly, 
exports have done 
well despite the 
strong rupee 





cal cost of maintaining them was $ 
climbing. Two, the RBI's stock of bonds to 5 
suck excess liquidity out of the market was 
fast depleting. It was down to Rs 24,000 crore, Н 
just enough to sterilise a few more billion dol- i 
lars. The alternative — Rs 60,000 crore of new 
market stabilisation bonds that will be brought $ 








crystal clear: the RBI would continue with its 
policy of'sterilised intervention’ This is a play in 
three acts — the central bank buys dollars from 
the market, releases rupees in exchange, and 
then sucks these extra rupees out through bond 
sales. The whole point of this elaborate exercise 
is to keep the rupee down against the dollar. 


Oil prices have been 
rising globally, but 
have held down in 
India in the election 
season. A strong 
rupee will help con- 
trol fuel price infla- 
tion. Also, the rupee 
value of the govern- 
ment's $112 -billion 
foreign debt will fall 


into play soon (The RBI launched the first batch ; 
of Rs 500 crore on 6 April) — was still not avail- 
able. The RBI was running out of ammunition 
to keep the rupee down. 

Udeshi's statement laid those concerns to 
rest. The RBI seemed ready to keep buying dol- 
lars from the market. The reserves were "not 
plenty as yet". So foreign exchange traders must 
have gone home that weekend with the calm 
assurance that the RBI remained committed to 
its two-year-old policy of preventing a sharp 


Why? Because conventional wisdom says that a 

strong rupee will price our exports out of the global markets 
while flooding the domestic market with cheap imports. A 
strong currency is a bane. The RBI's obsession with the ex- 
change rate, say its critics, has even led it to compromise its 
domestic monetary policy. 

There were some fears in recent months that the RBI 
would have to abandon the policy of sterilised intervention 
very soon. It would have to learn to live with a stronger rupee. 
There were two factors feeding these fears. One, the central 
banks reserves were getting too large for comfort and the fis- 





appreciation of the rupee. They were wrong. 

The RBI had bought around $30 billion from the market in 
2003-04 alone to tame the rupees rise. A combination of de- 
velopments — a current account surplus, strong inflows of 
dollars and weak domestic demand — had conspired to cre- 
atean oversupply of greenbacks in the market. The rupee was 
being lifted up by these dollars, like a boat on a flooded river. 
The RBI was not comfortable with this, and had been busily 
suckingout some ofthe excess dollars from the domestic mar- 
ket. They were then being stored in its balance sheet as foreign 
exchange reserves. 


The RBI watches from the sidelines 
as the rupee goes up, up and away. 
Is this the dawn of a new era? And 
should we celebrate or fear the 
strong rupee? By Niranjan Rajadhyaksha 
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the global politics of 
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UNITED STATES 


The problem is that the world’s 
largest economy spends far 
more than it earns. An 
absymal savings rate makes 
things even worse. But the US 
is leaning on its major trade 
partners to let their currencies 
rise against the dollar. It has 
already lost more than 10% 
of its value against the other 
major currencies, and many 
economists say that a further 




















Most of the early dollar 
depreciation was against the 
euro (and a few independent 
European currencies like the 
British pound). The quick rise 
of the euro in recent months 
has left some countries 
untouched. But others have 
suffered, especially recession- 
striken Germany. Until now, the 
European Central Bank has 
played along with the US. Will 


currencies, and where 
India figures 










All this action helped keep the rupee at around 45.50 
to a dollar at the beginning of March, an appreciation of 
8% over the financial year. Without this sustained and aggres- | 
sive intervention by the RBI, the rupee would have gone up far | 
higher. The discomfort with a strong rupee was evident. | 

So nobody in the trading rooms was prepared for the | 
tremors that ran through the currency market the next week. | 
The RBI more or less stayed away from the market on Monday, | 
Tuesday and right through the week. It was truancy of the | 
most unexpected kind — the master stayed at home. Then, a 
flood of foreign dollar inflows (strengthened by the approxi- 
mately $800 million that came in for the ONGC privatisation 
offer) started pushing the rupee up against the US currency — 
tentatively at first and later with gravity-defying speed. It went 
above 45 to a dollar on 23 March, a level not seen since May 
2000. By the end of the month, the rupee was within kissing 
distance of 44 to a dollar. 

And it has not stopped there. After briefly touching 43.30 
two weeks back, the Indian currency was trading at 43.53 
against the greenback when this story was being written. A | 
two-rupee move against the dollar in a couple of weeks is the 
trader's equivalent of an earthquake that hits six on the Richter | 
scale. It's a tectonic shift. “The entire market was taken aback 
because of the pace and timing of the appreciation,” says 
HSBC chief of treasury Surendra Rosha. He says there are sev- 
eral reasons why the RBI let the rupee move up sharply in 
March— from the lack of ammunition to intervene effectively | 
in the market to concerns over inflation. 

Why did the RBI change track so suddenly? There is an 
endless swirl of theories and speculations out there. Some see 
it as a temporary pact with the devil; the RBI has decided to 
wait patiently on the sidelines until the dollar flood subsides 
rather than getting swept away in the spate. Others say that 
thecentral bank has buckled under pressure from the govern- 
ment, which wants to keep inflation down in the election sea- 
son. (A strong rupee will bring down the price of imports, es- 
pecially oil, and hence curb prices.) There is also a conspiracy | 
theory: the government pushed the rupee up to give extra | 
profits to the foreign investors who had put their money in | 
ONGC. Then there are those who believe that recent events 
are a harbinger of a fundamental shift in currency policy — | 
the strong rupee is here to stay. 








10% fall is in order 


it continue to do so? 





But let’s face it: nobody knows for 
sure. Says Ila Patnaik, a monetary 
economist at the National Council for Applied Economic Re- 
search: “The fact is that we don't know why the central bank 
has allowed the rupee to appreciate so much in such a short 
time. Various reasons have been offered, but in the absence of 
any clarifications from the RBI, everyone is just guessing. And 
it's too early to say whether the central bank has changed its 
view. If the volatility in the market continues to remain high, 
then we can perhaps take a call that the policy has changed.” 

Meanwhile, the case fora strong rupee is building. It would 
be safe to guess that there are more supporters of a strong ru- 
pee today than ever before. “The strengthening of the rupee is 
politically beneficial to us. In the long run, exporters should be 
competitive on theirown strength. A strong rupee lightens our 
import burden and gives confidence that ours is a growing 
economy,” says Jagdish Shettigar, a member of the BJP think- 
tank. Ashok Lahiri, the government's chief economic advisor, 
has also said in recent public statements that the strong rupee 
would not harm exports. 

Exporters have traditionally been spoiled silly by succes- 
sive governments because they earned ‘scarce’ foreign ex- 
change. This adjective, which once stuck like a leech to every 
policy document, has now fallen into disuse. India today has 
more foreign exchange than it needs, which is why the forex 
reserves are overflowing and the rupee is strong. Abundant 
foreign exchange shifts the balance of power away from those 
who earn hard currency (exporters) to those who spend it (im- 
porters and consumers). Is this what is actually happening? 

“Itis hard to make a call on whether the RBI's recent toler- 
ance of a stronger rupee is a short-term tactical move or a 
long-term strategic shift. Opinion is split down the middle,” 
says В. Ravimohan, CEO of Crisil. Will a strong rupee harm the 
economy? “Personally, | am not convinced,” says Ravimohan. 
“Exports are unlikely to be hit. The domestic price of oil can be 
contained with a strong currency. And remember that we are 
on the brink of an investment boom. Capital goods imports 
will be cheaper and projects will become more viable." 

There are many others like Ravimohan who believe that a 
strong rupee will be good for ordinary Indians. "A few sectors 
will be hit by the rising rupee, software being the most obvious 
example," says Jyotivardhan Jaipuria, head of research at in- 
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JAPAN 


The US's old peril has been sclerotic 
over the past 10 years. But it still 
continues to run mountainous trade 
surpluses with that nation. The 
Americans maintain that this is 
because the yen is undervalued. The 
Japanese say that it’s because they 
-are more productive. Japan has been 
buying hundreds of billions of dollars 
to keep the yen down. But now’ 
Japan is out of deflation, and a 
Strong currency could help keep 








К is the US's new peril. China has 
a trade deficit with most countries, 
but a huge trade surplus with the 
US. The yuan has been firmly fixed 
at 8.28 to a dollar since 1996. The 
Americans want to revalue the yuan. 
The Chinese officially say that they 
see no reason to let their currency 
rise. But again, there could be more 
than meets the eye here. Like 

Japan, China too faces a new 

problem — inflation. A strong yuan 














INDIA 


The rupee has already appreciated 
by 1296 against the dollar, more 
than most other Asian currencies. 
The RBI has traditionally been 
more comfortable with a cheap 
rupee, but is this changing? Many 
believe so. Though India does not 
face heat from the US like China 
and Japan do, the global 
weakness of the dollar is bound 
to push the rupee up. This may 
help keep inflation down and 





inflation down. Change is in the air 








vestment bank DSP Merrill | 
Lynch. “But there are other 
sectors like engineering and automobiles which will benefit 
because of lower input costs.” And he adds: “The choice is be- | 
tween subsidising a few exporters and hitting everyone else | 
with higher inflation.” | 

Bank of Baroda chief economist Rupa Nitsure points to the | 
recent export performance to quell fears that exports willtank | 
if the rupee rules strong. “We have had double-digit export 
growth despite a strong rupee,” she says. “The growth in real 
sector competitiveness and the need for inflation manage- 
ment suggest that the rupee can continue to be strong. There 
is a serious case for the upward movement of the rupee to con- 
tinue.” The productivity gains in the Indian economy can en- 
sure that exports grow despite a strong currency. 

The rise of the rupee is only a sideshowin a larger drama — 
the decline of the dollar. The US economy is plagued by the 
twin deficits — fiscal and current account — which make the 
world’s largest economy a junkie for foreign capital. It takes $2 
billion a day to plug the gaping holes in the US economy. US 
interest rates should have gone upto support the dollar. Yet, 
the US Federal Reserve has cut interest rates to keep America 
out of recession. The twin deficits and low interest rates have 

pushed the dollar down against the other major currencies of 
the world (including the rupee). 

Morgan Stanley's chiefeconomist Stephen Roach calls this 
the problem of “global rebalancing”. The burden ofironing out 
the imbalances in the US economy is too big to be managed 
by the US alone. So Uncle Sam is leaning on other major 
economies to share some of the burden. The US Federal Res- | 
erve Bank will have to increase interest rates (as an incentive | 
to investors to keep holding a weak dollar) and other central 
banks will have to let their currencies appreciate. Europe has 
already played along; the euro has gained ground against the | 
dollar in recent months. 

China and Japan are holding out, though they too may 

. eventually give in (See ‘The Currency Wars’), India already has, | 
considering the rupee's recent rise against the dollar. Roach 
-says that the dollar needs to fall by another 10-12% globally. If | 
the rupee mirrors that trend, it could end up around 39 to a 


dollar in a year or so. What we have seen right nowis just the | . 





beginning. The real fireworks are still to come. 
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re-ignite corporate investments | 


What all this means is | 
that there was an element of ~ 
inevitability in the rise of the rupee. HSBC's Rosha says: "My 
guess is that an appreciation was on the cards anyway." The 
ostensible reason the RBI has more or less stayed away from 
the market (the $800 million that was sucked in by the ONGC 
offer) seems a weak justification. After all, there have been 
times in recent months when the RBI had bought more than a 
billion dollars from the market to push the rupee down. It 
could have done so again. 

The writing was on the wall: the rupee had to appreciate 
sooner or later. Some economists like Patnaik have been 'argu- 
ing for long that what the RBI was doing over the past two 
years was unsustainable. In a recent paper, she estimated the 
quasi-fiscal cost of sterilised intervention in 2001-02 and 
2002-03 was 0.56% of GDP Assuming that reserves went up to 
$100 billion in 2003-04 (they actually hit $109 billion at the end 
of that year), Patnaik estimated that the quasi-fiscal costs 
could rise to 0.67% of GDP That's 11% of the annual interest 
burden of the government of India. 

Faced with similar pressures, countries like Singapore, 
Chile and Spain have abandoned their policy of keeping down 
their currencies. India seems to have now followed that path. 
Or has it? The RBIis not telling. Many in the market accuse the 
central bank of operating behind a veil of smoke. “The level of 
transparency that is appropriate for other government poli- 
cies may not be appropriate for exchange rate management. 
That would be too much to expect. A certain level of obscurity 
will always remain,” says Arvind Virmani, director of ICRIER, 
in defence of the RBI. He too feels that it's too early to say 
whether the RBI has shifted its policy towards the rupee. 

Investment bank DSP Merrill Lynch, in fact, says that the 
rupee could dip a bit in the next few months, The reasons: eq- 
uity investors who have made profits in India could rotate 
some of their money into other Asian markets, and the 
coming elections could cool some of the ardour of foreign 
investors. But all of that will be temporary. The bank's econo- 
mists say that by the end of 2004, the rupee will be trading at42 
toadollar. 

These next few months promise to beexcitingones. — 8 


With reports from Avinash Celestine. 
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Corporate India 


^7" All eves 


What does a 

strong rupee on t 
mean for its 

financial health 

and international exc ange 


ambitions? 
we, rate 
Rajadhyaksha 


OMETIMES, even the most conservative CFOs lower | there. Bankers estimate that the current financial year will see 
their guard when faced with a strong currency. The | about $6 billion of overseas loans entering corporate balance 
temptation is just too strong to resist. They start tak- | sheets here. (The figure for 2003-04 will be close to $4 billion.) 
ing risks that they would have avoided like the plague There are clear benefits. Says Crisil CEO R. Ravimohan: 
in normal times. It happened across Asia in the mid- | “Our rough estimate is that Indian companies have borrowed 
1990s. Currencies like the Thai baht, the Malaysian ringgitand | around Rs 20,000 crore globally in the last quarter of 2003-04. 
the Korean won were rock-steady against the dollar, thanks to | The interest cost will be about 5% lower than domestic rates. 
strong capital flows into those countries. And that's when the | So these companies will save around Rs 1,000 crore annually.” 
problems began. But, unfortunately, most of these dollar exposures will be left 
Companies across the region went looking for loans from unhedged. As in East Asia a decade ago, it's that lowering of the 
every corner of the globe. This greedy hunt was based on the | guard again. Will we see a repeat debacle in India as well? 
mistaken belief that there was no longer any difference be- | It seems unlikely right now, say all the experts that we 
tween borrowing abroad and borrowing at home. And these | spoke to. “Nobody seems to have covered their dollar posi- 
loans were not hedged. It was clear any sharp movement in | tions in the market,” says Gujarat Ambuja Cements CFO Anil 
exchange rates could wreak havoc. But Asia's corporate chief- | Singhvi. “But I don't see any systemic risk building up in the 
tains were a bit like Alfred E. Neumann: “What, me worry?" corporate sector as a whole. Keeping open dollar positions 
Where was the foreign exchange risk? Hadn't it been | isnota big risk right now, because the US currency is unlikely 
stamped out by a strong domestic currency? No, it to appreciate globally." Adds DSP Merrill Lynch head 
hadn't. All those dollar loans were sticks of dy- of research Jyotivardhan Jaipuria: "I don't think 
namite buried deep into balance sheets of all this is a major cause for worry. The for- 
Asian corporates. They exploded in July The threat eign exchange debt of Indian compa- 
1997, the month currency after cur- | - nies as a percentage of their net worth 
rency in Asia went into a sudden Margins will be under is not alarming.” According to 
tailspin. Corporate balance sheets pressure Crisil's Ravimohan: “There may be 




































that once looked so strong were h individual companies who are 
soon in tatters. The lesson was The o pport unity taking too much risk, especially 
Sate е risk had never gone Strong rupee will help those with large dollar borrow- 
away; it had merely been lying К ings and no exports. 

in wait. acquisitions abroad Perhaps that is indeed the 


Are Indian companies mak- case. Yet companies must man- 
ing the same mistake today? Are The risk age their foreign exchange risks 


there unseen risks building up in 59 sch with care. In fact, a corporate trea- 
our balance sheets as well? Look at Unhedged dollar exposures surer of a large software company 


what's happening. Every day sees a could build ир to says some companies are trying to 
pile of announcements by companies dangerous levels build natural hedges into their balance 
saying that they will be borrowing abroad m > sheet. Natural hedges? For example, a 
to take advantage of lower interest rates company with substantial dollar earnings 
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from exports will see its t 
sure because of the rise o 
could protect its profits is 
whatit loses in revenues 
will gain through cheaper 
this treasurer, many compan 
rushing to borrow abroad 
natural hedges in their b 
sheets, and not just because. 
;they need the money. 

‚ There are also fears 
that Indian compa- 
nies. will see profit 

; margins wither away because ofthe rise of the rupee. There is 
little doubt that the threat does exist. But not every company 
will be affected in the same way. In fact, there could be some | 
winners as well. Some sectors will undoubtedly see their mar- 
gins under pressure. The most obvious example is the soft- 
ware services sector. Most of its revenues are in dollars, while 
about half its costs are in rupees, The thumb rule is that a 1% 
appreciation in the rupee will shave 0.5% off the margins of a 
typical software company. Interestingly, Infosys Technologies 
COO S. Gopalakrishnan said recently that the rising rupee 
would not affect the exports ofthe software giant. 

And there are other sectors that will directly benefit, espe- 
cially those whose costs and revenues are a mirror image of | 
the software sector — large rupee revenues and substantial 
dollar costs. These include engineering and auto companies, 
which analysts say will be better off because of a strong rupee. 
And then there is the third category — those sectors with large 
imports and exports. The gems and jewellery sector is the best 
example: The impact on them will be minimal because what 
they lose in lower export realisations they will make up in 
lower input costs. 

There is no one way in which corporate India will be af- 
fected by the strong rupee. A lot depends on how revenues 
and costs are divided between rupees and dollars. Each sector 
and each company will see different results. 

Equity analysts and fund managers seem to believe that 
most companies will be able to take a strong rupee into their 
stride. Yet in recent weeks, equity investors have dumped soft- 
ware stocks whenever the rupee has spiked. But on balance, 
most believe that the strong rupee will do more good than 
harm to Indian corporate performance. In fact, the BSE Sen- 
sex moved up by 450 points (or 8.3%) between 22 March | 
(when the rupee started its most recent upward movement) | 
and 7 April. 

5. And even the sectors more likely to suffer may not end up 
inthe doghouse either. Some optimists believe that falling in- 
"Xerests costs and new productivity gains will allow them to 
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protect their competi- 
tiveness. “I think that a 

strong currency will act as an incentive for our companies to 
cut costs further and increase their productivity. It could be 
the harbinger of greater efficiency. Too many companies are 
dependent on their competitiveness on a weak rupee," says. а 
corporate economist. And he adds: “Remember what hap- 
pened when import duties were cut? Everybody said our in- 
dustry would be wiped out by cheap imports. In fact, those 
tariff cuts were the catalysts for intense cost-cutting. | guess 
something similar will happen again.” 

Finally, there is a big opportunity as well. Cut to another 
Asian episode: Japan in the mid-1980s. The Japanese govern- 
ment had agreed to let the yen move up against the US dollar, 
The Americans believed this would help them compete 
against the Japanese. Nothing of the sort happened: Japan's 
trade surplus with the US did not go ‘poof’ into the air. But 
there was an interesting side-effect of the new currency bal- 
ance. Japanese investors suddenly found that US assets were 
cheaper than before. They went on a buying binge — from 
Manhattan to Hollywood. 

Indian companies today have a strong rupee to play, so 
dollar assets are now cheaper to acquire. The urge to globalise 
is spreading across corporate India. Global acquisitions — 
from Reliance' purchase of Flag Telecom to Tata Motors’ ac- 
quisition of Daewoos truck business —are getting more com- 
mon. Armed with a strong rupee, Indian companies are well 
placed to make more and more global buys. Will we see bag- 
fuls of such deals in the months ahead? 

Says Crisil's Ravimohan, whose company has just bought 
a British natural gas advisory called Economatters: "Currency 
strength per se will not be the deciding factor in foreign acqui- 


sitions. But it'll help make valuations more attractive.” _ 
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ИШ N China, innovation begins in gov- 
E ernment. After chairman Mao's 


© death, Deng Xiaoping and his suc- 
__ cessors defied expectations of po- 
litical instability and economic co- 
llapse by conjuring up the unique 
concept of state-controlled capitalism. 
By enacting reforms and embracing 
market dynamics while maintaining 


firm political control, the Communist 





Party managed to deliver economic | 


change and preserve its power. Now as 
new president Hu Jintao faces demands 
for better governance and further politi- 
cal reform, the Communist Party is fi- 
nessing another original concept: state- 
controlled personal rights. 

This March the Chinese Communist 
Party's 18th National People's Congress 
passed a landmark legislation that for- 
mally enshrined the words “human 
rights" in China's Constitution and 
granted citizens private property rights. 

The move seemed like a giant step, 
on paper. After all, respecting human 
rights denies a state the option of exer- 
cising coercion over its population. And 
banning private ownership is a basic 
tenet of communism. But Chinese civil 
rights activists say the new laws will do 
little to usher in more democracy. In fact 
some critics say the laws are a back- 
handed attempt to undermine the im- 
petus for real democracy in China. 

“The government is experimenting 


with trying to placate people by giving 
them more rights instead of more 
democracy,” says Wenzhou Hou, a jour- 
nalist who has just returned to China 
from Harvard Law School. 

For decades, everything in China 
survived, flourished or failed at the plea- 
sure of the government. Without any le- 
gal protection of personal liberties, 
property ownership and economic 
rights, the government was the only ar- 
biter of a person's or an organisation's 
fate. It was a power Beijing wielded with 
a combination of brutal efficiency and 
corrupt self-servedness. But since the 
early 1980s, as the wealth and exposure 
of Chinese society has increased the 
backlash from impatient investors and 
irate citizens, the Communist Party has 
tried to attend to people's growing aspi- 
rations for freedom by granting them a 
carefully chosen and well-timed series 
of rights. 

Under Mao, the average person had 
virtually no rights. In 1979 Deng Xiaop- 
ings first reforms returned to people the 
right to manage their personal lives. 

Later, when the government 
cracked the iron rice bowl that provided 
people with jobs and security, it granted 
them the right to start their own busi- 
nesses. As these enterprises created new 
products and profits, the Communist 
Party created China's first stock ex- 
change in 1986 and gave people a 


Can China's 
new rights 





correct its 


WRONGS? 
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There is growing 
evidence that 
China's human 
rights record 
has actually 
worsened 

even as the 
government has 
projected a 

new 'kinder, 
gentler' look. 

By Jehangir Pocha 


chance to own some of this growth 
while giving entrepreneurs the right to 
raise private capital. The Communist 
Party also granted citizens new con 
sumer rights, religious rights, greater 
freedom of speech, the ability to travel 
abroad, etc. The latest rights are merely 
alogical continuation of this process 

But civil rights activists such as Gao 
Zhi Sheng, a public interest lawyer in 
Beijing, feel that the new property rights 
law does little more than tersely state 
that "legally obtained private property 
shall not be violated" and no mecha 
nisms for enforcing it have been put in 
place by the authorities 

"Rights are pointless if they cannot 
be protected," says Gao. "We already 
have enough great laws. What we need 
is an independent set-up to monitor 
and implement these laws. If govern 
ment is the only check on itself, how will 
things work?" 

Gao says the only real freedom in 
China is the government's freedom 
from accountability. Civil rights activists 
point to the undermining of Hong 
Kongs pro-democracy movement as 
proof that Beijing's views are similar to 
Singapores vision of a benevolent dicta 
torship. 

Io the outside world, that has not 


necessarily been a cause of concern so 


depth I 


far. Western investors have always pre- 
ferred the stability of an authoritarian 


government committed to free markets | 


than the capriciousness ofa socialist-in- 
clined democracy. This is something In- 
dia became painfully aware of in the 
1980s when the United States saw Com- 
munist China's embrace of capitalism as 
far more worthy ofits attention and sup- 
port than India's struggle with social 
democracy. 

Many observers, comforted with 
news of China's ever-increasing per- 
sonal rights and views of Chinese cities 
full of soaring towers filled with de- 
signer-suited executives and trendy 
teens, believe China's leaders are mak- 
ing the right calculations. But the one 
right China's leaders have never granted 
their people is the right to freely express 
themselves, and Beijing's control of the 
media prevents the growing shortcom- 
ings of its unique political experiment 
from being fully disclosed. Under previ- 
ous president Jiang Zemin 
and his awkwardly-worded 
“Three Represents” theory, 
China followed a thinly- 
veiled version of trickle- 
down economics that has 
created deep economic and 
social gulfs. 

But no issue has cut as 
deeply into the Chinese 
heart as the government's 
abuse of private property 
rights. Though China's 1954 
Constitution gave people 
rights over their homes, over 
30 million people have been 
arbitrarily evicted over the 
last two decades. Their 
homes have been torn down 
to make way for new shopping com- 
plexes, high-rise apartments and presti- 
gious city landmarks such as opera 
houses and museums (See ‘Where Have 
All The Houses Gone*?"). 

Businesses, including  foreign- 
owned corporations, which found 
themselves on the wrong side of a pow- 
erful official have also had their prop- 
erty confiscated, factories shut down, 
employees threatened and sometimes 
even kidnapped. Most attempts to ap- 
proach the police or courts are 
stonewalled by a system that still sees 
more justice in sticking up for fellow 
public servants than upholding the law. 


The problem is that "in China laws 
only give people rights vis-à-vis each 
other, not vis-à-vis the government," 
says Gao. "If the state wants something 
or wants to do something, all rights can 
be swept away... so the state itself is the 
biggest violator ofthe rights it gives." 

The decision to grant Chinese citi- 
zen's property and human rights is 
widely seen as an attempt by new Presi- 
dent Hu Jintao to assuage this social un- 
rest and discontent. “It is a gesture from 
him ‘I know what is wrong and | am 
working on it," says a lawyer іп 
Beijing. 

But ironically, there is growing evi- 
dence that China's human rights record 
has actually worsened. The US State De- 
partment says China is "backsliding on 
key human rights issues" and that its 
overall human rights record is getting 
worse. In response to this, Beijing has 
broken off all human rights-related dia- 
logue with Washington. 


The decision to 
grant property and 
human rights to 
Chinese citizens 

is widely seen as 
an attempt by new 
president Hu 


Jintao (Left) to 
assuage social 
unrest and 
discontent 


BUSINESSWORLD 44 19 APRIL 2004 


BAMBOO CURTAIN 


Local journalists say the pressure to 
toe the official line is higher now than it 
was three years ago. Just last week Hou 
was detained by the police for organis- 
ing protests around the upcoming an- 
niversary of the Tiananmen Square 
massacre. Official monitoring and blo- 
cking of websites and chat rooms hasin- 
creased significantly. A professor in Bei- 
jing says the government now employs 
over 35,000 people to monitor and close 


| down websites, vet email exchanges 
and chat groups. 


Human rights groups active in 
China, such as Human Rights Watch, 


| are reporting increased cases of illegal 






imprisonment, torture and land grab- 
bing. They are also calling China on its 
continued persecution of religious mi- 
norities in Xinjiang, Tibet and else- 
where. While China says its citizens have 
the right to worship religion freely, the 
US government has chronicled numer- 
ous instances of mosques being torn 
down, Muslim communities 
being subjected to 
illegal birth-control measu- 
res and clerics being 
imprisoned. 

Chu Tian, a gay man in 
Beijing, saysthe government 
is also cracking down anew 
on personal matters such as 
homosexuality. While he 
agrees that the government 
hardly ever interferes in peo- 
ples personal lives, he says it 
is becoming increasingly in- 
tolerant of people even 
obliquely challenging the 
government's authority on 
social issues. Chu says he 
never faced any official cen- 
sure for his lifestyle until he began to 
write about gay rights and sexual issues 
inlocal publications. 

Chu's experience underlines the 
government's nervousness in allowing 
any kind of political dissent or even the 
impression that its authority can be 
challenged. Respecting rights is a far 
lower priority than the government's 
desire to appear infallible, all-powerful. 

Of course people know it isn't but 
they don't know what else to do. China 
has never lived under anything but an 
authoritarian government, not even for 
a week. "Even Iraq had eight or 10 years 
of democracy in the 1950s,” notes a pro- 
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WHERE HAVE ALL THE HOUSES GONE? 


HE spot where Ye Guo Qiang tried to kill himself is only a short walk from 
Т: Great Hall of the People where China's National People's Congress 

passed the law protecting citizens’ private property rights. But it is un- 
likely Congress members will even hear of Qiang, what he did and why. 

Last year on 1 October, China's National Day, Qiang jumped off a bridge in 
the historic Forbidden City to protest the demolition of his family's home and 
restaurant in Beijing's Xuan Wu district. The demolition turned Qiang's entire 
hutong, or neighbourhood of gently decaying courtyard houses, into a shop- 
ping arcade-cum-park as part of the facelift Beijing is getting for the 2008 
Summer Olympics. 

“Опе day there was a notice telling us that we all had to leave within three 
months. They began tearing down the houses,” says Ye Guo Zhu, Qiang's 
brother. Stifling tears Zhu says that legally his family should have received a 
two or three-bedroom apartment in exchange for their old residence. But "cor- 
rupt officials swallowed up our apartments", he says. Such stories are dis- 
tressingly common all over China. "Since 1994 over 10 million people have 
been evicted from their homes," says Gao Zhi Sheng, a public interest lawyer. 

Even in villages, land grabs by developers — eager to clear farmland for 
mega-projects — have thrown more than 30 million peasants off their land, ac- 
cording to government statistics. Government planners say a hard-nosed re- 
making of China's cities and rural areas is a painful but necessary process. Th- 
ough most Chinese were supportive of their government's push to modernise 
China, few expected they would have to pay for this with their homes. Civil ac- 
tivists say corrupt officials and builders are twisting property laws to such an ex- 
tent that public anger is boiling over. It is estimated that over 8096 of the 
11,500 square miles of farmland, turned into development zones, has been 
acquired illegally. In 2003 the government itself reported more than 160,000 
cases of fraudulent land grabs, more than twice the number of 2002, and by 
2030 another 80 million are expected to lose their land. 

Local governments tend to use architecture to project their image. And 
cities competing with each other for foreign investment and stature think little 
of demolishing vast swatches of cheap public housing. Most demolitions in- 
volve farmers or working families such as the Ye's whose old hutong-style 
houses are coveted by builders and city governments. 

Zhu doubts the new rights will provide ordinary people with any respite. 
“The govemment is trying to make China look like a sleeping beauty,” he says. 


LOW LIFE ON-HIGH STREET: People still afford a smile or two 
. \ 
despite problems rangmg from eviction to corruption 
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fessor in Beijing. “We had nothing. To us 
democracy is a word, nota living thing.” 

In this light, the greater rights that 
Beijing is granting its citizens are appre- 
ciated by most people who believe their 
lives are getting better. Shi Zhang, a lec- 
turer at the local university, says such 
grand gestures by the National People's 
Congress and Hu Jintao also reinforce 
the popular notion that China's top 
leaders are committed towards the up- 
lift of the people and that it is local offi- 
cials who are inefficient and corrupt. 

“What people see is Hu Jintao pass- 
ing nice-sounding legislation. When 
things don't work at the local level, they 
blame local officials. What they cannot 
see is that he has given them no struc- 
ture to follow, no guidelines, no train- 
ing,” he says. 

Locals also speculate that Beijing's 
visible but toothless gestures are also 
meant to placate foreign investors. Ac- 
tions like the recent Constitutional 
changes generate positive headlines; 
the shortcomings are usually in fine 
print. Beijing knows this and uses it well 
to its own advantage. 

But Shi says the fissures within 
China are deepening. Apart from the 
political discontent brewing across the 
country, he says the shortcomings of 
capitalism without checks could trap 
China into the kind of economic quick- 
sand that sank South-east Asia's econ- 
omy during the 1996 contagion. China's 
unaccountable banks have racked up 
bad debts to the tune of $200 billion, its 
currency is not accurately valued and 
the government has over $50 billion in 
unfunded pensions. 

However criticising Beijing seems 
easier than coming up with credible al- 
ternatives. Experts say China has com- 
plicated its already unique historical cir- 
cumstances with its brand of 
state-controlled capitalism, and now 
state-controlled rights, so profoundly 
that no one knows how to navigate the 
rocky waters the country is currently 
sailing. Will the distinctive but listing 
ship that is China sail into a safe har- 
bour? And if it does, one of the most im- 
portant questions facing the world 
would be how. 





Jehangir Pocha is the China correspon- 
dent for In These Times. He divides his time 
between China and the US. 
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| ofpeoplemaking the morning commute to the 
| BigApple. Some were fast asleep — God knows 
| whatunearthly hour they had to leave home to 


The 
ability to | 
forgive — 
and not 
fix — can 
give world 
leaders 
the power 
to move 
on. It is 
more | 
difficult to | 
accept, | 
but is the 
stronger 
force 








as the train was about to close doors. 


| with his sniffer dog on the platform. The door | 


| change my life? What would happen to my wife | 


| the ability to shut things out with the ease with 


Тһе force of 


forgiveness 


F I miss the 7.30 a.m. express train from 
New Brunswick to New York's Penn Sta- | 
tion, | am in deep trouble. Bracing the | 
unseasonal snow, | parked my car across 
the station and ran up the escalator just 


As I dashed in, I caught sight of a policeman 


closed on that view and in a moment, the train 
moved on. I dumped my bag on an empty seat 
and looked around. The compartment was full 


begin their commute. Some were readingthe | 
morning paper, some looking at the listless 
wintry morning whiz past the glass windows. 
"What would I do," I asked myself, "if, this very 
moment, the train were to blow apart in a deaf- 
ening blast, with glass, sharp nails and other | 
projectiles flying about? How would that | 





0f24 years and two children?" 
I felt queasy — I did not want to think about 
the possibility. The greatest thing going for us is 


which a child watching television shuts out his | 
or her environment. That ability is about sur- 





vival. Yet, the grim reality is that the train I was 
travelling on could have been the target of | 
insane individuals who are at large across the 
world. After 45 minutes, the train pulled up, 
people woke up from their innocent sleep, oth- 
ers looked up from the newspapers they were 
buried in and shuffled their way out. 

I changed to an underground train they call 
the Path Train that would take me to the recon- 
structed World Trade Center Station, from 


| where I was to walk to my Wall Street venue for 


the morning's meeting. The thought of the 
World Trade Center froze me. 

If Madrid was far away and my conjuring up 
images of a horrible possibility was a passing 
thought of an anxious mind, the memories of 
World Trade Center were certainly not. It was | 
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here that three years ago, two of my colleagues 
had a near-death experience when terror hit 
the Twin Towers: Jay Prakash ran down the 
stairs — all of 52 floors — and Prince Manuel 
caught an elevator going down. Both ran to 
safety in the narrow corridor that Death spared 
between the first plane crashing and the sec- 
ond one. Our customer, Rod Wotton, who was 
headed out with them, turned back to get 
something but never returned. 

Engulfed in smoke, all he could do was call 
his wife, who was to deliver their second child 
the following week. Her old parents, who had 
come to their house, had more knowledge 
about what was going on. They were able to 
watch on television what Rod could not. They 
all knew he was going to die — till such time his 
voice was heard on the phone, all the family 
could do was sob... 

I got down at the vast dug up space of si- 
lence where the Twin Towers stood and started 
walking to my meeting. For the hundredth 
time, | wondered: when would all this stop? The 
easy answer is it will not, not any time soon, one 
reason being that the world is caught in a trap 
where violence is avenged with violence. That, 
in the history of humanity, has been a no-win 
situation. The ability to forgive — and not fix — 
can give world leaders the power to move on. It 
is more difficult to accept, but is the stronger 
force. Mahatma Gandhi used non-violence to 
bring freedom to the world's largest democracy. 
Nelson Mandela used the same power to liber- 
ate South Africa. Moses led his army to the Pro- 
mised Land against the brutal force of the Pha- 


| raohs— with a stick he never wielded. Each of 


these examples had its geo-political context. 

In today’s world, violence has become a cro- 
ss-border issue, tangled in a web that involves 
religion, poverty, guns and drugs. This points to 
larger developmental issues, for did we not 
learn that poverty anywhere is a threat to peace 
everywhere? The birth ofa new world order and 
aleadership mindset based on inclusive think- 
ing has become critical for continuity. a 
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Corporates are 

ready to buy wholesale 
minutes and sell 

them to retail 
consumers. Will 
regulation allow it? 


ANUP JAYARAM 





OBILE users, look out for 

this one. If Andrew Reid, 

managing director of UK- 

based Primus Telecommun- 

ications, has his way, airtime 
rates in India could go down even fur- 
ther (rates here are already the cheapest 
in the world). Reid plans to buy tele- 
com minutes in bulk from existing 
mobile phone operators and sell them 
to retail subscribers. 

But he must still secure regulatory 
approval to resell minutes.- Primus 
wants to become a mobile virtual net- 
work operator (MVNO). An MVNO 
doesn't own wireless infrastructure like 
towers or base stations, but it does have 
its own brand, customer care 
and billing facilities. It 








WHAT IS AN MVNO? 


purchases airtime wholesale from exist- 
ing operators. Using the network infra- 
structure, it launches its own branded 
mobile service. 

In India, the focus of Primus will be 
on the globe-trotting Indian who needs 
to be in touch with India constantly. 
Primus already has services in Europe, 
the US and Australia. So when a sub- 
scriber calls an Indian number, the net- 
work will recognise that the call is from 


a Primus customer. It will route the | 


voice call over the IP network to the In- 


dian number. In the process, Primus will | 


offer its subscribers dirt-cheap rates to 
call India. According to Reid, the sub- 
scriber will pay just a few cents. It is 
likely to be a GSM-based service. 

All that is fine. But is this feasible in 
India? As of now, the regulatory mecha- 
nism does not allow it. According to a 


Telecom Regulatory Authority of India | 


official, MVNOs can operate only after 
the unified licensing initiative is com- 
pleted. It is likely to be completed soon 








after the new government is in place. | 
Reid, however, points out that his 
lawyers in Mumbai are currently exam- | 


ining how it can launch services soon. 
There are other things blocking 
Reid's path. MVNOs have been success- 
ful in Europe since networks have huge 
excess capacity. However, the Indian 
market is still growing sharply. So, it is 


MOBILE TELEPHONY 


t 


quite unlikely that leading operators 
will lease out capacity on their net- 
works. Says Sanjay Mehta, partner, 
Ernst & Young: “ None of the operators 
will want to lose their subscribers. After 
all that is their identity.” The only possi- 
bility is if operators in ‘C’ circles (West 
Bengal, Assam, Orissa and others) lease 
out capacity to MVNOs. That can hap- 
pen once the policy allows it. 

But while subscribers are increasing, 
so are networks. Considering the pace at 
which mobile operators are expanding 
capacity, it is likely that there will be ex- 
cess capacity sooner than later. Then, 
MVNOs can make their debut. 

One of the best-known MVNOs in 
the world is Virgin Mobile. In the US, Vir- 
gin Mobile America (VMA) is a joint 
venture between Richard Branson's Vir- 
gin Group and US carrier Sprint Corpo- 
ration. Virgin owns the subscribers, who 
are largely young pre-paid subscribers. 
Sprint is paid leasing charges for its in- 
frastructure. VMA offers a host of ser- 
vices like MTV alerts and MTV news, all 
focussed on the youth. Over 70% of its 
subscriber base is below 30 years. 

Reid claims he is talking to at least 
two mobile operators. He will return to 
India soon to continue discussions. For 
now though, Primus may have to wait 
before making a killing in the booming 
Indian mobile services market. m 
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AVINASH CELESTINE 


N 1 April this year, two corpo- 
rate law firms, Ajay Bahl and 
Co. and CZB, merged to form 
AZB & Partners — a firm with 
about 70 lawyers and offices 
in Mumbai, Delhi and Ban- 
galore. In a country where the biggest 
firm has just over 100 lawyers, this is a 
fairly big merger. 

The two firms had been in talks for 
about nine months and the deal was fi- 
nalised in January this year. A strong rea- 
son for the merger was geography. “We 
wanted a strong presence in Mumbai, 
while Zia Mody and Behram Vakil (of 
CZB) were looking for a presence in 
Delhi,” says Ajay Bahl. 

The new firm will have 16 partners. 
With clients as varied as Lafarge and 
Disney, its strengths are areas like intel- 
lectual property, mergers and acquisi- 
tions, and taxation. The merger to form 
AZB is fairly unusual though. The ques- 
tion is: why? 

It's not as if there is no churn among 
corporate law firms in India. Still, such 
moves don't usually involve outright 
mergers between two firms. Most of 
such cases involve partners who leave a 
firm to join another, taking clients and 
associates with them. 

Last year, for instance, 14 lawyers 
and two partners of Udeshi, Udwadia 
and Bergis left the firm to join J. Sagar 
Associates (some senior lawyers are re- 
ported to have left J. Sagar itself). Even 
more recently, the law firm DSK Legal 
saw three partners quitting. Then there 
have been rumours in legal circles that a 
family-run litigation firm, with offices in 
Mumbai and Delhi, has seen an exodus 
of 11 lawyers. Top-flight law firms like 
Amarchand Mangaldas are also re- 
ported to have seen senior-level lawyers 
leaving in the last couple of years. 








Why partners and associates are 


гѕеіпе out on their own 


With so many senior-level depar- 
tures, some of the top law firms have 


reached a stage where the number of 


partners to the number of associates 
has fallen sharply. "The problem has 
gotten so acute that in some firms, the 
number of associates who work with 
each partner is as high as 20," says a 
lawyer who left one of India's top-flight 
law firms to set up shop on his own. 
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Ideally, the number of juniors re- 
porting to any partner should be in sin- 
gle digits. And because the partner-as- 
sociate ratio has fallen, the quality of 
work has inevitably suffered, as each 
partner is left with lesser time to devote 
to each client. 

Partners have to sign on each bit of 
the work done for clients. "When clients 
realise they aren't getting the kind of at- 


tention from the lawyer that they want, 
they take their work elsewhere,” the 
lawyer explains. “So smaller firms like 
ours are flourishing because clients re- 
alise we can give them the kind of atten- 
tion they won't get in a big firm.” 

"Anyone who is good and who has a 
certain level of experience doesn't usu- 
ally want to stay with the firm he started 
out with," says Harvansh Chawla of 
К.К. Chawla and Co. “He usually leaves 
and starts out on his own." In many 
cases, the reason such an exodus oc- 
curs is that the founders or those 
who control the firm are simply 
unwilling to share power or pr- 
ofits, and therefore unwilling to 
meet the aspirations of other 
senior lawyers in the firm. 
Forinstance, one of the old 
law firms in Mumbai, 
founded during the 
British rule, did not promote a new part- 
ner for over 26 years. 

So this is not a new problem, but wi- 
th business booming in the last few ye- 
ars, more mid-level lawyers finally have 


CORPORATE LAW FIRMS 
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an exit option. And they are taking it. 


The established firms — many of 


them family-run — have different ways 
of holding on to power. One way is to 
promotea person to partner, but only in 


name and with no equity in the firm—a 
so-called 'paid' partner. Another way is 
to create à separate legal entity in part- 
nership with a lawyer coming up for 
promotion; the idea is that the new firm 
will bill work done by the partner. How- 
ever, the problem in such a case is 
that control over the decision abo- 
ut allocation of revenues to the 
new firm would remain in the 
hands of the founders. 

"Many lawyers do not 
see a long-term stake 
in the firms they wo- 
rk with. People ta- 
Ik about entry of 
foreign law fir- 
ms and external 
factors as posing 
challenges for Indi- 
an lawyers," says Jyoti 
Sagar, founding part- 
ner of J. Sagar Associates, But difficulties 
related to retaining talent and experien- 
ce is a more serious problem, he notes. 
And it's a problem the big firms are go- 
ing to have to face, sooneror later. W 
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briefed. The clock 
starts ticking 





There's intense secrecy 
shrouding the manner in 
which pharmaceutical 
companies go about 
finding loopholes in the 
patents of blockbuster 
products. After all, 
millions are at stake. If a 
company can develop a 
non-infringing process to 
challenge the patent, it 
can claim a share of the 
successful product's 
market. If it can't, 
millions of dollars would 
go to waste. Big Pharma 
In India is becoming 
increasingly adept at this 
tricky game. 
Businessworld s 
Gina S. Krishnan goes 
into the nerve-centre of 
one of India's most 
promising pharma 
companies to demystify 
the process and bring 
alive the nervous 
excitement that goes with 
it. Here's a first-person 
account. 










The regulatory team scours 
the WWW for loopholes in 
patents related to Mx77 





The R&D team tries and repli- 
cates the original process of 
formulating the compound 





CRACK team has been put to- 
gether at the headquarters of 
Rx Pharma. For the next two 
months, its job is to find a way 
around the patents filed on 
Mx77 — a fast-selling anti-de- 
pressant marketed by a US-based phar- 
maceutical major. 

Rx Pharma's client, a European 
buyer of active pharmaceutical ingredi- 
ents (APD, has asked managing director | 
Karve to try his hand at delivering a non- 
infringing process on the molecule. The 
patent expires in 2007 and the product 
already commands a market of $400 
million. The client believes the mole- 
cule would be worth a billion dollars by 
the time the patent expires. Several 
global companies would have their eyes 
on the same molecule. 

If Karve's team can deliver before the 
others, his client would be able to chal- | 
lenge the original patent at the US Food | 
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and Drug Administration (FDA) and get 
the right to exclusively market the prod- 
uct in the US, the largest market by far, 
for 180 days. Surely a lot is at stake — for 
Rx Pharma as wellas its client. 

In this game, time is of essence. 
Karve has given his team all of 60 days to 
work out the patent. It's an extremely 
tight deadline given that just refining 
the process sometimes takes 4-5 
months. But then it's a dog-eat-dog 
world — among raw material suppliers 
as among generics and API companies. 
All of them are after the same pots of 
gold. Hence Project Mx77 gets 60 days 
and nothing more. 


inti 
the оно block 


As the stopwatch starts ticking, the hub- 
bub in the boardroom grows. Teams 
rush in and out constantly. Karve, along 






The Men in White debrief the 
rest of the team on options 
for a non-infringing process 


with his research and finance heads, 
have been busy ina conference call with 


international partners since early | 


morning. I am introduced to Arun, the 
suave vice-president of business devel- 
opment, who is readying to brief the 
Mx77 team. He ushers me into a hushed 
conference room. Six eager — and sur- 
prisingly young— heads await the brief- 
ing with tense anticipation. 

Meet the leader: Ram, 32, a brooding 
man who enjoys his role. In Deepika and 
Rajni he has regulatory specialists 
whose job it is to locate the patents reg- 
istered on the product and rummage 
around for a loophole — an unregis- 
tered dosage form, an unregistered 
combination with another product, ora 
new process on the product. 

Where the regulatory team's job 
ends, the R&D team's begins. On cue, 
the scientists in the Mx77 team — Murli, 
Savitri and Srinivas — will do the rest of 
the job in beakers and test tubes. 


Arun, 36, is quiet and not given to | 


displays of emotion. But his eyes light 










Chemical synthesis in the lab 
is complete. The product 
moves on to the pilot plant 


| up as he briefs the team. Everyone 


senses the barely-repressed excitement 
in his voice as he spells out what's at 
stake: "This molecule is growing phe- 
nomenally. Cracking the patent and fil- 
ing first could catapult our company's 
growth to over 100% in a year." The team 
gulps. It's 11 am. 

As soon as Arun departs, Ram takes 
charge and lays out the way forward. He 
suggests breaking up the deadline into 
smaller ones and working backwards 
from them. Actual work would only be- 
gin after Deepika and Rajni give the lab 
team à report on all the patents on the 
product. Meanwhile, the scientists are 
told to begin studying the innovator's 
manufacturing process. The next meet- 


| ingisscheduled two days later. 





Spotting a needle 
in a haystack 
It's a motley crew. Rajni, 32, is a lawyer 


who recently qualified as a registered 
patent agent. A mother of two, she 






PATENTS 










The Drug Master File and 
exhibit badges are readied. 
Now for the FDA submission 








hardly looks the type who would spend 
long hours at the desk poring over legal 
tomes; but looks can be deceptive. At 
her desk in a flash, she gets cracking on 
data from the US FDA's patent and 
trademark office (PTO). 

Deepika, a bit less experienced at 26, 
isalso a registered patent agent. She gets 
backto hercubicle full of haunting char- 
coal sketches. She 'doodles' them when 
she can put her feet up. But today she 
knows she can't afford that indulgence. 
She starts on the European and Aus 
tralian patent offices right away. 

For Rajni, the US PTO is familiar ter- 
ritory; this is her ninth such project. As I 
watch her working, riveted to the 
screen, I can only hear the click-clack of 
her fingers on the keyboard. The Inter- 
net cascades out pages upon pages of 
information on patents, but she hasn't 
yet found the right one. Hours of single- 
minded toil later, the tense air is rent by 
asudden whoop ofjoy from Rajni — she 
has had a success, the first one. At the 
click of a mouse, the printer spews de 
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tails of the patents filed by the innovator 
company. “The process is like a treasure 
hunt; I feel the thrill ofa chase. Clues are 
given and the prize is protected by a 
number of patents. It's my job to reach 
the prize,” says Rajni. 

A few hours later, at 6.30 pm, Rajni 
pushes back her chair, stretches and 


switches off her PC. “My mind is now | 


crammed with information. I can't take 
in any more," she mutters to Deepika as 
she makes her way to Ram's cabin, with 
acup oftea in hand. Deepika follows in 
and the three start chatting animatedly 


about, what else, Project Mx77. "The | 


work is demanding and tiring. We have 
to go over all the information we have 
collected till now with a fine toothcomb. 
If we miss anything on even one patent 


or infringe on something, it could result | 


in huge losses for the company," says 
Ram. He is a tough taskmaster. Diligent 
and with an air of arrogance, he inspires 
confidence as a veteran of many battles. 
The workday rolls to an 
end on their patter. 
When I reach the 
Rx Pharma office at 10 
am the next day, I find 
that Rajni and Deepika 
have been in for two 
hours. They have 
barely 24 hours to the 
first review meeting. 


The day passes as tautly as the earlier | 


one. By the evening, Deepika and Rajni 
find five patents on the manufacturing 
process of Mx77 and one each on a poly- 
morph (another crystalline form) and a 


hydride (compound with hydrogen and | 


another element). They hand the infor- 
mation to Ram, a Ph.D. in organic 
chemistry; he double-checks it. This 
team, after all, carries the burden of en- 
suring that the project stays miles from 
infringement. 


On Day Three, at the review meet- | 


ing, Team Mx77 begins talking on the 
non-infringing process. With time, the 
discussion gets more technical. All pos- 
sible patents — for hydrides, poly- 
morphs, isomers, other crystalline 
forms and metabolites — have been 
studied. Mx77 is covered with a process 
patent and one patent each on a poly- 
morph and a hydride; they expire be- 
tween 2007 and 2009 in the US and in 
2006 in Europe. Besides, Mx77 has two 
patents on manufacturing processes. 











That makes life even more difficult. Af- 
ter three hours, the meeting breaks up 
— the next review is four days hence. 


Passing the baton to 


| the men in white 


The action shifts to the lab. The R&D 
team now has to find processes that 
don'tinfringe on any ofthe five found by 
Deepika and Rajni. A long haul lies 
ahead — the R&D team has to chemi- 
cally produce what seemed fine on pa- 
per. Review meetings come and go, and 
the teams keep in touch more on the 
phone. At the end of a week, the first 
process tried seems to yield the desired 
result. More celebrations? Hold on. It's 
found that the derived molecule has a 
higher level of impurities and would be 
too costly to produce en masse. 

The scientists — Murli, Srinivas and 
Savitri — huddle around Ram. They are 
now trying their own tack. Murli pushes 


up his thick glasses and begins review- 
ing the calculations. Ram reviews the 
option of usinga different intermediate. 


Savitri whips out a pen and begins her | 


own calculations. A little later, she looks 
up with a glint in her eyes. "This could 
work," she says cautiously. The scien- 
tists head back to their stations. Now the 
real, tedious work would begin. 

As chemicals froth and gurgle in 
beakers over controlled flames, team 


| members take turns to keep watch. The 
vigil stretches on... for days, then weeks. | 


Re-calculations become less frequent as 
the team closes in. At the end of the 
fourth gruelling week, the team cracks 
it. The compound is ready, barring some 
issues about its stability, Murli, wearing 
adazed look in his red-rimmed eyes, de- 
clares: this is it. As for stability, the team 
is sanguine it can be established at an- 
other temperature. Their work is done, 
yet they're edgy. They know that much 


more needs to be done. Their eyes are 


on the ticking stopwatch. 
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"The process is like a treasure 
hunt. Clues are given and the 
prize is protected by patents. 
The job is to reach the prize 
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Coming round 

ina full circle 

The baton comes round to the regula- 
tory and legal team. It begins work on 
the paperwork needed to submit the 
Drug Master File for the US and Europe 
markets. 

Just then, the worst nightmare of the 
team leaps alive. In her earlier screen- 
ing, the Deepika had missed a vital 
patent on the product. And that was ex- 
actly the process the R&D team has 
come up with. Ram, red in the face from 
utter frustration, calls up Murli for a 
meeting. Everyone is angry at the pre- 
cious time lost. For the R&D team, this 
means going back to scratch. Yet the 
team spends little time arguing about it. 
There are another two weeks to the 
deadline. The scientists start the process 
all over again. 

Ram, now more anxious than ever, 
visits the lab every two days to discuss 
the different methods 
being pursued. Finally, 
the breakthrough! Murli 
and his gang have added 
a new step for purifica- 
tion and that has made 
the new process non-in- 
fringing. After evalua- 
tion, validation and 
analysis of the com- 
pound, the company decides to file fora 
process patent. After fifteen days of al- 
most non-stop work in ghostly hours, 
Murli, Savitri and Srinivas head home 
that evening, exhausted and satisfied. 

The compound would now move to 
Rx Pharma's pilot plant for validation 
and production of exhibit batches to be 
submitted to the FDA with the Drug 
Master File. Once approved, the manu- 
facturing will move to the main plant of 
the European buyer. 

Even as Rx Pharma goes about filing 
more Drug Master Files — it plans an- 
other 20 within the span of a year — the 
six of Project Mx77 move to other chal- 
lenges. More sleepless. nights are 
promised for the team, but they dont 
mind. They are on a perpetual treasure 
hunt, you see? a 





Rx Pharmais not the name of the 

real company. Names of the individuals 
too have been changed to 

protect their identity. 





GlaxoSmithKline (GSK) is a world leading research-based pharmaceutical 
company with a powerful combination of skills and resources that provides a 
platform for delivering strong growth in today's rapidly changing healthcare 
environment. In India, GSK Pharmaceuticals Ltd. has been a market leader for about 
three decades. 


With the advent of IPR, the pharma industry is expected to witness a great change, 
which will require new ways of working, new ways of thinking and new skill sets. 


To work with the Top Management Team in preparing the organisation 
to usher in and embrace these changes we are looking for: 


|. SENIOR MANAGER TRAINING & DEVELOPMENT (Mumbai) REF HRD/SMTD 
Your primary responsibility is to lead a group of twenty Trainers to coach and develop a 2500 strong Sales 
& Marketing team. You will be supported by the GSK Global Academy, with world class Sales & Marketing 
training initiatives. 


You should have a natural aptitude to understand business dynamics and influence your peers in the Sales 
& Marketing functions. You will be committed to enhancing the skills and capabilities of the Sales & 
Marketing teams during the transition period to maximize opportunities in the Product Patent era. Your 
role will be more than just training. It will be about shaping and reshaping people and practices to build 
Capabilities for sustained market leadership 


We prefer applicants in the age group of 32 to 40 years, with an MBA from a reputed institute. Candidates 
should understand field selling, and have a proven track record in the development and implementation 
of superior quality training programmes to upskill Sales & Marketing teams 


2. HR MANAGER (Mumbai) REF HRD/IHRMS 

You will primarily be responsible for driving Human Resource Management Systems (HRMS) in the 
organization, and must possess strong conceptual skills in HR as well as a flair for IT. You should be farniliar 
with development of computerized models. 


We prefer applicants to be in the age group of 28 to 3! years, with an MBA from a reputed institute and 
4-5 years of experience in a large Corporate Enterprise following professional systems. 
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DINESH KUMAR 


ONLY those who work for golfing CEOs 
need read this. The others can move to 
surf the rest of the magazine. 


HAVE nostatistics to prove it, butif 
ever the statistics were collected, 1 
bet I would be right. That the com- 
bined wealth of corporate golfers 
around the world on any Sunday 
morning is more than the com- 
bined wealth of all developing nations 
put together. 

If that were true, one would indeed 
be a slow learner if one treated a golf 
course as an ordinary acreage and dis- 

missed its importance. In a golfing 

company, you can ignore the 

game at the peril of your corpo- 

Y^ rate progress. However, before 
à». you rush to send an email to 
your NRI brother asking him to 
send you a golf set, read this: 
First, if you are a middle man- 
ager, start your golf game in a far 
away course where the chance of see- 
ing your boss is next to nil. Hone it qui- 
etly, keeping it top secret, because you 
don't belong on a golf course yet. Your 








place is at the workplace — morning, 
noon and night. 
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You are supposed to be working 
your butt off. Also, when you do emerge 
on the fairway, let them say: "That chap 
Dhruva has a natural swing." You don't 
want to appear a self-conscious player. 
There will be enough pressures on you 
as itis. You must wait for the right time. 

When is the right time? It is when 
your boss asks you: "Have you ever con- 
sidered playing golf?" Be coy and say: "I 
always thought that it would be at the 
cost of my work." Your boss might say: 
"It does not have to be that way. I play 
golf, but I don't let it come in the way of 
my work. It is about balance, my boy." 

Just sigh. You have not arrived in the 
golfing fraternity until you have really 
arrived. That takes diplomacy and calls 
for many extraordinary managing-the- 
boss skills, like sucking up. Got it? Good. 

Pick up a few golfing joke books but 
don't be a smart alec and start reciting 
them between the holes. Send them to 
your bosses by email, so that they can 
tell them as their own jokes. You must be 
ready to laugh as if it was the first time 
you were hearing them. 

Learn to say "great shot’, “hard luck" 
and “looks like it is your day" at the ap- 
propriate places. Don't start advising 
him on his follow-through. Remember 
that it is only the boss's, boss's, boss's 


privilege to correct his game. Maintain a 
strict corporate hierarchy. 

Learn to slice intentionally into the 
rough to neutralise your stroke advan- 
tage, should you have been stupid 
enough to gain it in the first place. Occa- 
sionally pretend that you have lost the 
ball in the bushes. Give him enough 
space. So even when, through his sheer 
stupidity, he muffs up on the last few 
holes, he should still be a stroke or two 
ahead. Give him enough challenge, and 
yet do not challenge him enough. 

However honest the boss may be at 
the workplace (although I have not met 
many honest CEOs), don't be shocked if 
he cheats copiously on the golf course. 
He will do it in many different ways, like 
moving the ball to get a better lie for the 
next stroke. He will lose count of the 
number of strokes between holes. If he 
asks you, claim one stroke less than the 
actual figure. 

Be the first one to take out your wal- 
let to pay the caddies. Your boss will 
never have the right change or the incli- 
nation to pay the caddies, anyway. 

Onthe 19th hole when he is washing 
up, orderhis preferred drinks. If the boss 
says, “I thought I would have a glass of 
beer before switching over to gin and 
tonic,” tell him not to worry, because 
you were thinking of having a gin and 
tonic anyway. That is what I really meant | 
by sucking up. 

Now that you have played golf with 
the boss for about a year, itis time to call | 
him home. Hold your tongue until he 
says, “When are we coming home for a 
meal, or something?” When he is using 
the word we, he is not talking about his 
wife and himself; he is using "we" as the 
royals do. Ring up his secretary and ask 
him to check when the boss and his wife 
would be free to come home for dinner. 
Well, you can ask him yourself, but then | 
only the boss and you would know 
about the event. If you move your query 
through his secretary, half the company 
will know. Can you think of an easier 
way of building brand equity? 

The time has come to know the di- 
etary preferences of your boss and his 
wife. The private network will give you 
all the privileged information, neces- 
sary to have him gushing: “How did you 
know I prefer single malts to scotch? 
Ever since Blue Label has come into the | 
market, І have not touched Black La- 


————————  UÁÉÓP C 


bel!" Never put yourself in the position 
of having to say, “I am sorry, I don't have 
dry sherry,” if that is what the good lady 
wants, unless of course you want to 
throw away the Blue Label advantage. 
You will now accompany the corpo- 
rate guys to Ooty and Kodai and Eagle- 
ton for golfing trips. You can tell the odd 
golfing joke for every three or four ones 
they tell. Always preface your joke with, 
"Your joke reminds me ofthis one..." Let 


| him keep the initiative. If he likes the 


raunchy one (my experience tells me 
that the dirtier the joke, the more they 
like it), here, open with: "I don't know 
whether I should be telling you this 
one..." and then tell them. 

At this stage you can expect to start 
receiving golf balls and occasionally a 
club to replace your worn-out ones. 
Next you will get the boss's scarcely used 
set, for he has gone for a better brand. 

Now start genning up on all the fa- 
mous golf courses of the world like St 


| Andrews, Turnburry, Pebble Beach, Gl- 


en Abbey and the like. This is in prepara- 
tion of being invited on golfing holidays. 

Even at the workplace, you will no- 
tice changes. These will come in the 
form of higher — but totally undeserved 
— bonuses, an out-of-turn promotion 
and a move into the corner office in the 
main corporate building. You will have a 
secretary and chauffeur of your own. Do 
not worry if your job contents have not 
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changed much. Worry about the desig 
nation. You are now at a policy-making 
level. You have deserved to get there. You 
have indeed worked hard. 

Persist until you get a whole new set 
of clubs, Now you have arrived. Truly ar- 
rived! The gateway of St Andrews and all 
the other top-notch golf courses will be 
open for you. Now you will play in the 
Champagne district of France and actu- 
ally get to sip champagne. The obstacle 
course to the golf course is indeed an ar- 
duous one. You have to negotiate it with 
extreme care. It is a do-or-die situation. 
A lot is at stake. One false move, like 
jumping the sequence given above, is 
fraught with danger. Do it well and suc- 
cess will never leave you. 

I once worked for a golfing CEO, but 
I got stuck at Step 1. The golfing coach 
gave me up as a bad joke and advised 
me to stick to physical sports like jog- 
ging. “Golf,” he said, “requires a much 
higher mental calibre and concentra- 
tion far beyond the level that you have.” 

Inotonly survived, but also did fairly 
well in the company. You may wonder 
how. I did the next best thing: I married 
the CEO's daughter. Now that is a choice 
worth considering. Е 


The author managed to become a СЕО 
before he quit to set up a TQM consul- 
tancy. For more tips, you could contact 
him on deekayjogs@vsnl net. 








Pankaj Chaturvedi 
CEO, Baskin Robbins 


I am currently reading SACK THE 
CEO by Jeetendra Jain. Some friends 
of mine had recommended it and 
though I was initially sceptical, I 
have since changed my view. The 
book focusses on the humorous 
attempts of three guys in a company 
to get rid of the corrupt CEO. The 
humour tag is misleading as the 
author is, in his own way, analysing 
much of what is current in the cor- 
porate world. It is not too difficult for 
me to relate to many of the incidents 
involving the protagonists. 

Lam not an avid reader. Most of 
my reading is restricted to the daily 
papers and a few business maga- 
zines. But if I do find a book that's 
interesting, I will read it through, 
irrespective of the time it takes. I 
dont go looking for a book unless it 
has been recommended. m 


ALERT 


Mistakes ! Made 
My First Five Years in Business 


By Elizabeth K. Fischer (Unistar) 


~ 3 SOME mistakes are 
E better left unsaid. The 


Fi M. rest are the kind Eliza- 
y beth Fischer made and 
Bu learnt from during her 


initial years in busi- 

ness. Whether the im- 

portance of saying 'no' 
to clients, or having priorities, or 
dealing with frustration and des- 
peration, Fischer's lucid descrip- 
tion of her problems and how she 
dealt with them are a must-read 
for aspiring entrepreneurs. Ru 
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REVIEW 


Cheap at 


| quality at every step of their buying trail? 


NAVEEN CHANDRA 


OMEN are naturally supe- 
rior to men, begins Jeffery 


describe how a certain 
Consuela Rosenhaim goes 
through multiple marriage contracts in 
order to ensure her financial security 
once her natural beauty has faded. She 
would have been a 'gregarious hedo- 


Archer's story Cheap at | 
Half the Price. It goes onto | 


nist’ and not an ‘archetypal provider’, | 


which is one of the six types of women 
consumers defined by the authors of a 
new book on consumer behaviour. 

Did you know that people falling 
into two kinds of lifestyle segments are 
likely to drink and drive? 

These are the 'good timers' 
(partygoers, macho, and 
sensation seekers) and 
'problem kids' (those who 
have had an indulged child- 
hood). And were you aware 
that 'power purchasers' are 
married households with 
college degrees, while 'duti- 
fuls' are practical buyers 
who compare cost and 


Two books on consumer behaviour 
try to unravel this mystery — one an In- 
dian textbook, the other a study of diver- 
gence in global consumers. Marieke de 
Mooij, a Spanish writer with a back- 
ground in advertising, makes a spirited 
case against the global consumer, argu- 
ing that there is no such thing. 

In her book Consumer Behaviour 
and Culture, she insists there is no evi- 
dence of converging consumer behav- 
iour across countries. De Mooij, author 
of several books on global cultural is- 
sues in marketing and advertising, and 
president of the Netherlands-based 
Cross Cultural Communications Com- 
pany, says it's imperative to understand 

cultural nuances before 





CONSUMER 
BEHAVIO 


CONSUMER 
BEHAVIOUR AND 
CULTURE 
Consequences for 
Global Marketing and 


Advertising 

By Marieke de Mooij 
Sage Publications 
Pages 
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49; price $39.95 





Ardeshir and the 


CHITRA NARAYANAN 





I'M sure that people wonder why/ Our | 


Burjor feels that he must try/ His hand at 
writing one more book/ For he has had a 
thorough look/ At our family’ epic tale. 


HUS writes Nadir Godrej in the in- 
troduction to VIJITATMA, the 
third volume in the Godrej family 


saga by B. (Burjor) K. Karanjia. | 


Nadir, managing director of Godrej 


Soaps anda poet in his own right, is very | 


nearly the undoing of this book. In five 
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pages of entertaining verse he does 
more for Ardeshir Godrej than the 200- 
odd pages of Karanjia's history of the 
founder of the Godrej business empire. 
This is the story of how Ardeshir, a 
budding barrister, gives up law for the 
business of locks and soaps, driven by 
the strong spirit of nationalism sweep- 
ing the country. Ardeshir is clearly an 
entrepreneur. Instead of borrowing 
money from his wealthy father Burjorji, 
he chooses to seed his enterprise with a 
loan of Rs 3,000 from a family friend 
Merwanji Cama. The first attempt at 








BOOKMARK 


half the price 


creating marketing strate- 
gies. An 18-year-old Japan- 
ese girl is not the same as 
her counterpart in Amer- 
ica even though she wears 
outrageous clothes and 
likes body piercing. Not- 
withstanding the reach of 
television and the Internet, 
consumers in different na- 
tions have different habits. 

Instead of making the 


CONSUMER 
BEHAVIOUR 


rext and Cases 
By Satish K. Batra, 


S.H.H. Kazmi 
Excel Books 
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five dimensions such as 


world homogeneous, globalisation is | power, individualism and collectivism, | 


and Shalom Schwartz's seven motiva- 
tional domains like conservatism and 
autonomy. To illustrate: Coca-Cola is 
consumed more in countries that share 
Anglo-American values like masculin- 
ity, adventure and success, while in fem- 
inine, collectivistic cultures consump- 
tion is still sub-optimal. So too with the 
ownership of radios — individualistic 
countries have multiple-radio owner- 


causing the revival of local cultural iden- 
tities. Even nations with similar econo- 
mies are not similar culturally. As people | 
become better educated and affluent, 
their tastes actually diverge. After years 
of exposure to the West, the Chinese are 
rediscovering Confucius. 

Advertising, too, needs to be culture 
specific. In the US, people are per- 
suaded by ads emphasising personal | 
success and independence; in Korea | 
people would need to be shown benefits | one radio per household. 
for the family or society. Values tend to 
be enduring and need to be factored 
into marketing strategies. De Mooij pre- 
sents two models that could help deci- | 
pher cultural subtexts: Geert Hofstede's | 


succeeds in exploding the myth of uni- 
form global marketing and makes a 
strong case for multicultural sensitivity 
in marketing strategies, 


Godrej lock 


making surgical instruments comes a | 
| 
| 





Ardeshir sells his business 
to Piroshja, 11 years his ju- 
nior and with whom he 
has an uneasy relation- 
ship. There is certainly 
rich material here. Karanjia 
was given access to the family papers, 
some of which are reproduced in the 
book. Among the more fascinating doc- 
uments are the application for the 
patent on the Godrej lock in 1908, and 
the early newspaper advertisements of 
the famous Godrej steel almirahs. 
Karanjia, however, does not let the 


cropper, and he switches to locks. Mer- 
wanji again proves to be a benefactor, 
helping to arrange the finance needed 
to set up the factory. Cama's nephew 
Boyce later becomes a partner in the 
firm, which becomes Godrej & Boyce. 
Ardeshir is an interesting man. He 
does not mind queuing for a bus while 
his younger brother Piroshja drives 
around in a Ford. He pays his brother 
just Rs 100 a month as salary but thinks 
nothing of handing out Rs 3 lakh for the 
cause of Harijan uplift. Ultimately, 
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ship while collectivistic cultures have | 


De Mooij's well-researched book | 








Амиго - 
миру 


Satish Batra and S.H.H. Kazmi's 
book Consumer Behaviour, on the other 
hand, tries to cover the entire spectrum 
of consumer-related issues. Both are 
Jaipur-based academicians with 25-30 
years of teaching and research behind 
them. The multiple sciences used to de- 
cipher buyer behaviour, including psy- 
chology, sociology and some anthropol- 
ogy, are discussed at length, resulting in 
the rather interesting definitions of con- 
sumers mentioned at the beginning. 

Since marketers need to constantly 
watch people shopping, playing and 
entertaining in order to understand 
how they would react to a new product 
or service, this book would prove quite 
handy. And students might like its com- 
prehensiveness. The authors have com- 
piled all the concepts with relevant In- 
dian examples. However, the illustra- 
tions seem to be an afterthought — 
these are not referred to at all in the text. 
Actually, the less said about the quality 
of the visuals the better. Surely, a little 
care could have made this a visually ap- 
pealing read? Or are the authors not in- 
terested in marketing their work? LJ 


Naveen Chandra is with Radio Mirchi. 


story alone. He tells the 
reader how whimsical 
Ardeshir is with needless 
interjections. And he has a 
decided fondness for lay- 
ing on the adjectives: 'in- 
ventive genius' and 'mag- 
nanimous spirit’ trip off his 
pen blithely. There's also an 
overdose of melodrama and 
unnecessary detail. The ac- 
count of how Ardeshir missed 
his young wife (she died tragically when 
she along with a friend jumped from a 
tower to escape from a miscreant) is 
downright mushy. 
Shorn of its adjectives and saccha- 
rine tone, the book could have been an 
excellent business history. = 







euphoi 


EPUTY prime minister L.K. Advani wasin | tial evidence (such as the sales of FMCG products) 


Y Himmatnagar, Gujarat, on his Bharat Uday 
_ Yatra when the wonderful news finally 
7 reached him. For Advani, the Central Stat- 
”  istical Organisations (CSO) estimates of 
ibe third quarter growth for 2003-04 appear to have con- 
firmed what he had "known all along". With 10.4% GDP 
growth, India was bound to become a developed eco- 
. nomy by 2020! 
The 10.4% in the third quarter, 8.4% in the second 
quarter and 5.796 in the first quarter makes it likely that 


growth in 2003-04 will cross 8% and perhaps approach | 


9%. Butit’s good to remember that quarterly estimates are 


.efrecent vintage in India, dating to 1996 and 1997, andare | 


— not a very good indicator of the 
final performance of the econ- 
omy. Given the problems that 
CSO has with national 
accounts, reliable GDP esti- 
mates are available only after a 
lag of 18 months. Hence, there 
are significant differences 
bétween the quick, advance, 
provisional estimates and 
final estimates. 

Forget the National Statisti- 
cal Commission’s Report of 
2001, which has put a question 
mark on all government statis- 
tics. By the CSO’s own admis- 
sion, advance national ac- 
count estimates fail to 
adequately capture develop- 
ments in all the three sectors 
— primary, secondary and tertiary. Comparison of the 
CSO's subsequent revisions for 2001-01 and 2002-03 
confirms that its advance estimates often have imperfect 
knowledge of what has happened, especially for agricul- 
ture. That being the case, should the country have agreed 
to quarterly estimates when the systems are not accu- 
ratelyinplace? | 

The spectacular GDP growth of 10.4% in the third 
quarter has been driven by the even more spectacular 
16.9% growth in agriculture and allied activities. And that, 
in turn, is a function of the 7.6% drop in agriculture in the 
third quarter of 2002-03. Has there been a deliberate at- 
tempt to underplay agricultural performance in 2002-03, 
so that the growth in 2003-04 looks respectable? After all, 
in January 2004, CSO did revise the original estimated de- 
cline of 3.2% in agriculture to a decline of 5.2%. For one, 
thereis not much evidence (primary product prices, off- 
take under PDS) to confirm the disaster agriculture is sup- 
posed to have suffered in 2002-03. Nor does circumstan- 





The NDA government's 
track record on growth simply 
does not sustain the 
current euphoria 








confirm the spectacular performance in the third quarter 
of 2003-04. — 

But let us not grudge Advani his celebration. Growth 
will probably be almost 9% in 2003-04, with agriculture at 
around 10%, industry at around 7% and services at 
around 8.5%. However, let us be clear about what we are 
celebrating. Is ita temporary feel-good of spectacular per- 
formance in a single year, or a more permanent feel-good 
of 8% plus sustained over a longer time horizon? Ifa single 
year is the test, we can go back to 1967-68 when real GDP 
grew by 8.1% and agriculture by 14.3%. We can also pick ` 
1975-76, when GDP grew by 9% and agriculture by 12.9%. 
Finally there is 1988-89, when GDP grew by 10.5% and 
agriculture by as much 15.4%. _ 
On two of these occasions, 
growth collapsed in the follow- 
ing year. And even in 1988-89, 
the momentum petered out 
after 1990-91. There is nothing 
to suggest that 2003-04 willbe 
different, despite the BJP’s phe- 
nomenal marketing success, 
much less that there is a per 


catapult India into the league . 
of developed economies. 

The NDA government's 
track record on growth simply 
does not sustain the current 
euphoria. Despite agriculture's 
reduced contribution to GDP 
growth, the rate of growth in 
the primary sector is just mar- 
ginally over 2.5%. The rural sector is also critical in ad- 
dressing issues of poverty and employment. After all, 7096 
of the population is employed in the rural sector. It is not 
without justification that the opposition has been attack- 
ing the NDA government's track record on agriculture and 
unemployment. A sustained growth of 4% in the primary - 
sector will bea challenge for the incoming government, 


and it won't be an easy target to meet unless publicinvest- : 


ments are increased and their efficiency improved. While 
non-agricultural growth at 9.5% and more may be feasi- 
ble, that too is dependent on reforms, including those in 
physical and social infrastructure. 

Pending that, agricultural performance and GDP 
growth continue to be functions of monsoon perform- 
ance. And contingent on low bases for one year, there will 
be spectacular growth in the succeeding year. That may 
be a pleasant surprise for passengers on a limited yatra. 
But on the more permanent yatra of transition to devel- 
oped country status, it means very little. B 
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manent feel-good that will | 
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n a land where the environment is as diverse as the culture, and light plays 
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Brands Needed 


Q Though companies of Indian 
origin are enhancing their 
capability, there is an inherent 
flaw in their mindset. They are 
known for cost effectiveness 
rather than for their brands. 
Brand building is the need of the 
hour for them to compete at the global level. 
Karthik, posted on BW website 







C) Unless long-term investment is made to develop domain knowledge, 
Indian companies will lose out to competition. Technical skills will be 
available at cheaper prices in China and Romania soon. 

Jason, posted on BW website 





SOME ‘STING’ REPORTS PLEASE | 
BWis becoming repetitious and boring. 
Why not carry some investigative jour- 
nalism on companies that have assets 
worth crores, but are yet to commence 
production? of computers has also spurred growth. 
Evena state like Bihar has interest- A quality 52X CD/ DVD ROM drive is 
ing tales: recently, Doordarshan show- | available for Rs 2,000-2,500, which is 
cased a pickle-maker there who is ex- pretty affordable. Further, the availabil- 
porting his product. Further, we never ity of free software to view, edit and cut 
get to read about the north-eastern VCDs has only added momentum to 
states in BW. Some of these stateshave | the demand forVCDs. 
made notable progress in business. Vinay Uday Prabhu, Bangalore 
PC. Bali, Thane 


While the author pointed out that 
rising sales of Chinese VCD/ DVD play- 
ers is driving the home video segment, 
she missed out a point with respect to 
the home PC segment. The fall in prices 





CORRIGENDUM 

In ‘Opting For The Exit Clause (BW, 19 
April 2004), we had said that DSK Legal 
saw three partners quitting. We were 
mistaken. Only one partner has quit the 
firm. We regret the error. 


THE HOME PC EFFECT 

This is in reference to ‘Ear, There, Every- 
where’ (BW, 12 April), in which the au- 
thor makes a qualitative analysis of 
Sony Music and states that robust 
growth in the home video sector also 
contributed to the growth in the co- 
many’s profits. 


@ We had incorrectly stated that China 
has conducted a manned mission to 
the moon (Aiming For The Stars, BW, 
19 April 2004). In fact, China had a 
manned mission around Earth. The er- 
ror is regretted. 


CLARIFICATION 

In ‘Microfinance Outfits Resemble Sili- 
con Valley Companies’ (BW, 12 April 
2004), the gentleman featured in the 
photograph on page 26 is К. Prabha, 
general manager (priority credit wing) 
at Canara Bank. 


| Letters can also be sent to | 
L editor@bworldmall.com | 
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COVER STORY 28 | 


Playing 
The Game 


What does a country like India 
which has sworn by multilateral 
trade agreements all these years 
do when the WTO is stalled? Does 
it plump for free trade agreements 
(FTAs)? Or does it join the 
coalition of like-minded countries 
and try to leverage its strengths? In 
the brave new world of trade 
diplomacy, India is discovering it 
needs to change its style — and 
substance — to win markets and 
influence allies. 


33| The New Street Gangs 
It is better to be part of your 
neighbourhood regional trade 
agreement than not. 


| 36! More Hype Than Hope 
FTAs are a necessary evil. But we 
* should not go on a blind FTA- 
signing spree. Here are the 
dangers in using the FTA route. 








IN THE NEWS 


з Reliance: 
Fixed Target 


Reliance Infocomm is gunning for 
the fixed line telephone market, 
especially BSNLs and MTNL' cash 
cows— corporate connections. 


Mukesh Ambani: Gunning > 


for the creamy layer now 
DINESH KRISHNAN 


9 Service Tax Mutual funds and distributors are at 
odds about who should bear the burden of the 8% service tax. 


12 Elections 2004 The Congress and NCP get toget- 
her in Maharashtra. But can they overcome their differences? 








| 44! Health UnliTe The government proposes to 


establish a health registry that will have information on 
every citizen of the country. 


15! Power Equity Power Trading Corporation turns 
venture capitalist in a bid to galvanise the sector. 


18! Telecom nLogue, the only Internet service provider 
in rural India, has some practical suggestions to make teleph- 
ony work in villages. 


18 Oracle india is now the fifth 
largest market in the Asia-Pacific for the 
company, up from the 10th just two 
years ago. Managing director Shekhar 
Dasgupta speaks on the way forward. 


Oracle’s Shekhar Dasgupta: 
Grid computing evangelist > 
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IN DEPTH 


««| Sebi: Not A Keen Eye 


Why can't Sebi make its charges 
stick? Is it due to sloppy investi- 
gations or outright negligence? 
Theregulator needs to clean up 
its investigative act. 





G.N. Bajpai: weak intent > 
SANJIT KUNDU 


22 Biogenerics Is there an opportunity? Oris it just a 
waste of time? Indian pharma companies can't decide. 


26 | Tax The income tax department feels the information 
technology industry is now mature enough to be taxed. 


42 Letter From The US indian firms need to forge 
bonds creatively with US clients to keep their offshoring lead. 





IN VOGUE 


«2| Vajpayee’s 
Call Centre 


Campaigning has gone hi-tech this elec- 
tion season. SMSes, websites, voice mes- 
sages — Indian politicans are learning to 
use technology to reach out to voters 
throughout the country. 








64 | Bookmark Its а pity. Quintessential corporate 
coach Tom Peters has nothing new to say anymore. 





COMMENT 


20| Omkar Goswami Why subsidise 
only ПМ students, when there isn't enough to fi- 
nance those in the social science? 


COMMENT 


50 | Chetan Parikh Flexibility is the key 
to long-term wealth creation during times of 
turbulence. Investors must keep that in mind. 
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Learning the moves 


Narecent cover story called ‘Feel Good Or Really Good?’ 
(BW, 16 February 2004), we had assessed the perform- 
ance of the National Democratic Alliance (NDA) gov- 
ernment during its five years in power. In his letter in 
that issue, BW editor Tony Joseph had commented: 
“Perhaps the NDA government should go to town with the slo- 
gan — а government that learns. Because the best thing that 
can be said about the government that is bowing out of office is 
not that it made the Indian economy grow faster — which it 


| didn't, despite what the governments media managers claim 
| —butthatit learnt on the job, made course corrections, and in 


the final analysis, got many things right.” 


Our cover story this issue is a good example of that. In the game 
ofeconomic diplomacy — а game at which it was a novice even 
in the Uruguay Round — India has started making some ex- 
tremely deft moves. It has started signing bilateral agreements 
that can be leveraged during ne- 
gotiations at the multilateral fo- 
rum. And the country is showing 
a maturity of approach that was 
absent even a few years ago. 


Businessworld 


Associate editor Latha Jishnu, 2) 
who closely tracks international 24 
trade developments, says: » 
“There is a new pragmatism, a BG 

certain hard-headedness about ^ М 
our economic diplomacy now.” ( ] А M Е 
Although we have got our act to- 

gether at the World Trade Organisation (WTO), several ob- 
servers feel that we might have left it a bit too late to wrest the 
really important gains. The big worry now is the free trade 
agreements (FTAs) that we are signing right, left and centre. We 
are still not very well equipped to handle them, Latha warns. In 
a companion piece to the cover, principal correspondent 


Avinash Celestine examines the potential dangers of going on 
an FTA-signing spree. 


Meanwhile, campaigning for the elections is reaching fever 
pitch. One of the more interesting features of these general 
elections is the sheer number of candidates who represent the 
third generation of their respective political families. In busi- 
ness, it is well known that the fortunes of most family-run cor- 
porations start declining around the time the third generation 
takes over at the helm. Will it be any different in politics? 


2. Фа 
ycsev 


PROSENJIT DATTA, EXECUTIVE EDITOR 


| Think about it. 
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ITH over 400,000 km of | 
optic fibre cables, 41 | 
million fixed lines and 5 | 
million mobile subscri- | 
~~» bers, Bharat Sanchar Nigam (BSNL) is | 
the seventh largest telecom company in | 
7 the world. It has a turnover of Rs 27,500 | 
. crore. Of that, Rs 15,000 crore comes | 
' from long-distance services on the fixed | 
, lines. The top 20% of BSNL subscribers, | 
^ v« mostly companies, account for 80%, or 
77у over Rs 20,000 crore, ofits revenues. | 
And it is this creamy layer that is 
v/ under attack, Reliance Infocomm, | 
___ Which has signed up 7.5 million mobile | 
/ subscribers in about a year, is all set to | 
гу offer its bouquet of fixed-line services to 
" corporate India. In the first phase it will | 
‘. provide seamless connectivity to com- 
panies across the top 52 cities. | 
Infocomm hopes to get companies 
to subscribe to 500,000 fixed lines in a 
year. In the process it will wire up 250 
/ corporates. And to to meet this target, it 
. has laid last mile fibre in and around 
200,000 buildings in key business dis- 
«^; tricts and completely wired up 300 
“`/ buildings in 30 cities. It plans to wire up 
/ 1.5 million buildings in two years. 

















RELIANCE INFOCOMM 


The fixed-line offensive 


To do this, it has built 
telecom rings, or metro ac- 
cess networks (MAN), spa- 
nning major cities. MANs 
are linked to the business 
centres in each city by buil- 
ding access nodes (BANs). 
The metro networks are 
plugged into the existing 
nationwide, state-of-the- 
art dense wavelength divi- 
sion multiplexing optic 
fibre backbone. To meet the 
data needs, Reliance has 


Bharti steps on the gas 


The buzz is back in Bharti Televentures. Soon 
it will launch mobile services in six new 
circles Jammu & Kashmir, Orissa, Assam, 
North-East, West Bengal, Bihar and UP East). 
Also planned is a relaunch of services in 
Rajasthan. In the process, Bharti will double 
the number of cell sites from the present 
5,000 to 10,000 in a year. Of this nearly 500 
sites will come up in the East. Reliance 
Infocomm, which has 3,000 cell sites also 

| plans to increase it to 6,000 this fiscal. 











also set up two data centres 
each in Mumbai and Bangalore. 

The question is what will it offer? 
Reliance Infocomm president Prakash 
Bajpai says: "We will be a total solutions 
provider." It will offer voice telephony, 
data services, integration of PABXs 
across locations and a single number 
across the country. It will offer co-loca- 
tion and disaster recovery services and 
storage servers. In the corporate plan, it 
will give uploading facilities for TV news 
channels. Also planned are end of the 
day reconciliation facilities for banks. 


Since it is targeting top companies, | 





| Reliance could be the biggest threat to 
| Mahanagar Telephone Nigam (MTNL) 
| and BSNL. So what are they doing to 
| protect their turf? BSNL is continuously 
| in touch with the companies and has 
| people dedicated to them to ensure 
| that their problems are solved immedi- - 
ately. But Reliance could come up with . 
an offer that is hard to refuse. 

Whether the state-run MTNL and 
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MUTUAL FUNDS 


Whose tax is it anyway? 


HE Rs 140,000-plus-crore mutual fund industry is in the midst of an in- 
teresting battle. The root of the strife — a Union finance ministry note in 
November saying that the new 8% service tax on auxiliary business ser- 
vices was applicable to mutual fund distributors as well. Ever since, a 
huge tussle has been on between mutual fund distributors and asset manage- 
ment companies (AMCs). The latest twist in the tale is that Karvy, one of the 
largest distributors in the country, has got a stay order from the Hyderabad High 
Court against the validity of the Central Board of Excise and Customs (CBEC) no- 
tification itself. The government has got till April 28 to reply to the court. 
But what exactly is the bone of contention? AMCs say the commissions given 
to distributors from hereon will be 
inclusive of the 8% service tax. Dis- 


gins. However, the bigger question 
behind the tussle is this — who is 
availing the distributor's service, in 
the first place? Is it the mutual fund 
investor or the AMC? As long as 
there's no clarity on the incidence 
of this tax, there can be no resolu- 
tion, feel distributors. 

The Association of Financial 
Planners (AFP) in a recent paper on 
the service tax issue suggested that since the investor is the recipient of the dis- 
tributor's services, he should pay the tax. "The CBEC is silent on who the tax can 
be recovered from... According to the service tax authorities, it is the AMCs who 
are receiving the distributors' service and not the investors." The AFP cites other 
countries where investors bear such taxes. 

But unlike India, the developed markets AFP has looked at have a much 
more evolved financial advisory business, where uninformed investors pay dis- 
tributors for advice and smarter investors go to discount brokers. One of the 
more popular models for fee-based advisors internationally is — investors pay 
advisory fees, advisor gives the AMC commissions to investor. 

In India, Sebi imposed a blanket ban on passing back of commissions by dis- 
tributors. But agents continue to pass back commissions to investors in various 
forms and rarely offer genuine advice. Unwittingly, Sebi has succeeded in mak- 
ing it even more difficult for legitimate fee-based advisory services to take off. 

Association of Mutual Funds India (Amfi) chief A.P. Kurien says the tension 
between distributors and the AMCs would end soon. “AMCs are trying to reach 
an amicable settlement that doesn't hurt the distributors. We have approached 
Sebi to allow mutual funds to increase the caps on their expenses to an extent 
that it accommodates the incidence of service tax." Translated into plain English, 
AMCs are lobbying with Sebi to pass on the incidence of the service tax to in- 
vestors. An industry observer hopes that Sebi as a regulator doesn't just suc- 
cumb to Amfi's demands and keeps the investors' interest in mind. 

But if Sebi bends to the AMCs' wishes, it would mean a higher percentage of 
investors’ money being deducted by AMCs as annual expenses. Worse, Sebi 
may be setting a precedent that will hound investors in the future. Our sources 
tell us a CBEC internal document proposes to hike the rate to 1296 next year and 
15% in the year after. Mutual fund investors, brace yourself for lower returns! Е 

RACHNA MONGA & VIKAS DHOOT 
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HINDUSTAN LEVER 


Committee 
to manage 
operations 


INDUSTAN Lever (HLL) 
chairman M.S. Banga will be 
off to Singapore to head Unile- 


ver's $6-billion home and personal care 
business in the Asia-Pacific region. At 
the same time, he will continue to 
head HLL, albeit as non-executive 
chairman, with the help of a national 
management committee. It is the first 
time this will happen in HLL. 

Acompany spokesperson said the 
new job is little more than an 
expansion of Banga’s role. And since, 
the Indian operations, too, needed his 
inputs, this new structure was arrived 
at. He will continue to provide the 
strategic direction for HLL, while most 
of the day-to-day operations of the 
company will be handled by the 
management committee. 

But there is more to this story. Fora 
while now, Unilever wanted to move 
Banga to Singapore to replace Jeff 
Fraser, the current Asia-Pacific HPC 
head, who is retiring. However, Banga 
could not move as it wasn't clear who 
could succeed him in India. That is why 
this new national management has 
been set up. It will 
be chaired by vice- 
chairman М.К. 
Sharma, and com- 
prise D. Sundaram, 
director (finance 
and IT), and two 
newly-appointed 
managing direc- 
tors, Arun Adhikari 
(HPC) and S. Ravin- 
dranath (Foods). 

Is this the first sign that Unilever is 
going in for a stronger regional (than 
national) structure? That is hard to say. 
The board still has the full profit 
responsibility for the country. In other 
words, the business heads will 
continue reporting to the national 
management, not to their regional 
business heads. x 

INDRAJIT GUPTA 





SANJIT KUNDU 
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DABHOL POWER CORPORATION: GE-BECHTEL 


Sending good 
money after bad? 


HE Dabhol Power Corpora- | 
tion (DPC) problem is far from 
reaching a solution despite the 
best efforts of its US-based | 
shareholders, the $133-billion General | 
Electric and the $12-billion Bechtel. 

The two owned 10% stake each in 
DPC, which they had bought for $120 | 
million each. Now they have acquired 
the bankrupt Enron Corporation's 65% 
stake for $22.5 million. So, together GE 
and Bechtel now own 85% of DPC. “This 
is a major move on their part to facilitate | 
a negotiated settlement with the govern- 
ment or a new buyer. They have simpli- 





fied the equation by removing Enron 
from the picture,” says a source. If the 
stake had remained with Enron, any as- 
set sale would have needed the approval 
of the bankruptcy judge. But GE and 
Bechtel can transfer the shares easily. 

Six months ago, the two gave a pro- 
posal to the finance ministry to help re- | 
start the plant. They offered to give 100% 
of DPC's foreign equity, worth $1.2 bil- | 
lion to the government for $240 million | 
($120 million each for their 1096 stakes). | 
Besides, they asked for $140 million for 
contract jobs done at Dabhol. So, they 
were willing to transfer all foreign equity 
held by GE, Bechtel and Enron for $400 
million in lieu of all other payments. The | 
finance ministry is yet to respond. 


Meanwhile, merchant banker N.M. 
Rothschild & Sons has been trying to put 
together a package for the Indian lenders 
led by IDBI. "There hasn't been any sub- 
stantial progress yet," says a source. 

What GE and Bechtel are trying to do 
is recover as much of their investments 
in DPC as possible and exit. The Enron 
stake could give them better leverage 
than they could get from their total hold- 
ing of 20% earlier. So GE and Bechtel 
have bought the Enron stake at their own 
risk. Some energy analysts feel that this 
could change the game a bit as rather 
than a bankrupt company, a buyer will 
now be negotiating with 
two global companies. 

But others think that 
won't matter as DPC' 
shares are pledged with 
the lenders anyway. Says a 
senior executive with a 
prospective bidder: “What 
are they selling? Cement 
and steel. What do | do 
with it? I have to run it. To 
do so, I need the contrac- 
tors to complete the pro- 
ject and the spares to run 
the plant. I need a conces- 
sion from the lenders.” 

Says another bidder: 
“The value will depend on the package 
being offered and would be based on the 
future cash flows... The value is in the 
eyes of the buyer, not in the eyes of the 
seller. A seller could puta value provided 
he does something to increase the value.” 

Experts feel that what DPC needs is a 
developer. "Dabhol's biggest failure is 
lack of a sponsor... You need a neutral 
party to sponsor the solution,” says a po- 
wer expert. A banker adds: “If GE-Bech- 
tel bought Enron's $780-million equity 
for $22.5 million, they should write down 


| their equity the same way and then sell it.” 


Given the conflicts ofinterest and the 
lack of a sponsor it is unlikely that there 
will be any quick solution to Dabhol. B 

RANJU SARKAR 
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MEDIACORP 


A taste 
for India 





OES it have designs on In- 

dia? Media Corporation, 

one of Singapore's largest 
media companies, has just tied up 
two large television software deals 
in India. Tenali Raman, an ani- 


broadcaster's Tamil channel, Vas- 
antham Central. The series of 13- 
episodes of 30 minutes each is 
being aired thrice a week. 

Crest Communications will own 
the sales rights for India and 
MediaCorp TV12 will own the sales 
rights in Singapore. In the rest of 
the markets the companies will 
split revenues in agreed ratios, 
says Abhay Bhalerao, vice-presi- 
dent (strategy and finance) at the 
Rs 18-crore Mumbai-based Crest. 

But that is not the only India 
connection for MediaCorp, which 


galam Birla-owned Applause En- 
tertainment, too, has a Malay-lan- 
guage TV show running on TV12 
from January this year. Are these 
one-off sourcing deals or will we 
see MediaCorp brands, like its 
news channel, ChannelNewsAsia, 
in India too? At the time of going 
to press MediaCorp had not re- 
sponded to BW's queries. m 
VANITA KOHLI-KHANDEKAR 
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MAHARASHTRA 


- Congress’ Pawar politics 


^ Sonia brings arithmetic and extrapolation into the equation 


— toral tie-up. 


' Itstarted in Tamil Nadu, where she jetti- 


_ foreign origins or her bitter parting with 


' most hated foe 


' Shiv Sena only 38%. 


. party long accused by the Congress of 


' it was her kiss-and-make-up act with 


HEstory of Elections 2004 is 
not Vajpayee' shining In- | 
dia. It's Sonia Gandhi's sud- 
den and unexpected capit- 
ulation to coalition politics. | 


soned her prejudice against the DMK 
and forged a pre-poll alliance with a 


sheltering Rajiv Gandhi's assassins. But | 


Sharad Pawar in Maharashtra that un- 
derlined her unabashed plunge into the 
murky world of opportunistic alliances. 

She surely has not forgotten Pawar's 
vicious personal attacks on her and her 


the Maratha strongman who set up the 
Nationalist Congress Party (NCP) solely 
to fight her claim to prime ministership. | 
But with the statistics of the 1999 polls | 
staring her in the face, 
Sonia had no alterna- 
tive butto swallow her 
pride and invite her 





to tea to dis- 
cuss an elec- 


The 1999 fi- $ 
gures are startling. 
Together, the Con- 
gress and the NCP 
polled nearly 52% of 
the votes. The BJP- 










the raison d'etre of his NCP. 

The pointis whether the 1999 figures 
can be extrapolated to 2004. Is politics 
that simple? It certainly seems that the 
Congress-NCP duo has stopped the 
BJP-Shiv Sena in its tracks. What seemed 
to be a sweep on a strong anti-incum- 
bency wave against the weak, non-per- 
forming government of Congress’ Su- 
shil Kumar Shinde, is now a ripple. 

But a silent battle of wills taking 
place in the Congress-NCP camp. It is 
Sharad Pawar and his men against all 
those in the Congress who hate him. 
There's no question that Pawar has got 
the better of the Congress in the seat 





sharing arrangement. Technically he’s Clockwise from top left: NCP's Sha- 

the junior partner with 18 seats in his ae BJP's Pramod aoe 
uota (compared to the Congress’ 26), 

q compare e Congre aay hse Ranjit Deshmukh 


but he has got all the 12 in his stronghold 
in western Maharashtra. His domi- 


nance is such that staunch Pawar- Circumstances have only strength- 


baiter Prithviraj | ened their fears that the NCP will not lift 
— Chauhan has | afingerto help the Congress. Pawar was 
? been denied a | hospitalised for an operation recently 
chancetorun | and will be out of action for campaign- 

| from his family | ing for the first phase of the polls. All the 

. seatofKaradin | seats being contested by the Congress 
that belt. The | goto polls in that phase. In other words, 


NCP has!laid claim 
to the seat despite the 
fact that it has been held | 
by a member of the 
Chauhan family since | 
the first elections in 
1952. A Chauhan lost it 


the Congress has been left to fend for it- 
self. On the other hand, voting for the 
seats being contested by the NCP will 
take place in the second phase, by 
which time Pawar is expected to be back 
on the campaign trail. 

Congress leaders predict darkly that 


_ Yet, since the Congress SCOREBOARD  ‘orthefirsttimein 1999, | despite the 52% logic, they may end up 
and the NCP fought sep- 1999 when Pawar allegedly | faring far worse than the NCP, which 
arately, the NDA came up sabotaged hiselection. | could actually improve on its 1999 tally 
trumps, winning 28 of Congress circles | because Pawar will ensure that Con- 
the 48 seats while the concede that there is | gress votes come to his candidates. 
Congress got just 10 and bad blood between the | Where will that leave the Congress? 
the NCP six. two. They are deeply As for the BJP it is strangely reticent 


. notonly for Sonia, but for 


. Pawar has also had to eat 


The logic of coming 
together in these elec- 
tions was just too strong, 


Pawar as well. After all, 


humble pie and blot out 





suspicious of Pawar's | about the Maharashtra outcome. None 


motives and half believe | of the usual boasts. Instead, it has or- 
the rumours circulating | dered strategy whiz Pramod Mahajan to 
in Maharashtra that af- | concentrate on the state. Clearly, it is 


ter the elections, the 
NCP will support the | gress-NCP onslaught. 
NDAat the Centre. 


feeling the heat of a combined Con- 
ы 
АВАТ! R. JERATH 
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Business today moves in a bewildering series of 
steps, depending on the business environment. 
You've got no choice but to dance to an ever 
changing tune. 
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fluid control. Able to take sudden changes in 
music in its stride and execute some extremely 
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into action. You actually see how your solution 
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Will your Enterprise Solution 
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solutions. To meet the unique needs of your 
business. And adapt and modify the solution as 
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We deliver all this in remarkably short time- 
frames. Show you how you can master the 
moves. And walk away with all the applause. 
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А finger on the nations 


The government is considering a proposal for a national 


OW much health insur- 
ance premium should 
К you рау if you are from 
Delhi and have a his- 
tory of heart trou- 
` ble? Which drug has worked best 
/ against а particular epidemic in a 
ғ particular region? Nobody has an- 
swers to these in India today. How- 
' ever, if a proposal by the Depart- 
. ment of Information Technology 
(DIT) ofthe Central government to 
create a health register is imple- 
mented, it would not be so difficult 
to find the answers. 

Countries like the UK, the US 
and Japan, or even Malaysia and In- 
donesia, have health registers. Health 
UnITe, DIT's proposed project, would 
try tocreate one for India. At present, the 
Union health ministry and Insurance 
Regulatory and Development Authority 
(IRDA) are looking into the details. 

A register of health is important for 

' several reasons. First, it allows data min- 
ing for anything from research to mar- 
keting analysis. Second, it makes it eas- 
ier for the government to control disease 
outbreaks as it provides a disease pro- 
file. Finally, itallows insurers to calculate 
the risk premia more efficiently. 

Health UnITe (http://www.mit.gov. 
in/telemedicine/home.asp) proposes 
to devise the system of compiling and 
consolidating health-related data of 
every Indian citizen. It will also have to 
fix the standards to be followed while 


capturing and exchanging health infor- | 


mation, as well as the legal framework to 
protect the privacy of individuals. DIT 
has proposed that a National Health In- 
formatics Council be set up by an act of 
. Parliament to manage this information. 
The fast-growing insurance sector is 
one of the staunchest supporters of the 
current push for collection and stan- 
dardisation of healthcare data. “Increas- 
ing health insurance penetration is next 
on the agenda for IRDA,” says chairman 

















m 
e Patients, 


procedures, D 
e 








THE PLAN 

The National Health Informatics | 

Comciwilhaw: —. — — —] 
Universal 





identifiers for 


Providers, Corporates, Insurers 


ндл маи 
72, Uniform codes for Diagnosis, 


rugs, Nursing, Medical 


supplies and equipment 


for Eligibility for health plan, 


Pre-authorisation for credit, Health claim 
status, Health claim submission, 


/.— Enrolment/disenrolment, Payment/ remit- 
tance-edyice, Premium payment, Cerat { 

CSRao.DITse. report of inim Health dee cl 
nior director B.S. 5 *2 E 
Bedi says: “The =» T - 
IRDA is very posi- 
tive about the proposal and wants to tem called Health Insurance Porta- 
adopt it for the insurance sector.” bility and Accountability Act 1996." 

But few foreign companies are That is what the formulation of 
willing to come in and grow the busi guidelines for the government will 


ness. A senior finance ministry officia 
says: "Do you think health insurers 


| are not coming to India because of 


lack of opportunity or because the 
start-up capital outlay is high? They 
are not coming in because of lack of 
information on healthcare in India." 
One objective of Health UnITe is 
to make sure that the Indian register is 
harmonised with those of other 
countries. Apollo Healthstreet CEO 
Vikram Chhatwal says: "The interna- 
tional healthcare community adop- 
ted health informatics 20 years ago. 
Now they are spending millions on 
harmonisation to a single (US) sys- 


BUSINESSWORLD 14 26 APRIL 2004 


be all about. This will be done by a 
panel set up by the DIT with repre- 
sentation from the World Health Or- 
ganisation, legal organisations, the 
industry, and the healthcare identi- 
fiers chosen by the Ministry of 
Health and Family Welfare. The first 
step is to set standards for capturing 
data. Transaction Formats for 
Health Insurance Sector (TFHIS) 
have been identified and created. 
According to the DIT proposal, 
data would have to be captured 
from hospitals, clinics, pathology 
laboratories, pharmacies, nursing 
homes, rehabilitation centres and 


pulse 


health register 


the third party administrators — all in a 
standardised format. There would be 
common standards for electronic trans- 
actions (See ‘The Plan’). There would be 
stipulated uniform codes too. Finally, 
there would be unique health identifiers 
for patients, providers, companies, in- 
surers and health plans. 

The DIT proposal would be difficult 
to implement. After all, the responsibil- 
ity of collecting data will be with the 
food and drug authorities of state gov- 
ernments. They are supposed to keep 
track not only of epidemic outbreaks, 
but also of the general health and well- 
being, but are ill-equipped to do so. 
Even the format for collecting data is not 
standardised across the country. So the 
DIT has recommended that India adopt 
the WHO-defined ICD10 system of 
standardisation of healthcare. (Four 
systems were under consideration.) 

Insurance companies and hospitals, 
too, define the lines of treatment, their 
patterns, medical interventions, etc., 
which have to be followed for a particu- 
lar disease. In fact, pharmaceutical 
companies have started backing doc- 
tors and support groups working in dif- 
ferent disease categories to come out 
with lines of treatment now. This is the 
first step in establishing practices and 
determining cost of treatment. 

In fact, the formats adopted for data 
collection are so detailed that in patent 
information forms seeking information 
on gender, the form even has “un- 
known/ unspecified genders”. 

The recommendations are a trigger 
for the government and the private sec- 
tor healthcare providers to adopt stan- 
dardisation. “Legislation need not Бе а 
trigger if we want to upgrade to meet 
with international standards,” says 
Chhatwal. In fact, the healthcare sector 
has set its hopes on the insurance sector 
to be that trigger to change the face of 
India's healthcare industry. [ү 

GINA 5, KRISHNAN 
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NDIA is the fifth largest market in 
the Asia-Pacific region for the 
multibillion Oracle Corporation 
today, up from tenth just two years 
ago. Only Japan, South Korea, China 
and Australia are ahead of India. India’s 
rise up the ranks has been driven by rev- 
enues from Oracle India's clients in 
manufacturing, finance, telecom and 
government sectors. Now the company 
is also trying to bring travel, transport 
and infrastructure sectors into focus. 

At present, about 4096 of the Oracle 
India business comes from mid-sized 
clients. And partly because of them Ora- 
cle India managing director Shekhar 
Dasgupta sees the future in grid com- 
puting. “It will be the foundation of our 
strategy," he says. However, a true grid, 
where Oracle hosts and manages the 
applications, is still couple of years | 
away. But there will be enough reason | 
for setting one up soon enough. Says | 
Dasgupta: "Infrastructure will be man- 
aged in an outsourcing mode. Herethe | 
grid computing market growth will be | 
driven by third parties and our partners | 


ORACLE INDIA 


The grid in 





offering it as a service." Grid computing 
makes sense as the average server utili- 
sation is about 35-40%. It would help 
companies save costs if they will not 
have to spendon their own servers and | 
will also help meet demand surges. 

Oracle also sees a big opportunity in | 


focus 


RFID tags. Its development 
centre in Hyderabad is creat- 
ing solutions for warehouse 
management and retail mo- 
dules in its business suites. 

The third focus area will 
be Linux, says Dasgupta. The 
global server market has seen 
a rise in Linux adoption by 
63% annually in the last cou- 
ple of years and it continues 
to grow. Even the internal 
adoption of Linux grew from 
zero in 2001, to 25% in 2002, 
to 50% in 2003 and 75% now. 

With 6,000 technology customers, 
about 200 applications clients, 150 
channel partners and new focus areas, 
Oracle promises big growth in the com- 
ing years. е 
SHELLEY SINGH 





UNIFIED TELECOM LICENCE 


Booster for rural telephony 


S part of its consultative effort 
on the unified licence, the Tele- 
com Regulatory Authority of In- 
dia (Trai) has invited comments on the 
concept of rural service providers (RSP). 
n-Logue Communications, the only 
Internet service provider (ISP) working 
at the village level, has offered a pro- 
posal. It suggests converting the ISP li- 


cence to a (RSP) licence. That will give | 


a fresh lease of life to the hundreds of 


ve WV wy Leak Mies 
‚ Т А> 4 





‚ struggling ISP's without them having 


to incur any further expenses on li- 
cence fees and guarantees. A national 
ISP will already have issued a Rs 2 
crore bank guarantee and paid a fee. 
It has also been suggested that 
BSNL connect both local and long-dis- 


| tance calls at the short-distance 


charging area (SDCA) level. Currently, 
local calls are connected at the SDCA 
level but long-distance calls are con- 
nected at the long-distance 
charging area (LDCA) level. To 
carry the call from the SDCA to 
3 the LDCA needs a leased line, 
that will be a cost for the RSP. 
The third suggestion is to 
subsidise the spectrum costs 
and fund it through the Universal 
Service Fund, a pool for financing 


A phone booth in rural Uttar 
Pradesh: Can they save the ISPs? 
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losses incurred in rural telephony. 
These measures should keep the 
overall costs of the RSP manageable. 
But the real challenge is defining 
the territory. Here the suggestion is 
that RSPs be allowed to provide tele- 
phony in villages with a population of 
less than 20,000. They may need to 


| set-up operations in a large town to 


service the adjoining villages, but at no 
point should revenue from that town 


| exceed 20% of the total revenue. 


The going will be tough here, partly 
because the large players are oppos- 


| ing it. The villages are not addressable 


markets today, but operators might be 
pushed down due to rapid market ex- 
pansion and competition. So carving 
out a territory for niche players goes 
against the spirit of the licence by tak- 


ing away potential markets. 


Technically, this is a fair argument, 
but in a country that has 600,000 vil- 
lages, a RSP licence could be the dif- 
ference between getting the job done 
and getting the job done faster and 


cheaper. ш 


RADHIKA DHAWAN 
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The author was chief 
economist at CII, and is 
now founder of CERG 
Advisory, a corporate 
consulting and economic | 
advisory company. He can 
be reached at omkar. 
goswami@cergindia.com. 


Why 
subsidise 
only IIM 
students, 
when 
there isn't 
enough 
to finance 
those in 
the social | 
sciences 








ET me begin with two confessions. | 


First, neither have I studied in nor 
taught at an Indian Institute of Ma- 
nagement. So, nothing that I am 


writing here can be ascribed by | 


anyone as unseemly loyalty towards one's alma 
mater. Second, I am not going to argue whether 


the Union Ministry of Human Resource Devel- | 


opment and its chief, Dr Murli Manohar Joshi, 
have the unilateral right to impose a fee struc- 
ture, He may or may not have such a right, but 


| that’s not what I wish to get into. Let the various 
IIM Boards and societies discuss that matter. 


My problem with Dr Joshi's fee cut from 
Rs 1.5lakh per annum to Rs 30,000 belongs to a 
completely differently space. It has to do with 
the sheer economic undesirability of the act. 

Here are the facts. Today, a student who se- 
cures admission in IIM-Ahmedabad, Calcutta 
and possibly Bangalore will almost certainly get 
ahighly-paid job through campus recruitment. 
Estimates ofthe starting salary vary, but I doubt 
whether anyone hired from the IIMs will get 








e wrong 


to anyone who secured an IIM admission. In- 
deed, I don't know of anyone in the last decade 
who secured admission in one of the three big 
IIMs but couldn't join because of lack of funds. 
In a gesture of overarching munificence, Dr 
Joshi has reduced this share of fees to dispos- 
able income from 8.5% to 1.7%. In the US, this 
ratio is around 40 %. I can't for the life of me un- 
derstand why. When an IIM student can get a 
bank loan with almost 100% probability, why 
should Dr Joshi reduce the fee by 80%? Why 
should the Government of India, which gov- 


| erns a land where at least a fifth of the people 


live below poverty line, want to subsidise peo- 
ple who would belong to the top half 
per cent of Indian income? What kind of 


| economics is this? 


less than Rs 4 lakh in cash plus other | 


perquisites, taking it to about Rs 6 lakh. Assum- 
ing a modest 20% annual increment (why 


would someone graduate from an IIM ifshe | 


can't get a 20% annual hike?), my guess is that 


| the minimum net present value (NPV) of an 


ПМ graduate over the first six years of her career | 


will be in the region of Rs 47 lakh. Knock off a 
net tax outgo of 25% and an ПМ alumnus, at the 
very least, would have got an NPV of disposable 


income in excess of Rs 35 lakh. That's pretty | 


good stuff, any way you look at it. Note that 
this calculation ignores the top graduates who 
are being paid dollar salaries, either in India 
orabroad. 

The annual fee for an IIM student before 


Dr Joshi got into the act was Rs 1.5lakh, or Rs3 | 


lakh for the course. The old fee was just 8.5% of 
the disposable income of the first six years of 
the career of the lowest quartile IIM graduate. 
Every bank knew this very well, which is why 
bankers were only too willing to advance loans 
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Having been a teacher, Гат painfully aware 
of our under-funded academic institutions. 
Most departments of physics, mathematics, 
statistics, chemistry and biology have grossly 
inadequate facilities. Visit some of the universi- 
ties, and you will see horrendous libraries, 
dirty classrooms with broken blackboards, di- 
lapidated laboratories, inadequate computing 
facilities, and every other shortage that you 
can imagine. The humanities departments 
are worse off. 

Everybody agrees that India needs many 
more scientists, but, as a civilised nation, we 
must have more people trained in the humani- 
ties and social sciences. These are grossly un- 
der-funded departments, and need much 
greater support. The best postgraduate stu- 
dents in humanities and sciences suffer from 
poor facilities, and can't hope to be paid even a 
fraction of what an IIM MBA earns. Thus, stu- 


| dents of science and humanities don't get bank 


loans; they need scholarships. 

Instead of addressing the crying needs of 
higher education, what does Dr Joshi do? He 
cuts the fees of future financial fat cats by a fifth 
— and thus raises the subsidy for those who 
need it the least. If that is good economics, then 
I must be a Bharatanatyam dancer. Га] 
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“CERTAIN companies have spent a lot of 


money and time trying to change (bio- 
generics) legislation in the US and Eu- 
rope for many years. We've decided to be 

on the sidelines on this.” 
Brian Tempest, joint managing director 
and CEO designate, Ranbaxy Labs 


“There is no question that the advanced 
markets will allow biogenerics. That 
being the case we have to learn the ropes 

today.” 
Lalit Kumar, executive director, 
Wockhardt 


T'S potentially a multi-billion dol- 
lar market. Yet, it's amazing how 
Indian companies are split down 
the middle over whether or not 
biogenerics for the Western mar- 
kets is really an opportunity. On 
one side are Ranbaxy Laboratories, 
Lupin and Sun Pharmaceuticals, which 
so far have not been convinced enough 
to bet their money on biogenerics — 
copies of biologicals or drugs derived 
from cells oflivingorganisms. And mind 
you, these are firms that are enthusiastic 
flagbearers of the chemistry-based 
generic drugs business. On the other 
hand, Wockhardt and Biocon are bet- 
ting their reputations on it. Then there 
are others who entered the field early 
on, but are lagging behind now. Seven 
years ago Hyderabad-based Dr. Reddy's 
was an early mover but today has just 
one product. Cipla has shown interest, 
but has not little to show for it as of now. 
Meanwhile, internationally, those 
who have made up their minds are 
moving fast. Foreign generic heavy- 
weights like Teva, Ivax, Sandoz, Barr and 
Pliva have invested heavily in the re- 
search and manufacture of biogenerics. 
Last fall, Israeli generics giant Teva, in its 
largest acquisition yet, agreed to buy US 
company Sicor for $3.4 billion in cash 
and stock. With this, Teva gained a foot 
in the biologicals door almost 
overnight. Sicor's copies of biologicals 
are already selling in Eastern Europe. 
But for Ranbaxy's Tempest it is not 
necessarily a foregone conclusion that 


orn 









Wockhardt's Lalit Kumar: 
"We will be the first mover" 


Is it worth getting into 


The opportunity 


@ Future drugs will come from 
biotech, so generics should build 
capabilities now 


Biologicals worth over $15 billion 
will go off patent in the next 3 years 





SANJIT KUNDU 


Launch of biogenerics in the US and 
Europe is a matter of when, not if 


Biogenerics will pull in revenues 


developed markets will al- 
low copies of these 
biotech drugs in the near 
future. Over 20 years after 
the first biotech drugs 
were patented, regulators in Europe and 
the US are yet to define a pathway to ap- 
prove copies. (See ‘Biology Prizes’, BW, 
11 November 2002). Without a pathway, 
says Tempest, there is no opportunity. 
Adds Kamal Sharma, managing director 
of Lupin: “This calls for making invest- 
ments and then maybe not producing 
anything (significant) for several years. 
You may be the first to do so but after 
that what?” 

Are they being practical or short- 
sighted? To answer that, first, let's lookat 
what's at stake. 

Over the next three or so years, con- 
ventional chemistry-based drugs worth 
over $30 billion will lose patent protec- 
tion in the US and European markets. 
But, according to brokerage firm Mor- 
gan Stanley, the value of chemistry- 
based drugs losing patent protection in 
the US will fall from $13 billion per an- 


TO 
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when blockbuster patent expiries 
taper off post 2007 






num to $3 billion per annum after 2007. 
At the same time, there will be more 
competition from Indians and new en- 
trants like the Chinese. So how do the 


ones that are ahead stay there? As far 
back as 2001, the brokerage unit of ABN 
Amro released a 40-page report which 
argued that generic biologicals would 
be the next frontier for copycat manu- 
facturers. "We believe that the potential 
forgeneric biopharmaceutical products 
is building up and that the opportunity 
for first movers in this field can be enor- 
mous,” the report said. It suggested that 
competition would be limited since 
these drugs were more complex. And 
that a regulatory approval pathway was 
a matter of time thanks to rising health- 
care costs. 

Theoretically, for opportunistic In- 
dian companies, this is the logical next 
step. Indeed, there are industry watch- 









the biogenerics game? 


The roadblocks 


Ranbaxy's Brian Tempest: 
"We are not excited by it" 





© Those drugs will still take years to 
become blockbusters and then lose 


patent protection 


The value of NCEs facing patent expiry 


IS twice as much or more 


Clarity on a regulatory pathway for 


approval is still years away 


By the time biogenerics enter 


innovators can migrate customers to 
2nd generation versions of the drug 


ers who believe that there is simply no 
choice. Twenty per cent of the global 
pipeline of drugs under development 
are biotech drugs. By definition copycat 
manufacturers have to go where inno- 
vators go. "Biotech is driving new drug 
discovery. You just can't ignore it," says 
Ajay Bharadwaj, president (marketing) 
at Bangalore-based Biocon. 

Yet, it is easier said than done. It may 
be several years before a biogeneric is 
approved in any developed market. Bio- 
logicals are seen to be different enough 
to merit new guidelines for approving 
their copies. Heavy lobbying by innova- 
tors who have a lot at stake (each 
biotech drug is worth billions of dollars) 
has delayed regulators from spelling out 
what these are. Regulators are con- 
vinced that they would need more tests 
than chemical generics would to prove 
that the copies are as safe and effective 
as the original. This expense could di- 
lute the cost advantage that generics are 
known for. They would in all likelihood 
have to be branded, adding to the mar- 
keting cost. According to research firm 
CRIS-Infac, human clinical trials on a 
biogeneric could cost anywhere be- 
tween $3 million and $26 million. In 









contrast, bioequivalence | 
tests that chemical | 
generics undergo before 
they are approved cost | 
only a few hundred 
thousand dollars. Given these risks 
"most large Indian firms are playing a 
wait and watch game", says Utkarsh Pal- 
nitkar, director of audit and consultancy 
firm Ernst & Young. 


Will Those Who Dare Win? 


How long can they wait? To find out fol- 
low the career of Jayaram Chigurupati, | 
founder of the Hyderabad-based start- 
up Zenotech Labs. In 2001, Chiguru- 
patis then employer Dr. Reddy's 
launched the company’s first biogeneric 
in India, a copy of Swiss drugmaker 
Roche's cancer drug, filgrastim. Chigu- 
rupati, who had a doctorate in genetics, 
had left a US biotech company that he 
co-founded to head Dr. Reddy's emerg- 
ing businesses in 1997. He built a team 
from scratch and brought its first bio- 
generic to market in record time with- 
out any help from foreign partners. At | 
that time Dr. Reddy's was sure it was on 
its way to opening the next frontier in 
generics. (See ‘Biotech Bet’, BW, 8 Octo- 
ber 2001.) 

But three years later filgrastim is the 
only biogeneric from Dr Reddy's. Even 
today it is selling only in India and Sri 
Lanka though there are plans to take it 
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to other less-regulated markets. A 
world-class manufacturing facility — 
with the US and Europe as ultimate tar- 
gets — will take another two years to be 
commissioned. Satish Reddy, managing 
director and COO of Dr. Reddy's, says his 
firm has spent this time rehauling its 
product pipeline. Unlike most other 
companies, it is not necessarily working 
on drugs that are likely to be approved 
quickly in the US and Europe. Vaccines 
which were part of the earlier research 
programme are no longer of interest. 
"We don't want to be in products that 
can be easily commoditised. We want to 
be differentiated," says Reddy. The com- 
pany had researched a hepatitis B vac- 
cine but before it could hit the market, 
prices crashed as a slew of players en- 
tered. Reddy thinks this will be the fate 
of all vaccines and products like human 
insulin. This year too there may be no 
biogenerics from Dr. Reddy's, but Reddy 
is not worried. “We are in this for the 
long term," he says. 

Chigurupati quit Dr. Reddy's last 


| year to start his own company. His team 


of 20 scientists includes some talent he 
spirited away from Dr. Reddys. 
Zenotech, a novice to the generics 
game, is only looking at India and 
emerging markets as opportunities in 
theshortand medium-term. But Chigu- 
rupati thinks companies with resources 


| should “invest now before it is too late". 


His logic is simple. Any generic com- 
pany that wants to move up the value 
chain will have to eventually handle 
high-value, low-volume speciality prod- 
ucts. Biogenerics are precisely that. “As 
with any such product, a launch posi- 
tion among the first three is critical for 
market share,” he says. 

While the big guys dither, there are a 
small number of second-rung compa- 
nies that are more gung-ho about this, 
Wockhardt is relatively ahead (See ‘Bet- 
ting on Biotech’, BW, 20 October 2003) 
witha hepatitis B vaccine, anaemia drug 
epoetin and human insulin in India. It 


Is biogenerics the next big opportunity? 
Or isn’t it? Indian pharma firms stand 
divided. By Gauri Kamath 
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has also started exporting to less-regu- 
lated markets like Brazil and Ukraine. 
Right now though, most of its drugs are 
being made on a small scale. Wockhardt 
has yet to make a significant dent in the | 
Indian insulin market and a small pilot 
plant is meeting current demand. But it 
is expected to commission a large-scale 
manufacturing facility this year. 


man insulin (which was to be in a sepa- 
rate joint venture with Hyderabad com- 
pany Shantha Biotech, but no longer so) 
is awaiting clearance from the Indian 
government. The company plans to 
make the bulk of insulin — the key in- 
gredient in the drug. It has also regis- 
tered this in the US. But unless a formu- 
lator applies to the US FDA for approval 

Bangalore-based Biocon has a joint | to market a finished medicine using this 
venture with Cubas CIMAB to developa | bulk, the registration by itself is but a 
basket of drugs. Its first biogeneric hu- | small step. Besides insulin, Biocon says 
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it will import drugs like EPO from 
CIMAB until its own manufacturing fa- 
cilityisup and running. And until the US 
and European markets open up, these 
companies plan to tap India and other 
less-regulated markets. But the eventual 
goal has to be the West to justify the time 
and money spent on this effort. Both say 
they have committed over Rs 100 crore 
in research and manufacturing. 

Each of these firms has its own rea- 
son for rushing in where the big guys 
fear to tread. Wockhardt has been catch- 
ing up in generics exports, after early at- 
tempts to capitalise on this opportunity 
failed. It views biogenerics as the killer 
app that will give it an edge over its 
peers. “We will have the first-mover ad- 
vantage,” says Lalit Kumar. Biocon's 
Bharadwaj thinks it is not just the regu- 
latory uncertainty that is keeping com- 
panies at bay. It is also the lack of exper- 
tise. Indian scientists are yet to master 
biotechnology like they have chemistry. 
Those who understand biotechnology 
still have to be trained in its commercial 
applications. Bharadwaj says Biocon 
has developed a skill base — through its 
experience in making enzymes and 
heart drug statins, for instance — that it 
can now leverage. When asked about 
the timing, he says: “There never is a 
right time. Either you do it or you don't." 


Potholes Ahead 
Are they jumping the gun? Even as inno- 





vators of biotech drugs lobby to keep | 
generics at bay, they are also switching | 
customers to newer products with a | 
longer patent life. Second-generation | 
biologicals are growing rapidly at the | 
cost of existing drugs. These are usually | 
better delivery systems that could per- 
haps reduce the number of times the 
drug has to be injected. For example, | 
US-biotech firm Amgen, which devel- 
oped the $8-billion anaemia drug EPO, 
launched aranesp, a longer-lasting for- 
mulation in 2002. Already агапеѕр hasa | 
5% market share of the EPO market and 
is projected to touch 30% by 2007. What 
if most of the market is converted by the 
time a generic is approved? 

Add to that, innovators will fight 
tooth and nail to keep the status quo. 
“You can count оп flurry of torts and 
lawsuits when any (biogeneric) applica- 
tion is submitted or approved (in Eu- 
rope or the US),” says Robert Zeid, prin- 
cipal consultant of US-based TLI 
International, a pharma support ser- 
vices company. Amgen is known to have 
engaged a fellow biotech company 
Transkaryotic Therapies in patent litiga- 
tion for 15 years to prevent it from 
launching a competing drug, though 
nota biogeneric. 

The regulators’ approach could also 
curtail the upsides for Indian compa- 
nies. CRIS-Infac suggests that the case- 
by-case approval process (See ‘Reasons 
To Cheer’) that regulators are mooting 
may lead to approval of only two or 
three drugs from the basket that Indians 
are getting ready with (See ‘The Great 
Shrinking Act’). Plus, some really com- 
plicated drugs like monoclonal anti- 
bodies (MABs) — targeted cancer drugs 
— might never go generic. 


Work Hard Or Work Smart 


D.G. Shah, secretary general of the In- 
dian Pharmaceutical Alliance, a lobby of 
leading Indian drugmakers, observes 
that some IPA companies are working 
smart. Take Ranbaxy’s case. In spite of all 
its scepticism the company still has a 
toe in the water. It offers to market drugs 
developed by Chinese or Korean com- 
panies in India. It already has a brand of 
EPO in the market licensed from a Ko- 
rean company. It plans such tie-ups for | 
insulin, That way Ranbaxy creates at 
least alocal market for biogenerics with- 
out any major investments, and experi- 


ences selling these products. Ranbaxy 
isnt telling but it could take these same 


| products to less-regulated markets 


where it has marketing infrastructure. 
"Thats a much safer strategy," says 
Shah. Yet the firms owning the product 
can dictate terms of the relationship if 
they crack the regulated markets early 
on. "The firm with the product will cap- 
ture most of the value. The partner will 
be reduced to a distributor," says an ob- 


server. And a johnny-come-lately will | 


have to pay top dollar to acquire a suc- 


i 
i 


cessful biogenerics firm if it decides it | 
! IPAS Shah is of the opinion that compa- 


wants a piece of the cake. Adds Reddy, 
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Biotech. (That venture was dissolved 
later.) Amar Lulla, joint managing direc- 
tor of Cipla, says manufacturing is on 
the cards. In the meantime, Cipla is 
awaiting permission from the Indian 
government to launch human insulin in 
tie-up with Chinese firm Dongbao. “It’s 
good to get your foot in," he says. 

So will more companies enter the 
fray? "My guess is that when the political 
battles (in the West) are won there will 
be 10-20 generic firms, worldwide, en- 
tering this marketplace," says Haddad. 
He believes some ofthese will be Indian. 





“We are not ruling out alliances but we'd | 
| approval for a biogeneric in the West. 


like to do this ourselves,” 
Still analysts suggest that partner- 


ships could be the way forward. Besides | 


the Biocon-CIMAB tie, there is Ciplas  clearthem and there will still be hope for 


agreement with US firm Biogenerics 
Inc. According to William Haddad, CEO 
of Biogenerics, his company will look to 


; India to scale up and commercially 


manufacture products that are still in 


nies are waiting for a signal — the first 


He suggests that since regulatory barri- 
ers are higher, fewer products would 


| later entrants. But Bharadwaj warns 
_ that it could be too late. “It takes 18-24 


| the lab. This is similar to how Wockhardt | 


learnt its ropes some years ago through | 
a joint venture with German firm Rhein | 
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months to build a facility. The compli- 
ance criteria are far more stringent. You 
will need 3-5 years to get your products 
to the market.” By then many others 
would have got a headstart. The next 
few years will show who wasright. — 8 














ASHISH SAHI 


For the tax department 
infotech is a milch 
cow. And it is using 
every trick in the book 
to milk IT 


ASHISH AGGARWAL 


NFOTECH (IT) firms in India be 

warned. The income tax depart- 

ment — which has so far treated 

the blue-eyed boys of Indias export 

industry with kid gloves — wants to 
scrutinise IT firms rigorously. And for 
that, it is interpreting laws more in the 
letter than the spirit. 

The recent tax notices served on 
Wipro (Rs 261 crore) and TCS (Rs 100 
crore) were the opening shots. The de- 
partment said that Wipro and TCS were 
not eligible for the tax holiday that they 
had claimed in their returns. 

That opens a grey area in interpreta- 
tion, both for the department and the IT 
firms. In fact, the department is closely 
examining many grey areas to generate 
more taxes. Clearly, in the IT sector, it 
has found a rich crop to harvest. Soft- 
ware exports are expected to grow to 
Rs 55,510 crore and I T-enabled services 


Excuse me, 
r Taxman! 


Т 





| 
| 
| 
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exports to Rs 15,500 crore in 2003- 
04. Software is growing at 28% and 
ITES at a scorching 50%. 
As a government official puts 
it, the department has realised 
that it can collect more taxes 
whenever it catches IT firms 
on the wrong side of the law. 


president Kiran 
Karnik: “The biggest 
problem is the uncer- 
tainty. There has to be 


the specific case of Wipro and TCS, 
maybe they are not wrong.” 
But the departmentis giving no such 









Naturally, the industry is fret- | 
ting. Says Nasscom | 


clarity at the policy level | 
that IT export profits will not be taxed. In | 


assurances. It will crack the whip wher- | 


ever it sees a gap between clearly de- 

fined regulations and no regulations. 
One area is taxation of foreign com- 

panies. Here the issues relate to how the 


income of foreign companies is classi- | 


fied. Mukesh Butani, head (interna- 


tional taxation), Ernst & Young, ex- | 


plains: “Though the matter relates to the | 


taxation of foreign companies, it affects | 


the Indian IT companies since the latter | 


are supposed to comply with the with- 
holding requirement (they need to 
deduct tax on incomes that foreign 


companies earn from them). If an In- | 


dian company avails the services of a 
foreign IT major, theissueis whetherthe 
remittance is treated as 'business in- 


come’ or ‘fees for technical services’/ | 
'royalties." The tax deducted in the two | 


cases vary. In the former case the nor- 
mal net basis of taxation applies. In the 
latter, the Indian companies have to 
deduct tax at a flat rate of 20%. 

Yet another issue is transfer pricing. 
Most companies calculate arms length 
price (price at which services are sold to 


unrelated parties) using the transac- | 
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tional net margin method — considered 
the mostfeasible but not necessarily the 
most appropriate. According to Rahul 
Garg, executive director, Pricewater- 
houseCoopers: "Transfer pricing offi- 
cers (TPOs) are recalculating the infor- 
mation using data which could not have 
been available to the company at the 
time of making the calculations, Trans- 
fer pricing data is required to be main- 
tained on a contemporaneous basis.” 
Garg gives an example: suppose an In- 
dian BPO signs a contract with a US- 
based party in August 2001. The Indian 
firm calculates $30/hour as the arms 
length. price, based on information 
available at that time on what other 
companies charge for similar transac- 
tions. Now the TPO is doing his assess- 
ment for 2001-02 in 2004. He is using the 
information available till 31 March 2002 
to compute the arms length price. He 
can also call for information from other 
companies. So ifthe department arrives 
at a price of $40/hour, then tax will also 
be charged on the additional $10. And it 
will have to pay a penalty too. 

Such loopholes have led experts to 
suggest that the laws need to be looked 
at again. After all, it's an international 
problem. On e-commerce taxation, for 
instance, the Organisation for Eco- 
nomic Co-operation and Development 
recommends that taxation should not 
depend on the way a business is con- 
ducted, or goods and services are deliv- 
ered. So whether the software is deliv- 
ered physically or is downloaded via the 
Internet should not matter. "But tax au- 
thorities... [are] characterising the in- 
come in the case of former mode as 
business income and in the case of later 
mode as royalties. Besides being incon- 
sistent, this defies international taxation 
principles,” says Butani. Another area 
where there could be additional taxes — 
Indian firms may have to deduct tax at 
source when they allow the clients 
abroad to download their data through 
the facilities of foreign service providers. 
This too is agrey area. 

Karnik sums up the controversy: 
"The tax benefits given to this industry 
were under the belief that after the seed 
has been planted, the plant will be al- 


| lowed to grow into a tree and it... would 


be better to enjoy the fruits year after 
year. Whether the plant has become a 
tree is debatable.” а 








O NICE guys win trade deals? Perhaps they do. 
But it doesn't hurt to be nice and smart when 





government decided while putting together a 

landmark initiative to win allies and influence 

trade in January this year. The government ofin- 

dia will provide a $1. 5-billion line of credit to sub- 
Saharan African countries for buying anti-retroviral drugs 
(ARV) along with other medical supplies from India. ARV 
drugs are used for treating HIV/AIDS. The scheme, which is 
being kept under wraps until the kinks are ironed out, will run 
for five years. 

Credit will be provided through the Exim Bank at Libor 
plus 0.5%, and repayments are to be made over a 15-year pe- 
riod. Since many of the beneficiaries would belong to the cat- 
egory of heavily indebted poor countries there will be a sub- 


looking for trade opportunities. That's what the | 





| stantial grant element, say North Block officials. 
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The $ 1.5-billion line of credit is in addition to the $500- 
million concessional credit, along with technical assistance, 
offered to eight West African countries in Delhi recently. 

Whyis India pouring money into Africa, or at least prepar- 
ing to do so? It is all about leverage. Africa is one of the hotly 


| fought trade battlegrounds today even though it accounts for 


barely 2% of world trade. Apart from India and the US, a host 
of trade blocs are keen on a free trade agreement (FTA) with 


| the five-nation Southern African Customs Union (Sacu). The 


union comprises Botswana, Lesotho, Namibia, South Africa 
and Swaziland — a combined market worth over $2.5 billion. 
But the prize obviously is South Africa, which is the largest 


| economy in the region. 


If India can tie up favourable bilateral agreements witk 
African countries on investment rules and intellectual prop- 
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erty rights, it will give a huge boost to our pharmaceutical ex- 
ports. South Africa alone is expected to have around 1.5 mil- 
lion AIDS patients in need of ARVs. 

If India can woo Africa successfully, it will take care of sev- 
eral issues at the World Trade Organisation (WTO) that have 
been chafing the Indian government and pharma industry. 
India has put up a spirited battle at the WTO to ensure that 
public health concerns over TRIPs (trade-related aspects ofin- 
tellectual property rights) are not diluted, though US dele- 
gates have been insinuating that it was commercial interest 
alone that inspired the crusade. There has also been an insidi- 
ous campaign on the quality issue. Africa will be a useful ally to 
have in the WTO's next round of TRIPs discussions when India 
and the US square off again. 

Welcome to the complex game of trade diplomacy. The 
games intricacies weren't too 
well understood by India even 
five years ago. Yet it's a game 
which the country is learning to 
play more astutely of late, What 
we are witnessing is a new tra- 
jectory in economic diplomacy 
which is a little more practical 
and hard-headed. 

Look at the way we have 
subtly changed tack in Africa. 
Earlier, our relationship was 
predicated on generous grants 
and technical assistance pro- 
vided under the umbrella of 
South-South cooperation. It 
generated goodwill, but no 
business. The new moves are 
expected to take care of the lat- 
ter as well. 

Yet India is getting into the 
game late. The US has already 
proved a master in this exercise. US trade representative 
Robert Zoellick has been signing up FTA after FTA — with 
Central America, Singapore, and Australia , to name a few — 
in which the IPR regimes were in excess of the multilateral 
TRIPs requirements. So when TRIPs is discussed again at the 
WTO, the US will have significant allies behind it—allies who | 
will make stricter TRIPs, plus provisions, the norm. And even if | 
things don't go its way at the WTO, the FTAs the US is signing 
will take care of all its key markets on its own terms. 

The US is going all out to woo Africa as well. In late Febru- 
ary, just as it began FTA negotiations with Sacu, the US admin- 
istration started writing the first cheque in the $15-billion | 
Emergency Plan for AIDS Relief. The plan was announced af- | 
ter the worst suffering in the HIV/AIDS pandemic, and was re- 
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ceived with much fanfare in Washington and Africa. 
Reports from Johannesburg indicate that India’s FTA will 


| have to wait until the end of next year because of some “sched- 








Circling the globe with FTAs: In 3 years, R. Zoellick of the 
US has signed up Australia, Morocco, Singapore, Cafta... 


uling challenges”. The department of trade and industry says 
itis busy negotiating FTAs with the US and a European associ- 
ation of non-EU countries, and is also in preliminary talks 
with Mercosur, the South American trading bloc. 

ForDelhi, winning Africa is crucial, not just for preferential 
market access but also for support on wider issues in the WTO. 
South Africa is part of the G20, the group of developing nati- 
ons that successfully took on the US and the EU on agriculture 
subsidies and is driving for a more equitable framework for re- 
solving the contentious issue. As leaders of the G20, South 
African trade minister Alec Erwin, along with Brazil's foreign 
minister Celso Amorim and India's commerce minister Arun 
Jaitley were the men of the mo- 
ment in Cancun, Mexico. 

Attempts to charm the 
South Africans could have an- 
other angle. South Africa's Er- 
win, according to some reports, 
is tipped to succeed Supachai 
Panitchpakdi as the director- 
general of the WTO towards the 
endof2005. Soit might bein US 
interests to offer better conces- 
sions than in other FTAs. Bilat- 
eral agreements, after all, are in- 
tended to maximise benefits for 
the partners concerned, and 
are not about ideology or global 
trade positions. Or are they? 

Tshediso Matona, the 
South African department of 
trade and industry's deputy di- 
rector-general in charge of in- 
ternational trade, said that the 
FTA with India made good economic sense and was not being 
negotiated just because of close political ties combined, “But 
the political commitment will make it easier,” he said. 

Membership of the G20 could impose certain norms, if not 
obligations, simply because it has become a force to reckon 
with. During the March talks of the WTO farm committee in 
Geneva, the G20 eclipsed the Cairns group that earlier acted as 
the battering ram on farm subsidies, The Cairns groups credi- 
bility has been badly dented after the February signing of an 
FTA between Australia, its leading light, and the US. That 
agreement has been widely attacked for the complete protec- 
tion it ensures for America's inefficient sugar industry and live- 
stock farmers (See ‘Not A Nice FTA To Have’). 

So е G20 matters. Listen to what visiting British Labour 





DINESH KRISHNAN 


India is making some deft moves of 
late. But can it catch up with the 
masters of the game? By Latha Jishnu 
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MP Diana Organ, representing the Forest of Dean, had to say 
recently in Delhi. She deviated from the discussion on hand to 
tell the gathering of business people that she was absolutely 
delighted about the G20 and the outcome of Cancun. Al- 
though it was a ‘politically incorrect’ comment, Organ said it 
was important to recognise that in international trade, “The 
axis of power has shifted and a new axis has been formed by 
India and Brazil. Everyone concedes this." A comment by Ma- 
tona confirms that the shadow of the G20 would loom over the 
FTA negotiations: “The poles of economic growth are no 
longer the US and Europe.” 

But the focus of our current trade play is not just South 
Africa, or even Africa in general. India is, in fact, discovering 
the economic importance of certain areas that were not on 
our radar earlier, as the ministry of external affairs (MEA) puts 
it. This boils down to Latin America and southern Africa, 
which have been only peripheral to our trade and strategic in- 
terests before. On the other hand, our 
neighbourhood forays (Asean, Singa- 
pore, etc.) are a continuum of the fa- 
mous ‘look East’ policy that former 
prime minister PV. Narasimha Rao initi- 
ated in the mid-1990s. 

The most interesting fallout of the 
new discovery is Brazil, which actually 
discovered us and later cemented the re- 
lationship in the G20. Thus, the Ibsa (In- 
dia, Brazil, South Africa) trilateral agree- 
ment will play a critical role in com- 
mercial and political diplomacy. That's 
because Ibsa has a wide agenda: it in- 
volves co-operation in the WTO and the 
UN in defence, science and technology, 
and sustainable development. A focus 
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Trade triangle: Foreign ministers 
Y. Sinha, Brazil's C. Amorim (R) & 
South Africa's N. Diamini-Zuma 


area is transportation — good for 
increased trade exchanges. 

But what of FTAs that India is 
signing with (as the critics call it) 
reckless abandon? At last count 
India had taken on at least eight 
FTAs ina flurry that had little to do 
with commercial considerations. 
Some of these are termed com- 
prehensive economic coopera- 
tion agreement (CECA) or re- 
gional trade and investment area 
(RTIA). FTAs undoubtedly incre- 
ase trade, but not unless the 
agreements are with equal part- 
ners or between countries with 
commercial synergies (See 'More 
Hype Than Hope' on page 36) 

Yet the MEA and the com- 
merce ministry have different per- 
spectives on the issue. The MEA, 
clearly inspired by the strategic vi- 
sion of the Prime Minister's Office, sees FTAs as the prelude to 
a grand open network that will link India to all of South-east 
Asia with roads, railways and booming trade. 

The commerce ministry takes a somewhat dour view. "Our 
primary thrust remains the predictable rule multilateral 
process,” declares a top negotiator. It's not against FTAs per se 
— in fact, it has a defined list of the FTAs we should be signing 
— but the rationale behind some of the existing agreements 
escapes it. "Whatis the need fora separate FTA with Singapore 
when we have one with Asean (Singapore is a founder-mem- 
ber of the 10-member group)?" asks a top commercial min- 
istry official. "Bilateral and regional FTAs should be need- 
based and not signed under political pressure." In other 
words, the stakeholders (business and industry) should be 
pushing it instead of having it thrust upon them. 

India has long maintained that bilateral and regional trade 
pacts undermine the multilateral process. That view, however, 
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has changed. “Careful, well-thought out FTAs and PTAs (pref- 
erential trade agreements) are needed,” says a policy paper. 
“India’s inability to create its own web of trade and economic 
relationships with strategic partners has been a weakness 
from the standpoint of securing increased export market ac- 
cess for India’s goods and services.” 

But the ministry is clearly having difficulty finding ‘strate- 
gic FTAs’ which meet its 8-point objective criteria. It appears 
to favoura meticulous arrangement, as shown in the Sri Lanka 
FTA three years ago. But the current dynamics of global trade 
are forcing a less cautious approach. 

Amajor worry nowis the lack of structural support and re- 
sources to hammer out effective agreements. "It's all very well 
for the MEA to push the FTAs, but the hard work comes in 
working out the tariff lines, duty structures," complains an 
overworked commerce ministry official (See ‘The Nightmare 
OfRules’). And Bibek Debroy, a trade economist with the Rajiv 
Gandhi Institute of Contemporary Studies, warns there will 
be hell to pay on the rules of 


origin (which keep low value- MEM ere 
added goods out of the FTA), ndied s 
especially in the Singapore еа оа иша 
FTA. “If the focus of the ЕТА 


is services, then there is less 
scope for problems and 
protectionism.” 

India, like most of Asia, is 
a newcomer to the FTA swe- 
epstakes. The WTO lumps all 
agreements of this nature 
(FTAs, customs unions and 
economic integration agree- 
ments) under the term RTAs, 
or regional trade agreements. 
Their count of RTAs is unbe- 
lievable: 285. The number of 
WTO members is just 148. Of 
285 RTAs, 250 have been noti- 
fied to the apex trade body - 
and 215 were in force at the 
end of October 2003. The figure that is even more disturbing 
for the WTO is that slightly over 60% of world trade is routed 
through RTAs, and only around 40% through the multilateral 
or the MEN (most-favoured nation) principle. 

Since that stock-taking at least half a dozen new FTAs have 
come into force, the most significant additions coming from 
the US. The tireless Robert Zoellick, has been ringing the 
world with ironclad FTAs that seek to enhance IPR and invest- 
ment protection without really liberalising trade — the prime 
reason why FTAs are viewed with suspicion here. 

Zoellick's strong arm has encircled all Central American 
nations, small states in the Middle East, Morocco and Austra- 
lia. Zoellicks most ambitious project is the Godzilla-like Free 
Trade Area ofthe Americas (FTAA). When completed, it would 
be the largest free trade zone in the world, covering 34 nations, 
800 million people and a combined GDP of over $13 trillion. 

Compared with that, would any FTA in Asia emerge as a 
balancing force? Of course, says Nagesh Kumar, director-gen- 
eral of Research and Information System for the Non-aligned 
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THE NIGHTMARE OF RULES 


F you want to know why the babus of Udyog 

Bhavan root for the World Trade Organisation 

and dislikes free trade agreements (FTAs), 
take a look at what they have to deal with. 

Let's begin with rules of origin, which keep 
low value-added goods out of FTAs. Each coun- 
try has its own tariff structure to determine whe- 
ther goods are eligible for preferential treatment 
in the importing country. The idea: to prevent 
transhipment of products from a third country 
by using a low-tariff FTA country to one which 
has high tariffs. "How do you cope with several 
hundred tariff lines at the six-digit level when 
there is no ready information?" asks a harried 
official. When you deal with, say, Asean, with 10 
members each with its own rules it's enough to 
convert you to the multilateral WTO, with its 
transparent, predictable rule-based system. 

It's no better for the businessman. If he bel- 
ongs to a country that is member of different 
FTAs, he would have to tailor his prod- 
ucts in accordance with a daunting 
array of product-specific criteria. The 
rules for agriculture products and tex- 
tile are particularly difficult because of 
the sensitive nature of these exports. 

And there is the lack of research 
institutions. We have few think tanks: 
the Research and Information System 
for the Non-Aligned and Other Deve- 
loping Countries (RIS), the National 
Council for Applied Economic Research 
(NCAER), and the Indian Council for 
Research in International Economic 
Relations (Icrier). "We had a closed 
economy and institutions geared for it. 
How can an open economy function 
under these constraints?" asks Biswajit 
Dhar, head of the Centre for WTO 
Studies at the Indian Institute of Foreign Trade. 

Meanwhile, ministry officials continue their 
saga. "We simply do not have the resources to 
deal with this," says a top official. His gripe: 
while the MEA blithely pushes FTAs, the com- 
merce ministry is left holding the baby with no 
structural support. 

The commerce ministry can draw consolation 
from the fact that it is no worse off than its coun- 
terparts in other nations. A WTO study finds that 
FTAs strain the institutional capacity of even the 
largest countries. Recently Japan, after just one 
FTA under its belt, more than doubled the FTA 
team at its ministry of trade, 

The biggest drawback for India is it has no 
full-time trade minister. The present commerce 
minister has other major portfolios and is heavily 
into party politics. Trade policy is too sensitive 
an issue to be handled part-time. More impor- 
tant, the portfolio needs a redefinition. "n 
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tory _ 
NOT A NICE FTA TO HAVE 


S trade representative Robert Zoellick 
| | casts his free trade net wide and gets a lot: 
tiddlers and the occasional big fish. But 
few approve of his catch or the way it is made. 

Both Democrats and Republicans say Con- 
gress is unlikely to approve many of the FTAs he 
has signed, especially the Central American pact, 
Cafta, as it has little on environment and labour. 

Zoellick has been the sword arm of the Bush 
administration's policy of pursuing ‘competitive 
liberalisation’ to advance free trade globally, regi- 
onally and bilaterally. He is fond of saying that by 
moving on multiple fronts, the US can “overcome 
or bypass obstacles, exert maximum leverage for 
openness” and thus establish models of success. 

Hardly, say a host of critics. Sherman Katz of 
the Washington-based Centre for Strategic and 
International Studies (CSIS), says the US-Aust- 
ralia deal “is so riddled with major exceptions to 
protect US agriculture that it sends a gloomy 
signal about US capacity to open our markets”. 

The worst criticism has come from Zoellicks 
predecessors, the formidable Carla Hills and 
Charlene Barshefsky. Here's their take on US and 
EU subsidies, from a seminar held at CSIS. 

Carla Hills (Right): "The issues that separate 
us in the Doha Round are political. They are not 
going to be solved in Geneva. We have to decide 
what to do with sugar. That is a big issue. If we 
can't decide and Japan doesn't want to decide 
what to do about rice, and Europe doesn't want 
to decide what to do about its common agricul- 
tural policy, then probably the timing isn't right." 

Charlene Barshefsky: “Lower level negotiators 
can't [do] anything if they don't have clear inst- 
ruction and don't know how far they can go. (EU 
commissioner) Pascal Lamy doesn't... want to see 
the elimination of agricultural export subsidies, 
or can't deliver that on a political level but [will] 
tell the US to eliminate cotton export subsidies. 
Bob Zoellick wants to see the elimination of 
agriculture export subsidies... but then tells Aus- 
tralia, oh, no, not sugar." 

Is the G20 listening? iB 








Keeping the faith: RIS's N. Kumar wants a new Asian bloc 


and other Developing Countries (RIS), who is pushing an am- 
bitious Asian economic community in the region named 
Jacik. It is structured around the core group of Japan, Asean, 
China, India and Korea (hence Jacik). A starry-eyed Kumar 
knows what this could mean: a combined GDP of $7.2 trillion, 
a population of three billion, and combined forex reserves of 
$750 billion — higher than EU and US reserves combined. 

"It's not an impractical idea. We're already seeing the be- 
ginnings of a very major economic grouping in Asia," says Ku- 
mar. RIS, funded by the MEA, has gone beyond the prelimi- 
naries. The first formal round was held in Delhi last March; the 
second is scheduled for October in Tokyo, but so far this is only 
a pipe dream. Sceptics, and theres no dearth of them, point 
out that India is a minnow in world trade. Exports of $55 bil- 
lion last year were not enough to earn it a place among thetop 
30 trading nations. Its share of the world trade is just 0.8%, al- 
though its ranked 20th in services, exporting $25 billion. 

Since the multilateral process has not done too much for 
trade, is the FTA route the answer? Biswajit Dhar, professor 
and head of the WTO cell at the Indian Institute of Foreign 
Trade, says: “I see the multilateral and bilateral agreements as 
part of the same process — it's about liberalising." 

India's economy enjoys much protection, with average 
tariffs of 3196, among the world's highest. The level of liberali- 
sation is also inadequate with too many restrictions on FDI. 
That, at least, is Singapore's view, which has zero tariffs and 
views India's reluctance to open up as counter-intuitive. It has 
not, however, prevented the tiny trading nation from signing 
an FTA with India and pursuing it enthusiastically. 

Chak-Mun See, Singapore High Commissioner to India 
anda veteran of the Uruguay Round of trade negotiations, ad- 
vises: "India must look more towards Asia. It must become 
part of the game in Asia and find a place for itself in the inter- 
locking FTAs that abound in the region." 

And there is always the China factor. It was Beijing's pro- 
posal to establish a China-Asean FTA by 2010 that pushed 
Tokyo and Seoul into similar agreements — and into closer in- 
tegration. As India has to decide quickly how it will manage 
the domino effect of regional FTAs. It has already taken a dar- 
ing step: it kicked off FTA talks with China. Although the first 
round of talks in Beijing last month foundered on Delhi's tariff 
barriers, both sides promised to persevere. India's multilateral 
faith is bound to tested soon. a 
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The new STREET 


GANGS 


EGIONAL trade agreements are like street gangs: you 

may not like them but if they are in your neighbour- 

hood, it is safer to be in one.” This is L. Alan Winters’ 

famous proclamation on RTAs — we call them free 

trade agreements or FTAs — and it is probably the 
most quoted statement on the subject, after Jagdish Bhag- 
wati's “spaghetti bowl of rules". 

Winters, a trade economist and professor of economics at 
the University of Sussex, has produced an impressive body of 
work on FTAs. His books and articles cover a vast spectrum of 
issues: from RTAs and non-tariff barriers to East-West trade, 
trade liberalisation and poverty. 

In his recently published study for the 
World Bank, Regional Integration and Develop- 
ment, which he co-authored with Maurice 
Schiff, Winters warns that ‘domino regional- 
ism’ can have serious repercussions. Domino 
regionalism is when a series of bilateral and 
regional trade agreements are sought in the 
wake of failed global talks, as is happening af- 
ter Cancun. 

But the authors also maintain that regional 
integration agreements (RIAs) can help devel- 
oping countries reduce poverty and boost 
growth, if they use the agreements to foster 
competition in domestic markets, seek access 
to richer countries, and enhance the credibility 
of their economic reforms. Policy makers in 
Asian countries, which are on an FTA spree, should consider 
how the economic effects of FTAs compare with the effects of 
broader multilateral trading arrangements. But he does make 
the point that while earlier discussions have tended to em- 
phasise the dangers and negative impact of FTAs, these have 
the potential to be beneficial ifthe agreements are properly fo- 
cussed and structured. 

The general caution that the authors make is to resist pres- 
sure from sectoral lobbies, which favour trade-diverting 
agreements, by minimising the number of exceptions to the 


coverage and, more importantly, by including services as well | 


as goods in these FTAs. 
What might be of particular interest to India is Winters’ 





THE COSTS OF CANCUN 
BW speaks with professor L. Alan Winters. 


How serious a threat are RTAs/FTAs to the 
multilateral trading system? 


I believe they are a threat and they do divert 
trade. They haven't destroyed the system yet, but 
they could do so by delaying multilateral negoti- 
ations and making them even more complex by 
building up conflicting coalitions. 


Do you think the setback at Cancun will spur 
the race to sign more such agreements? 


Yes, the spread is a worry. It could be one of the 
big costs of Cancun. However, FTAs were run- 
ning fast even before Cancun. My concern is that 
regional agreements do not facilitate traditional 
trade negotiations because they are 
diversions from them, and create 
divisions among WTO members. 


Since you believe that properly 
structured regional integration 
agreements can be beneficial for 
developing countries, have you 
changed your view that FTAs are 
street gangs? 


On. no. I don't think I have 
changed my view and am alarmed if 
you get the impression. Gangs are 
still in — on Page 231! 


| tips to ensure that RIAs are made into stepping stones for 
broader liberalisation, "rather than millstones around their 
countries’ necks”, 

@ RIAs with high-income countries are likely to generate 
more economic gains than those with poorer countries; 

Ш Developing countries stand to gain from RIAs with large, 
rich neighbouring countries or blocs because they are more 
likely to increase domestic competition; 

E Governments must seek to minimise the transaction and 
implementation costs of RIAs; 

@ RIAs can have major fiscal implications for countries that 
rely heavily on trade taxes, but they could use these agree- 
ments to reform their tax structures. п" 





The importance of being part of your 
neighbourhood trade bloc. By Latha Jishnu 
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TAKING INDIA TO THE WORLI 





story 


N October last year India signed an initial agreement 
with Thailand to create a free trade zone between the two 
countries. Since then Ashok Taneja, a senior executive di- 
rector at auto component maker Shri Ram Pistons and 
Rings, has been keeping a close watch on how that agree- 





ment has progressed. “Big manufacturers like Toyota | 


have decided to buy transmissions from India and engines 
from Thailand,” he says. “To that extent the agreement will 
hurt engine component makers like us.” 

But Taneja is not overly pessimistic. “Free trade agree- 
ments are inevitable, so it's best to welcome them and prepare 
for the challenge. Thai companies are worried that because of 


the huge size of the Indian market, Indian companies have | 


much better scale than them. So it cuts both ways." 

He adds: "Earlier there would have been a hue and cry (in 
India) for protection. But that attitude has changed." 

That change in attitude is welcome. At the same time, the 
government, too, is heading down the free trade path. India is 
currently negotiating at least eight different free trade 
agreements. Even if we don't have free trade with all our part- 
ners, having such trade with at least a few is better than noth- 
ingat all, right? 

Maybe, but sailing towards free trade will definitely not be 
smooth. Even as the government tries to paint a picture of 
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these FTAs as an unmitigated blessing and a natural conse- 
quence of India's growing power and influence, we seem to 
have been caught between a rock and a hard place. 

The fact is we came late to the new global trade game. And 
now, FTAs seem to be the only way to ensure that we don't get 
left out. Yet, given India's current trade policies and the kind of 
FTAs we are negotiating, there are several problems that could 
arise, both during negotiations and once the agreement actu- 
ally gets implemented. 


Method And Madness 


First, what are the benefits of these FTAs, according to policy- 
makers? Apart from the increased trade flows, the foremost 
gain is strength to play the global trade game. 

The slow pace of multilateral negotiations at the World 
Trade Organisation (WTO) has prompted both developed and 
developing countries to go in for bilateral trade deals. The 
number of such deals being negotiated has risen sharply since 
the mid-1990s. So much so that, according to the WTO, only 
four countries in the world — Hong Kong, Macau, Taiwan and 
Mongolia — are now not part of any regional trading agree- 
ment. Of these countries, only Mongolia is not currently in ne- 
gotiations to enter an FTA. The fear of irrelevance is especially 
true when you look at what is perhaps the most important of 
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the eight trade deals we are currently negoti- 
ating — the one with Asean. “While trade 
in the Asian region was growing by 
leaps and bounds, we kept our eyes 
turned firmly westwards,” says a 
СП official who is also an ad- 
viser to the government on 
trade negotiations currently 
underway. “We missed the 
boat on almost all the re- 
gional trading agreements, 
except Saarc. With the ‘look 
East’ policy of the govern- 
ment, Asean is an absolute 
imperative.” Says a finance 
ministry official: “With China 
cosying up to Asean, it was im- 
> perative that we make our ties 
+ With East Asia stronger.” For exam- 
ple, by not having an FTA with Singa- 
pore, efficient producers in India will ap- 
pear to be high-cost to customers in that 
. country for the simple reason that we have to pay 
tariffs on imports into Singapore whereas more inefficient 
producers in, say, Thailand don't, because they are part of a | 
free trade agreement. | 
The story of how we came to negotiate with Asean оп ап | 
| 
| 


$18,198.3 mn « 


(16%) FTA trade 
exports + imports)* 


FTA is interesting because it illustrates the way politics and 
economics are strongly entwined when it comes to global 
trade. “Right through the 1990s, we had been making over- 
tures to Asean about joining them,” says a former bureaucrat 
who has worked on trade negotiations for India. “But they al- 

‚ Ways kept us at arm's length.” 
Two years ago, India tried another tack. The government 
. began negotiating separate agreements, first with Thailand 
andalittlelater with Singapore. The aim was to establish those 
_ agreements first and then use them to lobby for an entry into 
Asean. “The agreement with Singapore was especially impor- 
` tant as it was one of the countries that was very cool towards 
our entry into Asean,” says a negotiator on one of the FTAs. 
(Singapore's agreement is technically not an FTA but a 'com- 
> prehensive economic co-operation agreement. Rajesh 
Mehta, an economist at Delhi-based think-tank RIS, is scepti- 
cal of any free trade agreement with Singapore. In a paper 
written early last year, he said a better strategy would be to in- 
crease co-operation in specific sectors like IT and electronics.) 
During this time, however, Aseans5 attitude towards India 
also changed gradually. "China's relationship with Asean was 
growing stronger,” says the former bureaucrat. “Asean wanted 
this (China's entry into Asean) to happen but they were also 
apprehensive of Chinas enormous size and clout in the world 
economy. And they began to look at India as a counterweight 
; to Chinas power.” Ultimately, the agreement with Thailand is 
: likely to be subsumed under the Asean one. However, the 




















Share of trade 
covered by major FTA 
negotiations as a proportion 
of the total Indian trade of 
$113,815 million 


agreement with Asean is much further into 
the future (at least 3-4 years down the 
line) whereas the Thai agreement is 
likely to come into force by next 
year. The Singapore one is likely 
to happen later this year. 
The list of FTAs that India 
is working on seems bewil- 
dering at first (See ‘The Story 
Behind India’s FTAs’). Coun- 
tries as diverse as Mauritius, 
Argentina and South Africa 
are on the list. But there 
seems to be a method to the 
madness. The agreement 
with the South African Cus- 
toms Union and Mercosur is 
seen as a way of gaining entry 
into the continents of Africa and 
Latin America, which are both areas 
where Indias share of trade is minuscule. 
The Bimstec agreement (with Bangladesh, 
Myanmar, Sri Lanka and Thailand) was initially a 
response to the slow progress of the South Asia Free Trade 
Agreement (Safta) because of the tension that existed be- 
tween India and Pakistan then. Safta itself is mainly a political 
agreement rather than an economic one, and mainly benefits 
the other countries in the agreement rather than India, which 
is far bigger than all the other partners, 
There are anomalies though. For instance, apart from the 
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Preferential trade agreement 
When a group of countries agree to reduce tariffs 
on a few products which they trade between 
themselves 


Free trade agreement 

When all tariffs between the member countries are 
removed on some items, but each country has its 
own tariff structure for the rest of the world 


Customs union 

When there is free trade with member countries and 
common tariffs are applied on goods which come in 
from the rest of the world 


Common market 

Where there is a truly open market among all member 
countries — not only goods and services but also 
capital and labour can move freely across the member 
countries 

















For India it won't be all smooth sa 
ЕТА waters. By Avinash Celestine 
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FTA with Thailand itself, that country is present in two other 
agreements we are negotiating — Bimstec and Asean. And 


- though these FTAs are considered important by the govern- 
| ment and trade experts, negotiating them wont be easy. 


Whirlpool Ahoy! 


The first question is: what proportion of our current trade is 
covered by the various FTAs we are negotiating? It's around 
| 16% of the total trade done by India (in goods). And even that's 
probably an overestimate. The FTA with Thailand covers 84 
items which constitute just around 7-8% of total Indo-Thai 
trade of around $1 billion, according to Ram Upendra Dass of 
RIS. Dass had worked on the initial round of negotiations with 
Thailand. Indo-Asean trade, despite our much-hyped 'look 
East' policy, is only around 996 of total trade. And though ser- 
vices and investment are expected to be an important part of 
all our trade agreements, most of the current negotiations in- 
volve only goods. 


| The hope of course is that even if current trade volumes | 
| with, say, Asean are currently low, they will grow at much faster | 
rates than right now, and become a much greater proportion | 
| of our total trade. “We expect Indo-Thai trade to double to | 
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$2 billion eventually,” says Dass. “And that 7-8% of items cov- 
ered by the FTA would account for most of the increase.” 

“If we look at our trade patterns, it's clear that despite our 
‘look East’ policy, we have to go where our biggest markets 
are,” says Biswajeet Dhar, a trade economist at the Indian In- 
stitute of Foreign Trade. Ideally, of course, we should be nego- 
tiating with our biggest trading partners — the US and the Eu- 
ropean Union. Rajesh Chadha, an economist at the National 
Council of Applied Economic Research, points out that an FTA 
with the US could actually bring strong benefits — even more 
than what we could get from successful WTO negotiations. 

The broader principle is that countries like India, which 
are in the middle- to low-income group, should sign FTAs with 
developed nations to gain maximum benefits. “The biggest 
benefits from FTAs come when dissimilar countries come to- 
gether,” says Pranab Sen, an adviser at the Planning Commis- 
sion. “In the agreements we are working, these benefits don't 
seem to existto a great extent. Nafta (North American FTA), on 
the other hand, did involve dissimilar countries." It's a differ- 
ent matter, of course, that it's unlikely that the US would want 
to sign an FTA with us given the current scare on outsourcing. 

“Most of our trade is covered by the MEN (most favoured 
nation) status, so we seem to be wasting scarce 
intellectual resources," says Chadha, who is a 
sceptic as far as FTAs are concerned. Trade nego- 
tiations are notoriously complex and sometimes 
take years to finalise. "Our plates are full with the 
various agreements," admits a senior external af- 
fairs ministry official. "Negotiating these agree- 
ments is alot of work." 

The second problem is that India, with its 
high tariff barriers, is negotiating with countries 
and blocs such as Asean, whose trade barriers аге 
already quite low. Singapore has zero tariffs for 





; The most сони отат of all. 
Asean is the fastest growing region on 
earth and will remain so. Ne don't want. 


to be left out 


over 99% of its products, so the potential conse- 
quences of an FTA with India are negligible. 
Other Asean countries too have low tariffs. India, 
on the other hand, has fairly high tariff rates — so 





in 


Mercosur 
(Brazil, 
Argentina, 
Paraguay, 


( Latin America is a potentially big 
market though trade with these countries. 
is оше mal ай now ae 


a country like Singapore has more to gain from 
an FTA than India does. The same is true of 
Asean, in general. "Studies estimate that for every 
$1 increase in exports from India because of an 





Uruguay! 





: ‘South Africa is the e biggest е есопотіс 


FTA (with Asean), there is a $4 increase in exports 
from Asean to India,” says В. Bhattacharya, who 
was earlier with ПЕТ and had advised the govern- 
ment on free trade negotiations. 








Bimstec 


| 3,541.23 
(G. 1%)*** _ 


India’s high tariff barriers pose other prob- 
lems too. We could start importing goods made 





Singapore 2,863.23 


by inefficient producers within the free trade 
area rather than from more efficient producers 
outside the FTA simply because the former dont 
have to pay customs duty and can thus sell 
cheaply — a phenomenon known as trade diver- 
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*For 2001-02. The rest are for 2002-03 **Data for South Africa only 
***Bangladesh imports and Myanmar exports data not included 





sion. Trade diversion is especially strong in coun- 
tries that have high tariff barriers. In addition, the 
government loses valuable revenue because the 
inefficient producer doesn't pay customs duty. 
Also, producers in countries outside the FTA 
could start trying to route their goods to India 
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through a third country with 
which we have an agreement. 
Again, this problem gets worse if 
we have high tariffs. To control 
this problem, countries have 
what are called rules of origin, 
which try and stipulate the 
amount of value that a member 
country has to add to goods be- 
fore it can qualify for a duty-free 
status with its FTA partner. 
Rules of origin range from as low 
as 15% to as high as 60% of the 
value added. India's FTA with 
Nepal has a rule of origin of 40% 
while with Sri Lanka our rule of 
origin is around 35%. 

Rules of origin are extremely 
hard to negotiate and complex 
— а free trade agreement be- 
tween the European Union and 
Poland has 81 pages outlining 
the rules of origin, while Nafta's 
rules of origin run into 200 pages. Closer home, our trade 
agreement with Thailand has run into roadblocks because of 
differences between the two sides over the rules of origin. Says 
Pranab Sen: “You can kill a good agreement with unclear or 
bad rules of origin." 

Worse, enforcing rules of origin creates a huge bureau- 
cracy. The job of enforcing them for over eight agreements falls 


on customs officers who have a good deal of discretion in inte- | 


rpreting them. "The costs of implementing rules of origin are 
high,” states a World Bank report on regional trading agreeme- 
nts. "They also allow customs authorities — and individual 
customs officers — a good deal of discretion, and the attenda- 
nt danger that such discretion might be abused." It points out 
that costs of enforcement of rules of origin in the European 
Free Trade Area were 3-596 of the prices of export goods. 

These rules of origin could grow more complex. There are 
possibilities that the government, to assuage the concerns of 
industry about foreign competition, could distinguish more 
finely between various goods when implementing tariff 
changes. Tariffs could be far more specific — targeting a small 
group of products rather than broad industry sectors. “My real 
concern is that we will enter into too many agreements where 
the rules of origin could become extremely complex and 
problematic for exporters and importers,” says Bhattacharya. 

For better or worse, India seems committed to the FTA 
strategy. So what's the way forward? 


Seeking A Firm Anchor 


Since India will suffer from being the victim of trade diversion 
in any FTA it enters, experts point out that the logical strategy 
for India should be to reduce tariffs on its imports at the same 
time as it negotiates FTAs. Says Chadha: "The first best solu- 
tion is for India to liberalise its trade barriers on its own." This 
could prove difficult for the government given the political is- 
sues involved in trade reform. 

Ironically, though much of our negotiations seems to be 
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ECONOMIC DIPLOMACY 


Singapore high commissioner Chak-Mun See: His country 
stands to benefit more from the FTA with India 





on goods trade, the real potential for some of the main agree- 
ments lies in services and investment. A clear example is Sin- 
gapore. Though the Singapore agreement is seen as a way of 
gaining entry into Asean, it is also important in its own right. 
Singapore is mainly a trading hub and has comparatively few 
manufacturing facilities of its own. So with Singapore, the real 
benefits are likely to come from service trade and investment 
flows. Meanwhile the government is also upgrading the Sri 
Lanka agreement into a service and investment agreement, 
“The real future lies in services,” says the CII official. However 
experts point out that rules of origin in services trade are ex- 
tremely difficult to define and implement. 

Finally, and perhaps most importantly, many experts say 
that the negotiations process could be improved. Observers 
point to bureaucratic infighting between the ministries of ex- 
ternal affairs and commerce (See "The Nightmare Of Rules’ on 
page 31) over trade policy with responsibilities spread across 
both. “We haven't been able to iron out inter-ministerial dif- 
ferences," saysa trade expert who has consulted with the gov- 
ernment. "But I think that given our structure we've not done 
badly." The Bharatiya Janata Party, in its manifesto for the elec- 
tion, has proposed to set up a ministry of trade which would 
handle all such negotiations. "It's important to keep industry 
in the loop,” says Dhar. “They don't seem to be too aware of 
what's happening.” 

Ultimately, it may be in India's best interests to get the mul- 
tilateral system working again, even with all its imperfections. 
In a column in Financial Times last year, trade economists 
Jagdish Bhagwati and Arvind Panagariya warned against 
FTAs: "The result (of FTAs) is a spaghetti bowl of rules, arbi- 
trary definitions of which product comes from where, and a 
multiplicity of tariffs depending on source... the process of 
trade liberalisation is becoming a sham." * 
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PT “In less than a century, Chevrolet has 
become an intrinsic part of Americana. 
Ask any American, and he'll tell you that 
. «the Chevy isn't just a car but a part of the 


American way of life; just like apple pie, 





The Superior Series V- Coupé, 1926. 


baseball and rock 'n' roll. 


So what is it about Chevrolet, that's made 





The Chevrolet Special Deluxe, 1940. 


“1 love my Chevy" the second most popular 


declaration of love in the continent? That's 





The Chevrolet Corvette Convertible, 1956, 


helped write over 250 songs? That's made it 


the preferred car of Presidents, Hollywood 


i5 Visit us at www.gm.co.in 








0—290 kmph in 95 years. 


divas and rock stars, and helped sell 3.5 


million cars a year? 


Since their first car rolled out in 1911, 
Chevrolet has sold over 150 million quality. 


cars that are well-designed, fun to ride and 





The Chevrolet Impola Sport Coupé, 1959, 


years ahead of the competition when it 
comes to technology. 


In 1924, Americans were able to croon. 





The Chevrolet impala Convertible, 1964. 
along with their favourite singers as they 
cruised in Chevrolets fitted with car radios 


A first in motoring history. 








The Chevrolet Kingswood Wagon, 1972. 


And when rivals offered customers cors ‘iña 







olour he wants so long as it’s black’, Chevrolet 


- ave them the option of Colour Duco finishes. 


The Chevrolet Camaro Coupé, 1976. 









ica's beloved family car, and in the 


rolet gave the Italians a run for 


_ The 30s saw the emergence of the sedan, 


their cars with first generation airbags and 
catalytic convertors. 


Today, the American legend is here in 





The Chevrolet Corvette, 2004. Maximum speed - 290 kmph. 


India, with the Optra and the Forester; Cars 

that bring you Chevrolet's cutting-edge. 

technology, superior styling and plush вану. 
There it is, 95 years of motoring excellence 


and indisputable success. 


All we can say is, “ You've come a long 





way baby.” 


Watch out for the sensational Chevrolet Corvette 2004 : 
Commemorative Edition on display in Mumbai and Delhi. 















| The Chevrolet тен; 2003. Le 
For a special journey 


tomers and the environment by fitting called life. 












ENTERPRISE MEXUS MOF 


depth 


UDGING a quarter-trillion 

dollars in sales and employ- 

ing over 1.3 million people 

directly, the world's largest re- 

tailer, Walmart, draws signifi- 

cant competitive advantage 

from global sourcing. Its position as the 

leader of discounted retail chains is 

unassailable. No one epitomises Ricar- 

dian economics they way Lee Scott and 

his team do. If Walmart were a country, it 

would have been China's eighth-largest 

trading partner, ahead of Russia and the 
UK! So whos afraid of outsourcing? 

A recent issue of Fast Company, à 

widely-read business magazine in the 






NAMAS BHOJANI 


US, carries a poignant piece of jour- 
nalese, covering snippets of interviews 
with 30 people who lost high-tech jobs, 
mostly to India. While it portrays an 
agony that deserves empathy, it does 
not even adumbrate the principles 
of market economics on which suc- 
cesses like Walmart are built and which 
permit America its dominant position 
in global geopolitics. 

There is a lot of political rhetoric re- 
garding jobs fleeing to India, given the 
election year and some sporadic resent- 
ment directed at Indians who take away 
well-paid jobs from American shores. 
Even some lettered elites such as CNN's 
Lou Dobbs seem to 
be on a long vacation 
from intelligent 
discourse, dishing 
out daily drivel 
against offshoring, 
and gloating over 
odd reversals, like the 
recent Capital One- 
Wipro deal. The list 
of companies on 
Dobb's website at 
cnn.com as those 'ex- 
porting America’ are 
500 in number and 
reads more like a 
business directory. I 
rest my case. 
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Vasant Kumar founded and runs a 
boutique consulting company in the 
area of life sciences in Princeton, New 
Jersey. He can be reached at 


vasanteesc Tiplogix.com. 


So what is going to change? If I could 
read tea leaves they would tell me that 
one thing will: the pace of offshoring. It 
will increase, and the reach of this trend 
will widen. No venture fund manager in 
the US today wants to review a project 
proposal unless it has considered off- 
shoring options, in fact, an India com- 
ponent! The Valley's ideal start-up busi- 
ness these days, according to The Wall 
Street Journal, is the ‘micro-multina- 
tional’, a company that from its incep- 
tion is based in the US but maintains a 
less-costly skilled workforce abroad. 
Venture capitalists are also prodding 
young companies in which they own 
stakes to turn into micro-multination- 
als. Among those that matter, this is a 
wave to be surfed to create wealth in the 
US. This economy understands wealth 


It's time Indian companies forged 
bonds with US clients creatively — 
else they could lose their offshoring 
lead. By Vasant Kumar 


Moving 


abour 
rbitrage 


beyond 


DINESH KRISHNAN 


like no other and needs no lessons on 
such opportunities. 

So should India sit back and relax? 
Absolutely not. We are handling the neg- 
ative sentiments and anti-offshoring 
rhetoric poorly. The case for offshoring 
jobs to India has been made and won in 
corporate boardrooms, not election 
theatres and pollsters’ vaudevilles. 

However, India must present its 
facts cogently but subtly in the US me- 
dia. Communicating the overall impact 
of Indian professionals on the US econ- 
omy is, in my opinion, important. Glo- 
bal Insight Inc. recently conducted a 
study for the Information Technology 
Association of America, 
which examined the impact 
of computer systems-re- 
lated outsourcing. The 
study claims that the prac- 
tice actually boosted do- 
mestic employment last 
year by 90,000. While these 
numbers themselves may 
be a matter of debate, the 
important thing is to sup- 
port informed political de- 
bate rather than mere 
whimsical rhetoric. 

A campaign on local TV 
networks that seeks to in- 
form viewers on what the ef- 
fects of this trend are and 
how they benefit America 
will be useful. Influence 
groups like the senators 
who form ‘Friends of India’ 
can be strategically used to 
counter the profusion of 
sentimental balderdash 
that currently pervades these 
discussions. 

Having said this, I would not lose 
sleep over the significance of such cam- 
paigns — the sheer financial opportu- 
nity will overwhelm sentimentalism in 
economic policy. 

What worries me more is the lack 
of urgency among successful Indian 
companies that are beneficiaries of this 
wave to move beyond labour arbitrage 
in dealing with such opportunities, A 
clear demonstration of moving beyond 
cost-based advantages to quality, time 
and competitive advantage through 
process outsourcing is not merely desir- 
able buta sine qua non for sustainability 
of these benefits. 


Ifwe think India is in an indomitable 
position in this offshoring game, the fol- 
lowing facts that appeared in Forbes will 
change that opinion. These indicate fu- 
ture competition: 

@ The under-18 population of China is 
more than the total population of the 
US апа the UK combined, 

Ш Malaysia, with a 23-million popula- 
tion, is less bureaucratic than even Ca- 
nada, according to the Global Competi- 
tiveness Report, 

W Each year 15,000 technology stu- 


| dents graduate in the Philippines, next 


only to the BRIC (Brazil, Russia, India 
and China) economies, 


LETTER FROM THE US 


beyond cost. Clinical trials carried out 
by Quintiles Transnational in India 
stress the advantage of time and quality 
over cost. Detroit prefers Chennai to 
China for its ability to absorb and repli- 
cate stringent quality norms in manu- 
facture of auto components. There are 
signs of some shift in component and 
device manufacturing from Taiwan to 
India that may be predicated on quality 
rather than cost. 

"But never (as I meet programmers 
and executives in India) — not once — 
does anybody mention innovation, cre- 
ativity, or changing the world," wrote 
Daniel Pink in a recent issue of Wired 


Sa a 
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Ш Turnover at ССІ, опе of Canada's 
largest call centres, is 6% compared to 
25-50% in most US centres. 

Only three years ago Ireland was 
touted as the call centre capital of the 
world. Call centres were heading there 
like speaking would go out of fashion! 
Today many have moved out of there 
with equal celerity. Basic services that 
offer labour arbitrage, unless made part 
of a grander strategy of value creation, 
will be subject to sudden shifts driven by 
cost advantages. 

Governments cannot create com- 
petitive advantage — that is the domain 
of companies. There are early indica- 
tions of Indian competition on bases 
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When it comes to quality, Chennai wins over Guangzhou in auto component manufacture 


magazine. "It reminds me of Japan in 
the '80s — dedicated to continuous im- 
provement but often at the expense of 
bolder leaps of possibility." 

I strongly believe that any Indian 
company that is currently engaged in 
executing processes for offshore clients 
must build a strategic plan that allows it 
to move from cost to quality, time — 
and creatively — to comprehensive 
competitive advantage through a sym- 
biotic relationship between itself and 
the client in the US. 

That is far more crucial than com- 
bating perceptions in the United States 
about the advantages or disadvantages 
of offshoring. LÀ 
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There are times when the 
joy of doing business is childlike 
in its purity. When sales 
soar, when profits rise, when 
satisfied customers call. 
We try to stretch these 
moments with complicated 
systems and complex research. 
But in fact, it is for just those 
few moments, that we devote 


our lifetimes to the game. 


All the moments, captured 


forever, every week. 


Play the game 
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The market regulator wants 
to be the best. It will not be 
so unless its investigative 
team becomes the ace. 





By Ashish Aggarwal 


“It is not the number of (Sebi’s) orders 
that is relevant. It is the stuff of the order 
that matters." 
Securities Appellate Tribunal's (SAT's) 
remark on a Sebi order, October 2003 


HAT's a damning comment on 
any regulator. Its doubly 
damning when it comes from 
the authority that hears ap- 
peals against the regulator's or- 
ders. And it’s not the only com- 
ment of its kind. Sebi wants to be the 
most respected regulator — globally. 
- Butitisfailingthe most important test at 
home — that of upholding its own or- 
ders when challenged. 

Of the 41 cases heard since January 
2003, SAT was happy with the investiga- 
tions in only four. In eight compliance 
related cases, Sebi's orders were upheld 
and in three the penalties were reduced. 
Most of the other cases were overturned 
because of faulty investigations. 

The case that attracted the remarks 
quoted at the beginning was against 
Bama Securities, a broking firm that had 
been charged by Sebi with manipulative 
trading to depress prices in certain 
stocks. In its ruling, SAT observed: “It is 
difficult to believe that such a small per- 
centage of trade would have resulted in 
such a price crash...” 

The appellate tribunal went on to 
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make some fairly trenchant ob- 
servations. It pointed out: С 
“Sebi’s enquiry officer failed to 
make outa case of any viola- 
tion of the FUTP (Fraudu- 
lent and Unfair Trade Prac- 
tices) regulations. The report 
was liable to be discarded on this 
ground alone.” SAT also said that Sebi's 
chairman exceeded his jurisdiction by 
holding that the net sales of Bama Secu- 
rities were effected deliberately to de- 
press stock prices, Sebi also held Bama 
guilty of a charge that was not made by 
the enquiry officer. 


| Calling Sebi's Bluff 


Such cases have dented confidence in 
the regulator. It’s a concern echoed 
along the corridors of North Block. 
When asked about the level of confi- 
dence Sebi inspires in the finance min- 
istry, U.K. Sinha, joint secretary (capital 
markets), said after a pause: "It's difficult 
to say. Sebi has been proactive and 
much better than ever before. [But] in- 
vestigation is one area where the regula- 
torhas been found wanting." 

One area where Sebi has performed 
relatively better is takeovers. Here again, 
in the case of Kishore Rajaram 
Chhabria, it did something completely 
contrary to its own stand. Chhabria had 
bought a stake in Herbertsons without 
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complying with some provisions of the 
listing agreement and takeover code. 
Sebi ordered Chhabria to sell the shares 
through an open offer. This was strange, 
said SAT, given that, “The appropriate 
course was to direct the appellants to 
make a public offer to buy the shares of 
the target company.” It was unprece- 
dented in Sebi's own annals. SAT modi- 
fied the order in August 2003 and asked 
Chhabria to make a public offer. 

That could still be considered a mi- 
nor gaffe. The regulator actually outdid 
itself in an insider trading case. It 


charged Rakesh Agrawal, managing di- 
rector of ABS Industries with insider 
trading for purchases based on the in- 
formation of Bayer acquiring a control- 
ling stake in its joint venture with ABS 
Industries. SAT's then presiding officer 
C. Achutan dismissed the case in No- 
vember 2003, observing: “There was no 
evidence that he had gained unfair ad- 
vantage over other shareholders.” Sebi 
has now appealed to Supreme Court, 
but it has already become a landmark 
case. Why? Read on. 

Bayer had put a precondition that it 
would eventually command at least 
51% in the JV. Sebi hauled up Agrawal 
despite the fact that ABS had clearly dis- 
closed in a public announcement that it 
. would help Bayer in buying the shares. 


So did Agrawal use inside information | 


to profit from it? SAT didn't think so. It 
-: Said: “...the whole purpose was a corpo- 
- rate purpose, namely to ensure the in- 
duction of Bayer AG into the company 
for very survival." 

Sebi's contention was that insider 
trading is an absolute offence and that 
benefit need not be an ingredient of of- 
fence. To this, Achutan said: “Once 
Sebi's view is accepted, the very purpose 
ofimposing prohibition on insider deal- 
ing on the basis of unpublished price 
sensitive information would become 
meaningless." Essentially, he said, one 
cannot prove insider trading without a 
motive. This is what made this a land- 
mark judgement. 

If investigations are one fatal flaw, 
the draconian orders it passes are an- 

other. In October 2003 Sebi had ordered 

Indo Biotech Herbal Remedies and its 

directors, including Chaitanya D. 
“Мема, to stay away from the markets 
for five years for failure to redress in- 
vestor grievances. SAT absolved Meh-ta, 
who had pleaded that he was only a pro- 
fessional director and had resigned in 
July 1996. Besides, Sebi did not serve 
him a notice before passing the order. 
Sebi's lawyer conceded it was a mistake. 
But how could it happen? After all, the 
enquiry officer hears the appellant after 
the enquiry. Then, all the points are dis- 
cussed and the appellant's responses 
discussed with the chairman. 

_ Another case, of January 2003, reeks 
of high-handedness. Dalmia Securities 
had applied for renewal ofits depository 
participant's licence. Sebi renewed it 
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but imposed an unexplained condition 
— “no new accounts can be opened”. 
When Dalmia Securities met a 


i 
i 


deputy general manager at Sebi, it was | 
only asked whether it was connected to | 
Dinesh Dalmia of DSQ Software, to | 


which the answer was negative. Dalmia 


| 


Securities then met the concerned exec- | 


utive director at Sebi but faced another 
wall. Then, in September 2002, it took 
the case to the Sebi chairman. Yet noth- 
ing moved. When the case finally 
reached the SAT, it tooka swipe at Sebi. It 
noted that if the appellant was found 
unfit to open new accounts, how could 
it carry on with the older ones? Needless 
to say, Sebi's decision was overturned. 


| Shuffling The Pack 
In October 2002, Sebi's penal powers in- | 


creased substantially (See ‘The New 
Dentures’). With great power comes 
great responsibility — one doesn't need 
to be Spiderman to understand that. 
Agreed, Sebi needs some sweeping 
powers. But given the record, the coun- 
terbalance needs to be equally efficient. 


Now there are over 800 cases pending | 


| 





SEBI 


against Sebi at different judicial courts 
(See ‘Courting Jest’), of which 170-odd 
are before the SAT. Even if SAT heard 10 
cases every month, it would take up to 
July 2005 to clear the backlog. For the 
past four months, the SAT wasn't even 
validly constituted, as it required to be 
headed by a retired or sitting judge of 
the Supreme Court or a high court. 
Now, with former chief justice of 
Madhya Pradesh Kumar Rajratnam tak- 
ing over as the presiding officer, the SAT. 
too would have larger responsibilities. 
Itsorders can nolonger be challenged in 
high courts. On facts, SAT's decision will 
be final; on law, the appeal will lie with 
the Supreme Court. The reconstituted 
bodyis expected to start work in April. 
But one can do little if orders are 
passed before the enquiry is over. In the 
case of Mividha Investments, Sebi 
found persons were acting in concert to 
buy more than 15% in Aftek Infosys. The 
case was remanded when it was shown 
the adjudicating officer had passed the 
order before completing the enquiry. 
ButSebi refuses to recognise the sys- 
temic malaise. Chairman G.N. Bajpai 


E Rs 1 lakh / day of 
default, or Rs 1 crore, 
- | whichever is lesser 








Rs 25 crore, or thrice 
С the profits made out 

of insider trading, 
whichever is higher 


| Rs 25 crore, or thrice 

| the profits made out 
f such practices, 

| whichever is higher 





Rs 1 crore 
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said in 2003: "Every other order passed | 

by Sebi is set aside by SAT and as such 

the SAT should be immediately restruc- 
tured to make it a 3-member body." 

Inamarket where constant vigil is de 

rigueur, Sebi doesn't have a team to scan 

the financial details of, say, the top 500 

companies. The Securities and Ex- | 

change Commission (SEC) of US started | 

a project to review the financial state- | 

ments of the Fortune 500 companies af- | 

ter the corporate frauds of 2002. It ad- | 

mitted that the project would take away | 

resources from other activities, but | 

i 

| 

] 

| 

| 

| 

| 

| 
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deemed it worthwhile still. 
.. Whenasked whether Sebi had such | 
a system, Bajpai said: "Market data is | 
analysed constantly. Why should we | 
study financials? I will get into the pic- | 
ture when something goes wrong. We | 
have a research department of 8-9 peo- 
ple, headed by a chief general manager." 
Then who analyses the financials 
proactively — the Department of Com- | 
pany Affairs (DCA), the Institute of 
Chartered Accountants, or the newly | 
formed serious fraud office? None. “Sebi | 
does not have the capability, and DCA, | 
that has been there for longer, has not | 
built it,” says J.R. Varma, a former mem- | 
ber of the Sebi board and now a profes- | 





| According to Varma, the 


sor at ПМ Ahmedabad. 
Lately, Sebi has started 
acting on surveillance. It 
has set up a technical com- 
mittee to advise on buying 
a customised, integrated 





surveillance software (See 
the Bajpai Interview on 
page 49). 





Needed: A Pack Of Aces 


question to ponder is 
whether the exchanges have become 


| Sebi's investigative agents. To do better 


investigations by itself, Sebi would need 
quality lawyers, financial experts and 


market wizards. Thats where the | 
crunch is. Some allege that Sebi doesn't | 


hire experienced lawyers. There has 
been justone lateral hire since 1 January 


i 2000 — andit wasnt a lawyer. 


Yes, Sebi's salaries aren't attractive 
enough, as its pay scales are tied to the 
government's. Joint secretary Sinha 
agrees: "If the money was right. There 
would be many people both in India 


| and abroad who would be interested." 


Most of those who join shift to a more 
lucrative corporate job after a few years. 
Another Mumbai-based lawyer 


дауа i to sell his ped in Herbertsons- 
ji contended that Mallya had. 


The SAT held that the Sebi 
pe The case was | 
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As on 31 December 2003 


says: "Sebi does not feel the need to 
push for improvement in its investiga- 
tions. Increased interaction of officers 
with the outside world will go along way 
in improvement. There is a problem 
with the mindset of the management. 
Another way is to outsource investiga- 
tions to the best lawyers." She quashes 
the idea that this would attract exorbi- 
tant fees: "If I were asked, I would be 
willing to work for a minuscule fee be- 
cause ofthe prestige associated." 

William Donaldson, chairman of 
SEC, has been working to instil a new 
work culture among his staff. He is re- 
cruiting 800 new people — primarily 
lawyers and accountants — for the new 
Office of Risk Assessment. Donaldson 
has puthis intentions on record: “We are 
trying to break down the'stovepipe' cul- 
ture, in which the SEC's highly capable 
staff sometimes fails to communicate 
across division lines." With its continu- 
ously expanding workload, this is some- 
thing Sebi will face more in the future. 

Bajpai doesn't have time. Compared 
to Donaldson's five years, he has three— 
and just 10 months of that are remain- 
ing. True, Bajpai is appreciated for the 
good work he has done. Sinha says: “We 
are now confident fly-by-night opera- 
tors will have a tough time raising 
money from the markets.” Tenure isn'ta 
worry — it may be extended, as was 
done for Bajpai's predecessors. 

But Sebi should keep in mind that 
this is a never-before opportunity. The 
market is witnessing the first bull run 
since the Joint Parliamentary Commit- 
tee trashed Sebi's role as tlie regulator in 
the 2000-01 scam. It's a defining phase, 
one in which Sebi can wreak a tremen- 
dous effect by using its ‘pulpit’ properly. 
К can bask in self-congratulation or ma- 
noeuvre the market towards greater effi- 
ciency. It is Bajpai's choice now. " 





SANJIT KUNDU 


E How would you appraise Sebi? 

There are four categories of people in 
the market — investors, issuers, inter- 
mediaries and self-regulated organisa- 
tions like stock exchanges. Sebi has to be 
judged from the eyes of all four. We have 
done very well. People had doubts if the 
T+2 cycle will work smoothly, but now 
we are looking ahead towards T+1. In- 
vestors can buy and sell shares without 
the fear of bad deliveries and there is 
faith in the system. We have put regula- 


tions for issuers and intermediaries. | 


There is a lot more transparency and we 
take everybody's view into considera- 
tion. All reports are up on the website. 
Bi Why don't you put up the comments 
too on the website? 

You want that (smiles)? We can certainly 
do it. We are always looking to improve. 
Wi In what areas can Sebi improve? 
There are no major shortcomings. We 
haveimproved the organisational struc- 
ture by putting similar functions in one 


place. The compensation at Sebi is not | 


comparable to that in industry. But we 
have been able to attract good talent in- 
cluding chartered accountants and 
lawyers. Previously, knowledge sharing 
wasn't happening, management com- 
mittee meetings weren't regular, and 
there were no quality circles. We have 
done seminars on investigations, and 
three specifically on drafting orders. 

Bi What is the impact of all this? 
There is improvement in all spheres. 
There is a better understanding of the 
markets, with good enforcement. 





E How much have you invested in 
surveillance software? 

We have software for analysing trading 
patterns, but that isn't enough. We are 
looking at global companies that can 
provide us customised surveillance 
software. I cannot give you any cost fig- 
ures now, but it will be expensive. We are 


SEBI 
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looking at integrated surveillance. Com- | 


bined analysis of cash and futures mar- 
kets at both NSE and BSE is one exam- 
ple. Another way to look at it is voice 


(phone conversation) + text + numbers. 


8 Investigations are a weak point. A 
lot of Sebi orders are struck down... 
All the orders are on the website. Do you 
know that in 70% of the cases the orders 
of Sebi are not challenged? (Sebi didn't 
back up this figure with data.) 

E Sebi has a lot of people on 
deputation from the income tax 
department. Doesn't that widen the 
gap in investigations? 

Investigation calls for skills similar to 
those possessed by tax people. They also 
undergo training. It is a wrong percep- 
tion that Sebi is full of tax people. The 
people on deputation are more at the 
higher levels. Out of the five current 
EDs, four are on deputation. 

WW Cases are often based on 
conjectures — and that's why they 
don't stand scrutiny at the SAT. 

How will that change? 

Sebi investigates the case and gathers 
evidence. We аге here to act against peo- 
ple who go against the guidelines. We 
have started a system of informal guid- 
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ance, where a person can take our opin- 
ion ona specific matter. This way, things 
will become smoother. 

li But Sebi is bound to clarify issues. 
How will informal guidance help that? 
The informal guidance system will 
streamline the process of giving specific 
opinion. We have kept a fee of Rs 25,000 
| to keep out the frivolous stuff. 

Bi What other things аге you doing for 
adding to Sebi’s strengths? 

The National Training Institute for Secu- 
rities Trading will strengthen the train- 
ing and development of employees. 
This will take shape within a year. 

Bi The JPC recommended that the 
listed companies be regulated by Sebi 
and the unlisted ones by the DCA. Has 
that proposal been buried due to 
resistance from the DCA or Sebi? 

It is something for the government to 
decide. I cannot comment on another 
regulatory body. If that responsibility 
comes to us, we will take it. 
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Chetan Parikh is director, 
Jeetay Investments, an 
investment advisory firm. 


He can be contacted at 
chetan@ 
capitalideasonline.com. 


Investors 
must look | 
for both 
wide and 
deep 
moats 
and wise 
managers 
in the 
firms they 
invest in 





| almost 96% of marine species. During the evo- 


| shakeouts, witnessed in new industries, resem- 


| mass extinctions as opposed to the rate of evo- 





Hetacombs 


and moats 


HE late palaeontologist Stephen 
Jay Gould once compared natural 
selection to a hetacomb. His words 
may apply to any economic envi- 
ronment where competition is 
strong: “A hetacombis, literally, a massive sacri- 
fice involving the slaughter of one hundred ox- | 


| en—areference to ancient Greek and Roman 
| practices. By extension, a hetacomb is any large 


slaughter for a consequent benefit. Natural se- 

lection is a long sequence of hetacombs.” 
Gould also propounded his theory of punc- 

tuated equilibrium, in which he said an era of 


| gradual evolution comes to a sudden halt with | 


a catastrophic period of rapid and widespread 
mass extinctions. He recounted the history of 
the Burgess Shale fauna, among which palae- 


| ontologists discovered proliferation oflifeforms | 
| that emerged during the Cambrian explosion 


530 million years аро, In time, evolution elimi- 
nated the vast majority, while the surviving 
species adapted to different niches. Gould be- 
lieved this evidence overthrew the standard 
conception of life's history, a picture that sees | 
life becoming more diverse and better adapted. 

At the end of the Permian period 225 million 
years ago, a spectacular catastrophe wiped out 


lution that followed, almost no new phyla and | 
relatively few classes of life emerged. Instead, 
this period was marked by widespread innova- 
tions based on existing life forms. Patterns after 


ble the post-Permian period. 

Thus, while flexibility can be considered to | 
be an important attribute of fitness, evolution 
seems to be harsh to most ‘generalists’. Special- 
ists usually outcompete generalists in normal 
times. However, in times of rapid change, flexi- 
bility is the key virtue. The Jurassic Age of the fu- 
ture would be a function of the frequency of 





lution during more stable periods. The present | 
economic era is one of unprecedented change, 


~ T | 
in which investors have to evaluate every moat 
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that protects an industry's profitability and its 
source — product differentiation, cost leader- 
ship, and customer lock-in through high 
switching costs or high barriers to entry. 
However, in an age where economic moats 
are reducing in depth (the amount of money 
that a company can make) and width (the com- 
petitive advantage period, over which it can 
sustain super-normal profits), it is a wise (and 
rare) management that can choose its moats 
well. A key competency for management (and 
investors) would be the ability to determine 
which moats will remain and which will be de- 
stroyed through commoditisation or techno- 
logical change. Gould put it well: “Perhaps the 
grim reaper works during brief periods of mass 
extinction, provoked by unpredictable envi- 
ronmental catastrophes. Groups may prevail or 
die for reasons that bear no relationship to the 
Darwinian basis of success in normal times.” 
While moats come into place through speciali- 
sation, a management should be anything but 
a specialist. It has to be generalist enough to 
know which capabilities to cultivate and which 
to discard, and do so time after time. This flexi- 
bility will be the key to wealth creation in the 
longer term during an age of turbulence. 
Biologists study fruit flies (drosophila) be- 
cause their life span is so short that genetic cha- 
nges in several generations can be studied in a 


_ decade. This is a fast clock-speed species, і.е., 


having an extremely brief life cycle. Mammals 
like elephants and humans have slower clock- 
speeds — their life spans are measured in deca- 
des. The sea turtle, whose life span exceeds a 
century, has hardly evolved since its terrestrial 
cousins, the dinosaurs, roamed the earth. What 
would happen if their clock-speed became like 
that of the drosophila? Similar things happen to 
companies when economic moats narrow. 
Investors must look for both wide and deep 
moats and wise managements in companies 
they invest in. For, in the words of the Cam- 


_ bridge economist John Hicks, “The best of all 


monopoly profits is a quiet life.” Е 





“We are not selling paint: 
we are selling the desire 
to paint! This is a very 
fashionable business,” 
says Madhur Tari 


| 
MEERA SETH 
This is the conclusion of a two-part case. Part one, which pro- | 
filed consumer needs, was featured in BW, 12 April 2004. 
ISHWAS Divakar chewed his lips as he | 
read Madhur Tari’s report, ‘Operation 
Colour Pitch: The time came long ago!’ 
He was readingit for the fourth time, hav- 
ing already highlighted parts of the text 
and added his thoughts along the mar- | 
gins. Divakar was the MD of Alkalac 
Paints. In a strategy to make his company a hero among paint 
brands, he had initiated a debate earlier in the year as to which 
celebrity could endorse their brand. (See case study Hero Jo 
Bana Salesman, BW dated 15 March 2004). The end result was 
this report from Madhur, Alkalac's marketing head. 

When Madhur walked in to discuss the report, Divakar 
shot him a mean look. “What do you mean ‘the time came 
long аро?” he asked. Madhur grinned: "Thank God, that's all | 
you found objectionable about the whole thing!” But there | 
was lots which Divakar had not been able to pack into his wel- 
come growl. He started to say the rest: “My dear fellow, when 
our friends in sales read this — and mercy be to God that 
T.M.Pai has retired — we will be in the dog house. You know 
what you have done? You have said that sales does not know 


anything about colour selling, and that this should be left to | 


the great men in marketing.” 

Madhur agreed, saying: “You have stated it better than I 
have!” Divakar bristled: “Madhur, you had better know that 
this note is with Gautam Bose (sales head), too, and others in 
the board. I had to white out your last remark: "Why the gene- 


BUSINESSWORLD ад, 


CASE STUDY 


sis of our stunted growth actually lies in our business strategy. 
Let me tell you, this is not going to please any of them." 
Madhur grew serious: "Okay then, it's time they were dis- 
pleased! Divakar, tell me, what are you trying to protect — 
bruised egos or Alkalac? I cannot play these cat and mouse 
games. Besides, if you heard what else I have to say about the 
organisations structure you will have cause for more anxiety.’ 
Just then, the secretary buzzed to announce that Gautam 
was joining them. Divakar cautioned Madhur: “You be careful 
with what you say!” When Gautam had seated himself, Mad- 
hur said: “Gautam, this is an open debate on the state of our 
business. No holds barred, but no offence meant either. Are 
you okay with that?” Gautam looked at Divakar then said: “No 
need for caveats, Madhur. I have read your report and it has set 


me thinking. So, go ahead!" 


"For 40 years we have gone on selling paint like potatoes 
Madhur began, and Divakar choked. He continued: "But to 
day television portrays how Indian consumers have evolved 
They have become very style conscious: look at their furniture 
today, it speaks of style and fashion. Most are taking foreign 
holidays at least once in two years; they are upgrading their 
mobile phones every 8 -10 months, buying fancy shoes, party 
wear. Won't such a consumer want to plan his wall colours? 
But what do we see? It's 2004 in ‘India Shining and such acon- 
sumer is groaning when it comes to painting his home! That's 
one consumption he wants to wish away! And Alkalac, in the 
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time between 1970 and 2004 — is there anything new we have 
done to improve the painting experience?” 


True to his word, Gautam remained calm and said: | 


"Maybe you don't know, but we initiated a process where, if 
the consumer wants, Alkalac can send a representative to 
supervise the painting, free of cost. We called this offer ‘We 
paint, no pain." 

"And what was the objective, the USP of this 'no pain' 
painting cell?" asked Madhur. "Such a service is already avail- 
ablein the market through local painters and contractors, and 
we were simply offering the incremental benefits of supervi- 
sion and security. How does this improve the painting experi- 
ence? Don't get me wrong Gautam, please. All I am saying is 
somewhere we have missed the woods for the trees, Listen to 
what the consumers are asking — their needs begin much be- 
fore your rep gets there! So who is answering these questions: 
"What colour?’ ‘Kya achcha lagegaa?’ ‘How do I complement 
my existing furnishings and decor?’ I know this creeps into the 
ambit of interior designing. But that’s what business evolution 
does! It causes overlaps! That's where versatility comes in. 





Most people cannot afford interior designers (IDs). For the | 
average consumer, IDs are an unknown quantity, their pre- | 


mium tag precedes them! And then, like any consultant, they 
end up recommending suggestions in areas you did not even 
ask for and then slap down a huge bill. Then again, no ID will 
meet you to just recommend a colour; they want a package 
deal... They want to compose a poem, not just edit your copy!” 


AID Divakar: “Arre baba, 1 also understand all this, but 
that's not the way we operate! You are changing the 
whole drift of the business!" Madhur shook his head 


emphatically and said: “No! I am changing the begin- | 


ning point of the business, not the drift. I am saying ‘painting’ 


is an event that happens much later, as a consequence of 


many other choices and decisions. Colour choice comes even 
before painting. Where do we talk colour? Look at everything 
here,” he said and spread out the various brochures, 
pamphlets, etc. “Our dealer material talks of ak-506, 3983, 


dix-452, gls-987. Do these alpha-numerics speak of anything? | 


For the dealer it is ‘maal’, for us it is product codes with nu- 
meric identities just like convicts. But wait a minute! For the 
consumer it should mean colour, no? 

“Here is another point. For long we have only spoken 
about durability, long lasting, bees saal baad, etc. But why? 1 
am asking a fundamental question: why should paint be 
durable beyond 18 months? We change our wardrobe every 
year. Then why should paint be durable? Shouldn't we be en- 
couraging the consumer to paint every two years at least?” 


Divakar groaned: “He has lost it! Madhur, just now you said | 


painting was a terrible experience, it causes а mess.... Here it is, 
you have written a whole page on it." Madhur agreed, but said: 
"That's because they paint once in five years! When you paint 
once in five years you have to re-prepare the wall, apply a coat 
of primer and then fill cracks with putty. Then another coat of 
primerand the final paint shade. Whereas, if the wall is already 
prepared now, then I don't need to go through the whole 
process after two years. 1 can simply do some light sanding 
and directly put on the new shade. So, in effect, one can actu- 
ally paint every six months without going through the whole 





rigmarole!" Then, looking straight at Gautam, he said: "Iam 
saying painting should become almost like an impulse pur- 
chase item. Today, every two years people change their cars 
and furniture, but not the paint on their walls! Why Gautam? 
Why aren't we encouraging consumers to paint every year?” 

Gautam said in a resigned tone: “You try and suggest that 
to these Ranes and Trivedis and see what they say.” Madhur 
grew helpless: “How can I Gautam? Do we have a line of com- 
munication with the end users today? If we did, then we could 
explain wall preparation, for example. But our relationship 
has been only with the dealer all along. And even there, what 
has the relationship been all about? Our whole drive is, ‘prod 
him, push him — maal bik ha ki nahin?’ Our selling points to 
him are durability, five year's guarantee, smooth finish, greater 
coverage per square foot. Have we reached beyond that? 

"On one side, we have the consumer treating colour like it 
were a prayer — she talks of compatibility, aura, Feng Shui, 
colour vibrations, beauty, etc. On the other end is the dealer 
who is out of sync with all this. No matter what song 
she sings, he simply hands her a dabba of paint. If 
we initiated dealer-led painting services, I 
guess we would be increasing the influence 
ofthe dealer in the consumer choice." 

Gautam was confused; he didn't think 
that was Alkalac's business. So he said: 
“Madhur, our business intent is to sell 
paint and I think we are doing that 
very well!" Madhur shook his head 
and replied: "Well? Have we exam- 
ined every opportunity in the 
consumer need? Get the flow of 
the demand right Gautam, and exam- 
ine which points on the flow you need 
to be present in, but are not! And each of 
those points are selling opportunities! 
A sale in our business context happens 
when the consumer is delighted by the 
choice of colour in her room. But that mo- 
mentous point can be reached only consulta- 
tively. Can the dealer or the paint contractor be a 
colour consultant? 

"You talk of business intent. Nice word, but examine it. 
Look at why selling is not happening. People are delaying 
paint jobs and that is lethal for our sales! We should behoming 
inonthe consumer and showing how the painting experience 
can be enhanced. Instead, we have simply become a middle- 
man between the dealer and the painter. So you send a rep 
nowand then; but what impact does that rep leave on the con- 
sumer? Isn't it a wasted effort? Such a rep should be a colour 
consultant who operates much before the painting event, at 
the point where the consumer is thinking of painting." 

Turning to Divakar, Madhur said: “And this is where Alka- 
lac's business strategy needs to change. We need to arrive into 
the consumers life much before the dealer and the painter, 
through stimulation, inspiration, through using colour as a 
tool to sell the very idea of painting one's home! | repeat, dura- 
bility and price parity is a given. We must bring in stimulation 
and customised decor marketing as the differentiator. For that 
we need to step up our marketing research effort. Until now 
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we have always felt dealer feedback is adequate; isn't that why 
our marketing research team is only one person? 
“Our business strategy has to shift gears from selling paint, 


to selling the desire to paint! That's what I refer to as inspira- | 


tion-led selling. For that, we need to rework everything from 
dealer relationship and outlet ambience to consumer han- 
dling. We must widen our reach to include the peripheral 
business givers, i.e., architects, designers, builders, etc. We 
should be positioning paint as a significant ingredient in the 
total ‘beautiful home’ experience. So I am saying we are not in 
the business of selling paint. We are in the business of beauti- 
ful homes! I would verily say, we are in the fashion business! 
What beauty? Take a look at any of our dealer outlets to appre- 
ciate how inhibiting and uninspiring it is!” 

Divakar now sat up and, looking pensive, said: “What else 
have you unearthed? I am seeing some light, but don't be too 
sure I am buying it all. But go on all the same!" 

“Fair enough,” said Madhur. “Then there is the most 
urgent need to rehash the pack design of our 
paint tins. They are tins with the most drab, 
boring kind of fonts and colour appeal. 
Naturally, since they are targeted at the 
dealers and not the end users. But 
wouldn't an end user want to, say, re- 
fresh an old wooden stool ? Is there 

anyway I can learn from the paint 
tin how to use it on my own? A con- 
sumer may want to do such things, 
but is cautious about trying it out, 
as the pack print is not user 
friendly. The point I am making is: 
why has paint always been dealer 
friendly and not consumer friendly? 
Don't we see scope for such con- 
sumer development work? 
“I think it's a huge opportunity, but 
we have not taken the consumer to such 
levels. And that's so because we have always 
believed that we are selling primarily to 











Therefore the stress is on dealer promos and not 
consumer promos! Whenever in the past I have suggested 
consumer targeted ideas, Pai's response was: 'But how many 
people really want that? Where's the research data to back it?' 
Whatresearch data, when our market research (MR) budget is 
less than my salary?" 

Divakar spoke as he wrote out a note: "I think we must 


meet soon and set up a sensible MR plan and budget. I agree | 


with you, Pai had his own style." 

Madhur continued: "Companies in other countries have 
consistently targeted consumers and developed the current 
do-it-yourself (DIY) culture where consumers are confident 
enough to paint their own walls and try painting effects. In 
fact, the tone of communication is inspiration, ease of use and 


experimentation. You have no idea how huge the potential is. 1 | 


might even say it will bring 10 times as much business as we 
are doing today.” 

Gautam shook his head and said: “The Indian consumeris 
different. The DIY culture will never take off in India. Painters 


dealers and painters, not to end consumers, | 
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and dealers are the real influencers, besides which, labour is 
so cheap that no consumer is going to want to try all this. It's a 
risky proposition!” 

Madhur thoughta bit, then said: “Iam notsure l agree. The 
critical thing is: Alakalac has consumers, not just customers. 
That means we need to recognise the consumer as distinct 
from the service-led dealer and the paintwala. Of course, 
there are significantly different customers — builders, archi- 
tects, interior designers, even company housing projects. Plus 
we are selling direct to many white goods companies for re- 
frigerators, TVs, etc. But even there we are content being mere 
vendors, delivering against specifications. But why don't we 
offer soft consultancy and recommend colour for equipment 
too? Aren't they using colour as a strategy? Why are we shy of 
exploring these avenues? It may be an area we have not in- 
volved ourselves in before, but theres no harm in trying, yes?" 

Divakar nodded, then asked: “Gautam, you have been 
handling consumer inquiries through your dealers. Tell me, 
whatis the nature of the inquiries?" 

"Usually open-ended questions," said Gautam. “Like, ‘we 
want to paint, what do you suggest? What products should be 
used for my house? How much do we have to spend on paint- 
ing? What shades should we use for each room? Can you sug- 
gest a good contractor? Can you send someone to see my 
place and suggest what colours to use? I am thinking of using 
this colour, what do you think? Why should I use this product 
over that product? My painter is suggesting this product and 
this price, is he saying the right thing? I painted recently and 
the paint is peeling off, what is the problem, can you send 
some technical person?’ And so forth. As you can see, the 
dealer is best equipped to handle these.” 


IVAKAR, now fully immersed in Madhur's drift, 

said: “No, I don't agree. The dealer, as far as I see, 

has no interest in after-sales or pre-sales. He is en- 

tirely job-driven." Now, Madhur added, “If you ex- 
amine these queries closely you will push for direct consumer 
interaction. Recall the 12-13 odd consumers who had put off 
painting. When I asked them, I could see that ‘mess’ was just 
an aggregation of their concerns, ‘Mess’ also included the con- 
fusion in their minds! They were unsure, unclear, unable to 
make a colour selection that fitted into all their dreams. Such 
confusion arises because there is a need gap between what 
they wanted from a paint job and what the dealer-paint con- 
tractor was willing to offer. 

“Some said: ‘Do we really need to paint? The walls seem 
OK for another year.’ It was mainly procrastination. Mostly 
one procrastinates when one is not clear about the process to 
be followed. We need to give them a team of colour consultant 
sellers who help them with colour mixes and choices, and take 
moral responsibility for the painting decision. If we had a di- 
rect consumer relationship then not only would they paint 
their homes when they felt the need, but also — and this is im- 
portant for our sales — they would paint once in two years, or 
even on impulse. Not like they do now, once in five years! 

"Thus I come back to mindset. Even today we are harping 
on durability, long life, quality, etc. But as I said, by now all 
that's a given. So what's new? But we are chanting this old 
mantra heedless of the consumer revolution that has gripped 
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every other industry! We are so immersed in durability as an 
attribute thatit has seeped into our hiring practice too!" 


Divakar gasped, but Madhur stopped him: "Let me finish | 


or you will never let me say this: Over the years we have be- 


come so conservative about who we hire. We are risk averse to | 
| only paint because that's what we make... but what are we sell- 


hiring mavericks and people who think out-of-the-box, that 
we have accumulated people who cannot go beyond durabil- 
ity. Look at some of our people and examine their personali- 
ties and ask yourself: are these the kind of people who have the 
gregariousness to think global, universal? They define the 
colours ofthe world as it is in theirs — ivory, grey, cream; there- 
fore steady, conservative, safe and unquestionable. They are 
unable to find adventure in other colours and lifestyles. 
“Don't get me wrong, please, I know they are all very nice 
people. But selling colour requires a colourful mind, a mind 
that celebrates difference, finds safety even in the unusual, 
does not fear stepping outside the box. Look, we are in the 
colour-cum-fashion business; yes, we need honest people, 
but honesty and adventure are not mutually exclusive! The 
kind of people Alkalac seems to attract are the straight, conser- 
vative, honest, simple people. They work with dedication, but 
no passion for the business. Such a man would be enormously 








confused if you told him the paint should have feeling, the | 
colours should emote... He was brought up on the philosophy | 
| munity treats us as vendors, whereas ideally we should be de- 
| sign partners. But do we have the mindsets here which can ad- 


that we are an honest company, we will behave honestly and 
we will sell paint. Our work should be honest, the quality the 
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best. So they worked on non-peel, durability, washable, 
scratch proof and what not. But today is a world of colours. 
Not only that, today is a world of fast changing colours! Such a 
man is being told that quality, durability and all that is theek 
hai, but what are you selling? Paint? Of course, you can sell 





ing to the consumer? I mean, is the consumer buying paint? 
Paint for Rs 1 lakh? Or is she buying beauty? If she is buying 
beauty, then why are you selling her paint? 

“Now look at our organisational structure. Isn't this part of 
the driver thatallows us to club sales and marketing under one 
director? I am saying both are equally critical functions and 


| both need a separate focus! Take MR. What importance have 


we accorded MR in our own organisation structure? It is an 
equally critical function as marketing, yet the MR head is in a 


| far lower job class than me! Look at marketing. Marketing has 


two other people who have a marketing background, all the 
rest have grown in sales, mostly home-grown over the years, 
no direct hands-on experience in marketing. And that is be- 
cause the paint industry has been sales driven for so long. 
"And now examine new research data that hits us daily. 
There is research that says the urban real estate market will 
cross $22 billion in the next five years. The paint expense 
would be 1% of that, which is a huge amount. The design com- 


dress that? Markets grow when we make them grow!” 


ADHUR continued: “I am painfully aware of one 
remark that Pai made last year. He said, ‘This is 
not lipstick or make-up. What you are suggest- 
ing works for colour cosmetics, but yeh to paint 


| hai baba! Now I ask you Divakar, aren't they both — lipsticks 


and paints — performing similar tasks? Adding beauty and life 
toa dull countenance? оока the effort going into colour cos- 
metics, examine their positioning and the special counters 
that give the end user a make-over before she buys a product. 


| They show you how to match a blue eyeshade with a pink lip- 


Stick, or whatever. See where all that effort has taken the cos- 
metic business in India! They even managed to convince the 
government to reduce the excise duty! 

"Therefore, we need to change a lot here. The power bal- 
ance has traditionally been with sales; now it will mean an up- 
heaval of sacred cow selling models. We need to completely re- 
vamp our thinking from ‘We sell paint to Motaram & Sons — 
painters, contractors and tentwala' to "We bring colour to your 
home’ I know that's what we did for 40 years, but now those 40 


| years are over. Anew phase has begun, and the consumer has 


brought that change. The dealer can, at best, be the store- 
house, a link in the supply chain, but not the seller. The con- 
sumer belongs to us, not to him!" 

Divakar looked worried as Gautam said: "I would not push 
for separating the functions immediately; sales needs to work 
closely with marketing to appreciate the nuances. Yet that was 
brilliant what you said. For the rest of the year, I might put a lot 
of my people through three-month stints in marketing before 
we set sail alone." 

And then Divakar said: "Wait, hang on. How do we sell this 
to the board?" m 
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Idea to 
reality 


В. RAJAGOPAL is the former head of 
paints, ICI India. He is now in Singapore 
as a member of the regional (Asia- 
Pacific) leadership team of ICI Paints. 





ISHWAS Divakar faces a rocky | 
road ahead and he needs a | 
few pragmatic actions to ease | 
the journey. The corporate 
landscape is strewn with great ideas that | 
failed to make the profitable transition 
from the realm of ‘nothing is impossi- 
ble’ to the real world. The more you want 
people to buy into a dream, the bigger it | 
needs to be. And big dreams bring big 
changes. But when change is slow to 
happen, i.e., when it takes longer to 
make the idea real, people start to lose 
interest. Then, it is the quality of leader- 
ship that makes the difference. 
Colour Pitchs crucial vulnerability 
is that Divakar appears to be a weak 
sponsor. While he feels the power 
of the idea, he is excitedly jumping 
ahead and wanting to “sell it to the 
board” before it is ready. Divakar 
must understand the transfor- 
mational dimension in Colour 
Pitch. Divakar must not allow him- 
self to be seduced into making hur- 
ried decisions that could easily result 
in damaging consequences. He needs 
to anticipate the different phases of 
change and carefully steer the pro- 
gramme through them to harness its 








transformational powers, which will ul- 
timately prove beneficial to Alkalac. 
Typically, ‘change’ projects such as 
this will go through three phases, char- 
acterised by highs, lows, and then highs 
again. Success depends on the appro- 
priate management of each phase: 
1. Enchantment: This is the early phase 
of excitement — it's intoxicating. A great 
new idea built on consumer insights 


| and powered by enthusiastic people is 


always a powerful thing. However, this 
phase does not last long and can quickly 
ebb. It can keep going though, as long as 
the flow is managed. Leaders must 





3. Enlightenment: Signs of a break- 
through appear. The idea works. The 
priority here is increasing the project's 
momentum. Any structural or discom- 
forting changes that could impact peo- 
ple are best made now, as these have 
their greatest chance of success during 
the upswing. Undertaking such 
changes too early, ahead of credible 
breakthroughs, could impede the pro- 
ject and weaken the organisation. 
Colour Pitch is just an idea. All that 


| Madhur Tari has articulated is a con- 


focus on resolving potential internal | 


conflicts, setting expectations, shaping 
ideas into tangible goals, and organising 
the right resources. 

2. Disenchantment: Business realities, 
talent gaps, resources, costs, priorities, 
paybacks, etc., quickly set in. This is 
the moment when organisational cyn- 
ics kick fast and hard. Benefits are chal- 
lenged, risks are highlighted, and 
people are posed with discomforting 
questions about the prudence of em- 
barking on uncertain change when so 
much more can be done by better ex- 
ploiting existing opportunities and re- 
sources. Why are we doing this? Bigger 
players have tried and failed. Can we 
ever hope to build such capabilities? 
Many other such self-doubts abound. 
This is the critical phase, the ‘make 
or break’. Strength during this phase 


| comes from good preparation during 


the enchantment phase. The strategy 
must be clear and the future vision 
must be sharp. 
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sumer state of discontent. He has not 
even begun to talk business. Tari’s idea 
now needs to be converted into a busi- 
ness concept. To do this, some hard ar- 
eas will have to be buttoned down: 

И Scope: What will be the scope of 
Colour Pitch now? In the future? What 
services are we talking about? Who will 
deliver them? What about branding and 
linkages with the portfolio? 

Ш Scale: At what level of operation will 
the impact be significant? How soon can 
this be reached? 

W Capability: Tari is aiming to claim ex- 
pertise in colour, and then brand this ex- 
pertise. However, does Alkalac truly 


| possess such expertise? 


W Cost- Benefit: Giving Colour Pitch an 
economic logic would provide the most 
compelling argument. Having defined 
scope and scale, it would need to be 


| costed, and the benefits to Alkalac 


would need to be quantified. 

Divakar must progress the idea by 
appointing a credible programme 
leader and nominating a team en- 


| trusted to establish commercial viability 


on the back ofa defined remit. An inten- 
sive pilot programme will be helpful in 
validating assumptions, clarifying the 
way forward, and equipping business 
leadership to deal with the imminent 
disenchantment of the second 
phase. When the ideas have ma- 
tured, they can go to the board to 
push for a broader investment 
programme, as well as key organ- 
isational changes to propel the 
new vision. 
Tari presented Divakar with a 
bold idea, and the project could 
represent a major strategic shift for 
Alkalac. Whether Alkalac reaps a har- 
vest or fritters it away depends on Di- 
vakars capabilities in managing "m 
and leading transformation. 
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КУ Anand Bhardwaj_ 


Tari is also right in pointing out that | 





Anand Bhardwaj is vice-president (mar- 
keting) at Hindustan Times. Prior to this 
he has worked at Lowe, Godfrey Phillips 
and Electrolux. 


HE Alkalac case studies point 
out quite succinctly that the 
company has all but broken the | 
golden rule of good business — 
the consumer is king. All business 
strategies need to focus on this. 

Overall, Madhur Tari has put the 
problem in the right perspective. Alka- | 
lac has been too dealer-centric and has 
been selling paints like a commodity. | 
Both Divakar and Gautam have made | 
little effort to understand the consumer 
and what she wants. Also, no real effort 
has been made to upgrade the dealer 
outlets or train dealers to handle con- 
sumer queries and questions in the 
right way. 

Branding, an extremely critical 
way of building a bond with con- 
sumers, has not been given due 
importance. The can designs are 
antiquated and the company re- 
lies on numbers and symbols. 
Consumers don't understand 
paints, paint shops are generally 
untidy, and consumers are at the 
mercy of the contractor or painter. 
Most paint companies have made little 
effort to educate consumers or make 
the painting experience less ofa hassle. 








the Indian consumer, especially the ur- 
banite, is changing. Indian consumers 
are willing to spend on the latest gad- 
gets, the latest home appliances, better 
cars and better clothes. Increasingly, In- 


dian consumers are also shifting atten- | 


tion to their homes and spending time 
and money on better furniture, lighting, 
fittings and home decor. 

Tari feels Alkalac's problem is due to 


| the current organisational structure in 


which both sales and marketing are 
clubbed under one director. Before we 
address this aspect, it should be under- 


| stood that the real reason for Alkalac's 


problem is that the company itself has 
not been consumer-focussed. And Di- 
vakar has to take the major blame for 
that. If an organisation has to be suc- 
cessful in the long run, it is extremely 
important that the managing director 


| understands the value of following a 


marketing-oriented business strategy. If 
he does, he will take utmost care to see 
that marketing drives the overall busi- 
ness strategy. Unfortunately, Divakar 
comes across as a company head who, 


| first, does not seem to appreciate the 


benefits of a marketing approach to 
business and, second, was unwilling to 
challenge T.M.Pai on fundamental is- 


| sues, given the latter's seniority. His 


trepidation about talking to the board 
on Madhurs report bears further testi- 
mony to this. 

In today's competitive environment, 
every functional head within a com- 


| pany must understand the marketing 


approach to business and the impor- 
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tance of consumers and their needs. 
And itis the job ofthe company head to 
ensure this. If this requires training ses- 
sions for the senior managers, it should 
bethe mostimportant item on the com- 
pany head's agenda. 

Ifa company is marketing-focussed, 
Madhur Tari's plea for a separate head of 
marketing and sales becomes a less 
critical issue. In India and abroad, dif- 
ferent approaches are enjoying equal 
success. Thus, we have companies like 
Unilever where the marketing and sales 
functions are separate. And we have 
companies, especially in the durables 
arena, where the same person heads 
marketing and sales. While the trend 
seems to be towards separate heads, 
proponents of the one-head theory 
have cogent arguments. 

Whatever happens, Gautam and his 
team need a thorough grounding in 
marketing to understand that the con- 
sumer is far more important than the 
dealer. When Gautam understands this, 
he could take the following steps: 

W Encourage dealers to improve their 
outlets, make them more inviting places 
for consumers to visit 
Ш Arrange training programmes for 
the Alkalac dealers and their staff on 
how to help consumers and handle 
their queries 
Ш Examine the possibility of taking 
special counters in home improvement 
stores and other unconventional out- 
lets that are sprouting up in the metro- 
politan areas 
Wi Build a team of contractors and 
painters which would work for Alkalac 
consumers at reasonable rates 
Ш Work with Madhur to set up free 
colour consultancy centres 
Ш Hold regular training sessions for 
Alkalac consumers in painting their 
homes to build the (as yet nascent) 
do-it-yourself habit 
E Encourage Madhur to take a 
look at the brands and make 
them more consumer friendly, 
especially when brand names 
and pack designs are concerned 
Wi Request for an interactive Inter- 
net site that would allow con- 
sumersto see the impact of different 
colours on a wall for themselves 

In other words, Gautam should 
approach sales from the consumer's 
point of view. S 
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MIDST flashy, imported car 
showrooms and gleaming of- 
fices with steel and glass exte- 
riors in Delhi’s Okhla Indus- 
trial Estate sits a somewhat 


drab two-storied, grey build- | 
| whose leader has been labelled a ‘for- 


ing. Ithouses the offices of Dialnet Com- 
munications, an automated call centre. 
There is nothing exceptional about Di- 
alnet, least of all its appearance, But un- 
known to many, Dialnet is playing a cru- 
cial role in Elections 2004. Dialnet is the 
prime minister's voice, automated — 
but the РМ5 voice nonetheless. 

Dial 30301000, a Reliance number, 
and you will be connected to one of the 
machines inside Dialnet. Depending on 
the menu you choose — there are nine 
such — you get to hear Atal Bihari Vaj- 
payee's speeches (including the now 
well-known ' Mein Atal Bihari Vajpayee 
bol raha hoon), his songs (sung by Ku- 
mar Sanu and company) or the BJP's 
theme songs. Everyday, Dialnet makes 
roughly half a million phone calls to 
broadcast the ‘Mein Atal...’ message, 
randomly punching numbers from a 
database of 70 million numbers. 

Very soon, the PM's messages will be 
available in vernacular languages. The 
BJP also plans to use the Dialnet infra- 
structure to kick off a slogan contest 


Campaigning for polls goes hi- 


DHARATIYA 





where you call Dialnet and record your | 


| creative line on the party. The best five | 


slogan writers get to meet the prime 
minister over tea. 

Using technology to woo voters has 
so far been a foreign concept. But ironi- 
cally it is being used heavily in India by 
the ‘bharatiya’ party and not by the one 


eigner. Elections in Britain and Aus- 
tralia, for example, have used call cen- 
tres since 2001 to connect with voters. 
Ajay Singh is assisting the BJP's chief 
strategist Pramod Mahajan in putting 
together the party's technology-based 
campaign for the elections. He says that 
he has studied how parties in the west 
have experimented with different medi- 
ums to garner more votes. The BJP esti- 
mates that at least150 million of India's 
600 million voters have access to 
phones, television or the Internet, so it 
made sense to use all these. 

To counter the BJP's 'techkrieg, the 
Congress tried SMS-ing. Itsentoutthree | 
text messages built around cricket, the 
'aam aadmi and the Gandhi siblings. 
But the high-tech response was reactive 
as Jairam Ramesh, the Congress eco- 
nomic affairs secretary, admits: "If we 
hadn't done this cricket SMS campaign, 
they would have said, look at these guys, 
they haven't donea thing. I think SMS is 
acomplete invasion of privacy." 


Ramesh then goes on to pooh-pooh 
the BJP's efforts. "Technology cannot be 
a substitute for politics. The problem 
with the BJP is they have become pris- 
oners of their own hype, and they create 
an impression that technology is every- 
thing. Politics must drive technology; 
technology must not drive politics." 

There was, of course, a brief flurry of 
excitement when Sam Pitroda annou- 
nced two weeks ago that he was joining 
the Congress. It was the a-ha moment 
everyone was waiting for. Many thought 
that with Pitroda on the scene, Mahajan 
and the rest of the BJP's e-netas would 
meet their match. And it would only bea 
matter of time before the Congress 
would launch its own techkrieg. After 
all, Pitroda was Rajiv Gandhi's telecom 
advisor, and as the founder of the Centre 
for Development of Telematics (C-Dot) 
had laid the foundation of Indias mod- 
ern telecom infrastructure. 

But Pitroda disappointed. "I had 
given them (Congress) a report on elec- 


| tion strategies about a year ago, and 
| thev did nothing about it. What can I do 
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The BJP war-room: Techwhiz Ajay Singh remote controls the party’s e-lection 2004 strategy 


in 20 days now?” he asked, somewhat 
helplessly. With that, the field has been 
left wide open for the BJP technology 
juggernaut to roll on. 

A behind-the-scenes look at the 
BJP's technology strategy shows how 
well thought out it is. It started with Ma- 
hajan putting together a team of profes- 


sionals (including Singh, an ПТ and Cor- | 
| tion and using technology as a force 


nell graduate) to drive the tech 
campaign. The PM's phone call was the 


first idea they experimented with. “We | 


felt that there was a need to have the 
people hear directly from their prime 
minister. Therefore, we needed a tech- 
nology, which would make that possi- 
ble, as it wasn't possible for him to go 
meet everybody,” says Singh. 

So they devised an automatic dialler 
that contacted a 1,000 people simulta- 
neously. The response was overwhelm- 
ing. People wanted their families to hear 
the PM's voice. So the team put in place 
an IVRS (Interactive Voice Response 
System) where people could do the re- 
verse — call a number to hear the PM's 
message. (Dialnet, which facilitates this 


is owned by Singh's friend Arun Jain, | 
technologyis beingused to deliver more 


who had earlier handled the telecom 
needs of Star's superhit show Kaun 
Banega Crorepati — remember ‘phone 
afriend’?) 

All this was, of course, tested, espe- 
cially on Delhi's largest cluster of cynics 


| 





— the city’s hacks. And once they gave | 


the go-ahead, Vajpayee started reaching 
out to millions via the humble phone. 
Soon you'll get calls where you'll hear a 
personalised message from the PM en- 
dorsing the candidate in your con- 
stituency. The BJP also plans to send 
personalised letters to voters, again 
from Vajpayee. 

The twin ideas of mass customisa- 


multiplier to reach out to people are 
borrowed heavily from the west, where 
they debuted a decade ago. Politicians 
then relied almost entirely on powerful 
slogans — Reagan's ‘It’s Morning In 


| America’ campaign is said to have influ- 


enced the BJP's current ‘India Shinning’ 
campaign. Then, even before websites 
became popular, in 1992, Bill Clinton 
put up arudimentary site (called a go- 
pher site) when he ran for the US presi- 
dency the first time. By 1996, all the US 
presidential hopefuls had their own 
sites. Across the Atlantic, Tony Blair used 
blogs to effectively communicate with 
voters in 2001and sprang some kind ofa 
surprise on the Tories. 

And with every passing election, 


and more. In the 2000 US elections, 
George Bush used an ‘e-train’, a chain 
mail, where supporters forwarded the 
messages. He managed to contact 


nearly one million voters through this. | 


And this time around Howard Dean (a 
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Democrat hopeful until recently) even 
raised funds via email. His mail to the 
electorate was pure rhetoric — plural 
over singular, the “we” over the "I", a 
powerful way of making people believe 
they are part of a surging movement. 
The mail read: “This campaign is not 
just about electing a president — it is 
about changing America." Dean raised 
$1 million through this email campaign. 

Internet penetration in India is not 
high enough for politicians in the coun- 
try to spend their energy on the e-trail, 
but both the Congress and the BJP 
maintain pretty detailed websites — 
bjpelections.com and indiannational- 
congress.org.in, respectively. 

Of course, India's best known e-neta, 
Chandrababu Naidu can afford to smile 
smugly as he has been using tech sup- 
port for several years now. Naidu is a 
regular on the Net chatting with the 
Andhra electorate. The Telugu Desam 
Party's website is one of the most so- 
phisticated, where even donations can 
be made onine. The Andhra CM has 
even filled his election rath with hi-tech 
gizmos as he hits the campaign trail. 

Meanwhile, BJP officials say they are 
teaching US presidential hopefuls a 
thing or two. It seems Democrat John 
Kerry is about to embark on a phone 
campaign, quite like Vajpayee's. “Main 
Kerry bol raha hoon..." This would work, 
at least in the Silicon Valley. Ш 


DINESH KRISHNAN 





Jimmy Sarbh 
CMD, P&O Ports (South Asia) 


I'm reading FROM THIRD WORLD 
TO FIRST: The Singapore Story by 
Lee Kuan Yew. It is a memoir of the 
man responsible for Singapore's as- 
tonishing transformation from colo- 
nial backwaters to an economic pow- 
erhouse. It's about how one man 
made a third-world nation a high- 
tech society in less than 50 years, and 
how he got people in the multicultu- 
ral society to work together. I wonder 
if this is possible in India— maybe 
now, as infrastructure development is 
on everyone's mind. But we don't 
have aleader like Lee Kuan Yew who 
believes the only way to develop а па- 
tion is to develop its gateways. I also 
read books on Indian spiritualism. i 


ALERT 
The On-Time On-Target Manager 


By Ken Blanchard and Steve Gottry 
(HarperCollins) 





DELAY kills. It kills 
processes, projects 
and, ultimately, 
profits. And it can get 
you fired. The Ken 
Blanchard factory has 
spun out a quickfix for 
the problem — a wake-up call for 
the ‘last-minute manager’. This is 
a book for all those managers 
who constantly combat deadlines 
and just can't seem to get things 
done. Blanchard and Gottry use a 
parable to illustrate the power of 
prioritising, propriety and 
commitment in personal and 
work life. The parable may be 
contrived but the message is 
dead serious. 
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Madder than 


INDRAJIT GUPTA 





EACHERS don't grow old, they 
simply lose their class. It may 
not be true of the 94-year-old 
Peter Drucker, but Tom Peters 
is clearly heading into that 
zone of discomfort. For over 
two decades, the man who had a bril- 
liant career at McKinsey & Company 


has been the quintessential corporate | 


coach, never tired of exhorting execu- 
tives to throw away the old and embrace 
the new. But with Re-imagine! it is evi- 
dent that age is catching up. The ideas 
simply aren't dazzling or revolutionary, 


and Peters falls back on the old trick: | 


fancy packaging. 


You should read the book simply for | 


its funky design. It is indeed a de- 
parture from the tradi- 
tional format of the busi- 
ness book. By shifting 
allegiance from his long- 
time publisher Knopf to 
the more design-driven 
Dorling Kindersley, Peters 
may have chosen to go 
along with his own asser- 
tion that design is critical 
to success. Gray dotted 


SELECTION 


Still life through 
smoke rings 


F on a white-hot Delhi afternoon, 
when you give up the pleasures of 
what lies beyond your doors for what's 
within, you start on a book 
that opens with “You need 
the soul of Chengiz Khan to 
survive a June afternoon in 
Delhi’, it sure hits off well. 

The good thing about India's 
first graphic novel, 
CORRIDOR, by Sarnath 
Banerjee, is the bond holds 
fast until the last frame. 
The search for an ob- 








Re-imagine 








| lineslead from the main text to sidebars, 


which are topped with category-identi- 
fyingicons. Nothing — words, typefaces 
or colour — is stable. The book some- 
times reminds you of a website. It is 


| chock full of vivid photos, bold colours, 


icons and imaginative screening. Make 
what you will of the design, but it does 
nicely support Peters' new stream-of- 
consciousness writing. 

Whether you loved him or hated 
him, all along, Peters had the knack of 
making business sound interesting. He 
had a way of connecting with his audi- 
ence. But over the years, starting with 
The Pursuit of Wow and Circle of Innova- 
tion, Peters has fallen into the trap of 
choosing style over substance. 

Peters says he was inspired to write 
Re-imagine! be- 


RE-IMAGINE! 
Business Excellence 
in a Disruptive Age 


By Tom Peters 


Dorling Kindersley 
Ра ' 


scure volume brings protagonist Bhrigu 
to one of the second-hand bookshops of 
Connaught Place in Delhi. Mind you, it's 
not any other pile of books. According 
to Jehangir Rangoonwalla, the enlight- 
ened owner of this particular stack, it's 
the centre of the universe. And true to 
that description, it's from here that the 
book's other vivid characters — Shintu, 
DVD Murthy, Digital Dutta and Kali — 
emanate, like the radials of 
the Connaught Circus. 

It's the portrayal of 
these characters that 
makes the book (published 
by Penguin) come alive. Its 
sense of humour builds on 
the author's ability to mock 
at the mirror. Its spunk is in 
its kink, or should that be 
the other way round? 


—— TER PÀÁ I I PTT ти 
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hell, for sure 


cause he is “madder 
than hell”. Throughout 
the book, Peters rants 
about the organisa- 
tional barriers and the 
egos of “petty tyrants” 
who thwart the good 
intentions of enter- 
prising people іп 
many different ways. 
Then, after each rant, which appears at | 
the beginning of every chapter, he pro- 
ceeds to tell readers about how they can 
take on the responsibility of driving 
change and innovation. 

At a very simplistic level, manage- 
ment books appeal to either the theorist 
or the practitioner. Re-imagine! tends to 
fall between these two stools. It is too 
opinionated, subjective, and low on re- | 








Author, provocateur and business 
visionary TOM PETERS is one of 
the more influential management 
gurus of the last century. He has 
written more than 10 

books on innovative business 
Practices, including the ground- 
breaking In Search for Excellence. 
Peters gives more than 100 major 
seminars each year and is 
chairman of Tom Peters Company 





search to appeal to a serious student of 
management. On the other hand, the 
ideas in it are simply too vague to be of 
any use for working managers trying to 
deal with the uncertainties of the world 
of business. 

The fact is that Peters simply hasn't 
covered new ground. The book's themes 
are mostly what he has been advocating 
right through his career. (He at least de- 


EX C ER PT 


DESPISE the designation "management guru," but If such a designation 
had any validity, then I guess | am one. There are probably about 20 of us 


lucky to be in the front ranks. I'm not sure how many there might be in the 
next tier. But I'm sure of one thing: There are damn few management guru- 
esses. And I'm even more sure of something else: There is not one male 
management guru other than me who has focused—in any way, shape, or 
form—on the "women's issue." ...Well, | am determined. I'm going to push 
this “women's thing." And I'm going to piss some people off in the process. 


The sparing use of mediums and 
styles — colours, montages and pencil 
lines — prompts the reflexive double- 
take every other frame. The pace 
changes smoothly. But it's the shifts 
between the different sequences that 
often judder. 

This book is surely not about words, 
but the characters and the frames they 
are cast in. That's why one doesn't re- 
ally mind the oddities of the language. 
The conscious distance between the 
written and the drawn is often a launch 
pad, should you want to take off. 

So rare is the pleasure of this book 
that one feels the 112 pages end much 
too soon. One hopes that more such 
pages are being crafted and that they 
find publishers in India. 


AMITAVA SANYAL 











A babu and a 
nose-picking PM 


UREAUCRATS are to be tamed for 

them to be productive and useful; 
otherwise they are by nature like wild 
horses — arrogant, lazy and self-willed. 
This is former cabinet secretary T.S.R. 
Subramanian's epitaph on his 
tribe in his memoir JOURNEYS 
THROUGH BABUDOM AND 
NETALAND — Governance in 
India (published by Rupa & 
Co). He also hates politicians 
(with a few exceptions) as 
they are corrupt, manipulative 
and have little interest in the 
development of the country. 

The only person he 
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. BOOKMARK 


serves credit for consistency!) Two com- 
mon themes emerge in the book: Peters 
maintains that small professional com- 
panies are the wave of the future. He 
also says that successful companies sell 
dreams rather than products. The book 
hassomestrong chapters on the need to 
restructure the American education 
system, on the spending power of 
women and on how women are crucial 
in the war for talent. 

But some of his ideas on how the 
Internet will change our lives seem 
rather trite. Thereis, of course, the rather 
tactless approach of using the 9/11 at- 
tacks as an analogy of how small impro- 
visational teams succeed against 

| bloated infrastructures. 
| And there is one other thing that de- 
| serves to be thought about deeply. Pe- 
ters says that branding and design are 
the two areas where businesses must fo- 
cus to achieve meaningful, positive 
change. Now, here's the moot point: 
ifwhat you want is to discover and 
strengthen your organisational identity, 
why call it branding? If you really want 
to create deep, lasting customer rela- 
tionships, why call it design? It isn't just 
a case of semantics. Branding and de- 
sign are inherently outer-directed, while 
an organisation that wants to create 
meaningful change must look within 
itself first. 

So just go ahead and re-imagine 
your work. But avoid basing it on the 
ideas in this book. " 


approves of is himself. Thus we are | 

subjected to a tedious account of the 

life and times of a typical babu, sorry, | 

an extremely honest, forthright and 

efficient IAS officer. Subramanian has 

interesting anecdotes of his stints in 

various ministries but they are overlaid 

with pomposity and righteousness. 
Subramanian is one of a kind all 

right. He adores former prime minister | 

H.D. Deve Gowda “for his | 

administrative ability and 

quick understanding”. He is 

even charmed by the former 

PM's penchant for picking 

his nose in front of visiting 

dignitaries to show he is 

from a rustic background. | 

There is, it seems, much to 

be said for a bureaucrat's | 


life at the top. W 
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Knowledge empowers 


HE Election Commission has asked the cen- 
tral government to issue an ordinance ban- 
ning opinion and exit polls. The justification is 
that voters are liable to be wrongly and unduly 
influenced by the findings. The Election Com- 
mission has earlier tried to ban such polls without suc- 





cess; the Supreme Court stopped it from encroaching on | 


freedom of speech. Those grounds remain as valid as ever. 
There is no way the Election Commission can ban expres- 
sion of opinion about the likely results of an election; and 
if it were foolish enough to do so, it would never be able to 
enforce such a ban. 

Surely, an opinion cannot become reprehensible 
simply because it summarises the opinions of a sample 
of voters — simply because it is 
based on better information 
than guesswork. The Election 
Commission may not like free 
speech; but it cannot wish to 
tilt speech in favour of super- 
stition and prejudice, of astro- 
logy and tarot cards. 

It is easy to see where the 
pressure in favour of the ban is 
coming from. An average 
parliamentary constituency 
has a dozen candidates. Every 
constituency is going to elect 
only one candidate; ipso facto, 
all the rest are going to lose. An 
opinion poll predicts which 
candidate is going to win. If all 
the voters read the poll, and if 
all believe its results, they may 


think that voting for anyone except the winning | 


candidate would be a waste of their vote. This may lead 


them to vote for the candidate predicted to win. In this | 
way, the chances of the leading candidate would be im- | 
| party oralliance. 


proved — and those of all others worsened. So a ban on 
polls is in the interest of all the others, who will always 
have a majority. Projecting this to the whole country, all 
parties other than those likely to win will have a vested in- 
terest in opposing opinion polls. The Election Commis- 
sion has taken up the cause of the losers. 

That may be good politics, but is it good policy? 
Or good law? Is it justice? Most people have strong politi- 
cal loyalties. Generally speaking, the vote percentages of 
leading parties are very stable; elections are won or lost 
by small swings of a few floating voters. The ideologically 
committed, and those who know which side their bread 
is buttered on, will not shift their votes in any circum- 
stances. Those few who do make up their minds on 
something other than loyalty or interest are the more 


rational ones; they look at the record and the promises of 
the parties. Then they ask themselves which of the parties 
would be better. They are the only ones who look to 
larger interests — of the country, polity and democracy. 

This thoughtful minority will be asking itself, inter 
alia, about which way the election is likely to go and what 
each candidate's chances are in their constituency. This 
information is an input to rational calculation. But itis not 
the end of calculation. After knowing the result of the poll, 
the rational voter may decide to support the swing or to go 
against it. But her decision can only be improved by the 
information from the poll. 

It is possible to imagine circumstances in which polls 


| would be harmful. Suppose, for instance, parties began to 


The EC may not like free 
speech; but it cannot wish to 
tilt speech in favour of 
prejudice and astrology 








set up front organisations and 
conduct fake polls which 
showed they would win. But 
even those circumstances 
would not call for a ban on 
polls; if this at all became com- 
mon practice, polls would 
become discredited and no 
one would believe them — 
least of all the thinking voter. A 
polling organisation is far more 
likely to value its reputation 
than to sell it to a party for 
momentary gain. 

We, in this country, are 
nowhere near a situation of 
manipulated opinion polls. On 
the contrary, the reputation 
of our poll-makers is unsullied 
— even the polls run by news- 
papers or magazines with pronounced political leanings. 
And although the polls, when taken together, do predict 
a trend, there is still so much variation in the forecasts 
that the polls cannot be seen as helping any particular 


So in this shining India— where the ruling alliance in- 
vites everyone to do his own thing and to find his fortune 
in his own way — the budding industry of poll prediction 
should also be allowed to bloom. It is still an infant indus- 
try; its scale is small and it comes to life only in the weeks 
before elections. Its technologies are still primitive and 
undergoing rapid changes. 

This is the time to encourage it, until it covers all places 
and times. From being a seasonal industry which comes 
into its own at election time, it should be allowed to 
flourish every day and every night. If the government had 
feedback from polls on its performance as it unfolds, it 
would be induced to perform better while in power. 
Bring on more polls! m 
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The right software can trans 
infrastructure into an оп-дег 





The best way to survive any business crisis is to avoid it 
altogether. That's why our management software is designed 
to make your business more responsive than ever. It lets 
you align your IT to fit your business needs. And it's 
seamlessly integrated. As a result, you can maximize your 
resources and increase profitability. To find out more about 
transforming your IT environment for business Success, go 


to ca.com/management1 or email us at cainfo-india@ca.¢ 


© 2003 Computer Associates International, Inc (CA). All rights reserved 
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Share Moments. Share Life” 
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Kodak EasyShare DX6490 Zoom Digital Camera 
It's the first camera to unite a pro quality Schneider Kreuznach Variogon 10X optical 
zoom lens (38-380 mm equivalent) with the exclusive Kodak Color Science image 
processing chip, for the finest details and richest colors. Its four megapixels and 
auto and manual controls deliver extraordinary, artistic results in the most 


challenging photographic situations. = 
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CX6200 
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CX6330 
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* MRP Rs 8,900 
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unveiled like never before. 





Presenting the R K SWAMY BBDO Guide to Urban Markets 


Here's a definitive Guide that provides more information on multiple facets of purchasing power at 
_ the town level than any other source, for use by Marketers of all kinds of goods and Services. it 
provides the purchasing power potential of 784 towns in India with a population of 50,000 or more. 


HIGHLIGHTS * Uses information from 16 sources. Resuits 
* Grades and ranks towns in order of have been thoroughly validated. 
economic prosperity. 
-Classifies the cities and towns into AAA, АА, 
7А, В, C and D grades. 
Covers 77.3% of the urban population in 21 
states and 3 Union territories. 
Ranks towns by Market Potential Value 
(MPV), a unique composite measure. 
Indicates the per capita prosperity of 
each town through the Market Intensity 
Index (MII). 
Gives the relative media exposure through 
the Media Exposure Index (MEI). 
Combines 18 indicators covering per capita 
о Income, rich households, ownership pattern 
of Durables, consumption pattern.of FMCG, 
.. Market Infrastructure and Media. 
Interactive CD permits use of the Guide 
along with sales and other data for 
relevant analysis. 





The Guide provides clear guideposts to 
Marketers to focus resources. It comes along 
with a "How to use the Guide" booklet covering 
a variety of marketing situations. 
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Ask for free brochure. Send your orders to or call: R K SWAMY BBDO Advertising Pvt. Ltd. 1/A Church Street, Bangalore 560001 
© 2558 6752 or 2509 1467 * 604 Anna Salai, Chennai 600006 © 2829 2300 or 2829 2299 • Gulmohar Avenue, 
Somajiguda, Hyderabad 560082 Ф 2337 2031 or 2337 2028 • 4 Syed Amir All Avenue, Kolkata 700017 © 2247 3558 or 
2280 7527 * Elphinstone House, Murzban Road, Mumbal 400001 © 2207 7476 or 2207 8042 • 17 Pusa Road, 
New Delhi 110005 © 2571 9990 or 2571 9702 * E-mail to heip desk: guide&rksbbdo.com * www.rkswamybbde.com 




























Moving Up Again 


О I can’t understand all the 
hullabaloo about the гирееѕ 
rise. It was caused by the US 
dollars erosion against other 
international currencies, not a 
real appreciation in the 

тирее% value. No one raised an 
eyebrow when the rupee systematically slid 
from 10 to the dollar in the early 1980s to 46 a few months ago. 
It is surprising that the erosion of almost 80% of the rupees value, albeit 
over a period of 20 years, did not create any debate. Yet the 10% 
appreciation seems to have become a big issue. Let the market decide. 










































Krishan Kalra, New Delhi 





BRIGHT STARS, DIM IDEAS 

Does anyone ever remember Amitabh 
Bachchan (‘The Truth About Celebrity 
Ads’, BW, 12 April 2004) doing an ad 

for Mirinda Lemon? I can guarantee 
that people will remember the Hutch 
ad with the dog for a long time. The fact 
is, nobody is really interested in seeing 
stars in ads rather than films. They are 
more memorable in their films. The 
success of the ad depends on the ideas, 
not on the actors. 

Harish Ranjan Misra, Bhubaneswar 


Ш Indian advertising has overdosed on 
celebrity endorsements. Using ‘Big B’ 
or any other saleable face seems the 
only way out to beat the clutter, 
however artificial the association 
between the brand ambassador and 
the brand may be. When the associa- 
tions are not genuine, customer 
response will have no effect on the 
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prospects of the brand. 

On a lighter note, it is not too 
different from celebrities endorsing 
political parties. 

Shardul Mujumdar, Mumbai 


BROADCASTING THE FUTURE 
When Ten Sports was forced to share 
the feed of the India-Pakistan cricket 
series with Prasar Bharti, serious ques- 
tions were raised ('On Justice and Eco- 
nomics’, BW, 12 April). Is India a coun- 


| try that respects contractual 


agreements? Can they be dishonored 
under the facade of ‘public interest’? 
The impending Supreme Court de- 
cision on this entire issue will decide 
the future of the Indian broadcasting 
industry. I feel that India needs to rise 
beyond petty, short-term gains and en- 
courage sports channels to operate as 
broadcasters and full-fledged busi- 
nesses, rather than twisting them for 
selfish interests. 
Preeti Kapila, via post 


CRUNCHES AND HUNCHES 

I find it difficult to understand where 
you got the idea that number 
predictions were factual (Sorry, Wrong 
Numbers, BW, 12 April). That is why 
they're referred to as forecasts, not 
facts. There can never be any 
consensus on what could possibly 
happen in the unpredictable future. 
Why direct the insults towards 
marketing and research firms when it's 
the whims and fancies of people like us 
who decide the what, when and how 
much? Why blame the poor sods on 


@Le 


expend your lif, 


BRING HOME BLISS 
BRING HOME HEALTH, AND HAPPINESS IN EVERY BREATH 
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Excel? We're the decision 
makers, but are we capable of 
accepting the results? 

Amulya Damisetti, via email 


W Mahesh Murthy’s column is partially 
true (Sorry, Wrong Numbers, BW, 12 
April). Numbers and data are essential 
to formulate business strategies. One 
has to begin somewhere, and cannot 
rely solely on a hunch or a gut feeling. 
But that data has to be marshalled and 


< interpreted properly, and decisions 


must be implemented fast. Sudden 
changes in the environment do hap- 
pen and markets do react violently. But 
armed with figures and data, dejection 
is not necessary, since one can look for 
improved methodology to safeguard 
the capital already sunk in the 
panicked market. Yes, understanding 
the integration and differentiation of 
people cannot be overlooked, but all 
people are not prototypes. 

В. Krishnamoorthy, via email 


BABUS' OWN COUNTRY 
Iwrite this from Kerala, a state ac- 
claimed for its quality of life, well-edu- 
cated people, excellent healthcare facil- 
ities and what not (All About 
Development, BW, 22 March). But 
what we lack are political lead- 
ers who are interested in seeing 
the state forge ahead, atleast 
among its southern neighbours, 
in economic development. We 
were the first in the country to 
start a state electronics develop- 
ment corporation (Keltron), anda 
technology park (Technopark), 
etc. But where do we stand today? 
The less said the better! 





| 








While late-starters like Tamil Nadu 
and Andhra Pradesh are doing exceed- 
ingly well in IT exports (Karnataka is a 
class apart), Kerala's show is dismally 
poor. According to figures for IT exports 
during 2002-2003, Tamil Nadu reached 
Rs 6,300 crore of exports, Andhra 
Pradesh reached Rs 3,600 crore, and 
Kerala did just Rs 200 crore. 

In this tiny state, notorious for its 
strikes and bandhs, the present high 
quality of living is solely attributed to 
NRI remittances from the gulf. This is 
not a never-ending source. But no one 
seems to be seriously thinking about 
these impending problems. And, in a 
state once hailed as the least corrupt in 
India, greasing the palms of babus and 
politicians has become essential to get 
anything done. So Rajasthan is not the 


| only state where things don't work. 


N.T. Nair, Thiruvananthapuram 


USE THE RIGHT WEAPON 

Itis time that the regulatory authorities 
change their mindset and give up the 
conventional drug price control regime 
(‘Pharma Patents, BW, 5 April). The 
Doha declaration has given member 
countries the freedom to determine the 
grounds upon which the compulsory li- 
censes (CL) can be given. Therefore, 
drug regulators need to wake up and 
use the potent tool of CLas a weapon to 
prevent price monopolies. 

Hence there is a need to infuse qual- 
ity manpower into our drug regulatory 
bodies. Only then we can transform the 
challenge of TRIPS into an opportunity 


| to make the Indian pharma market a 


globalforce to reckon with. 
Dr. Navneet Wadhwa, via email 


SHRINK TO FIT 
P&G's India head, Shantanu Khosla, has 
experience in the FMCG field that 
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| compares with HLL chief, М.5.Вапраѕ 
| (‘Why P&G Declared War’, BW, 29 

| March). If Banga wants to achieve 

| more success against Khosla, then he 

| will have to train his managers well 

| and keep НИ product prices low. 
P&G has only six or seven managers to 
head the country and HLL has 80-plus 
managers. If Banga wants to lower his 
costs, he will have to sack some of the 
managers soon. 

Lijo Philip, Gujarat 


| AN EVOLVING LANGUAGE 

| In'Andhra Pradesh — Tough Test For 

| Naidu’ (BW, 5 April) the writer states: 
“This computer-savvy friend of Micro- 
| soft's Bill Gates has taken the biggest 
gamble of his carefully-planned 
political career by preponing state 
assembly polls...” 

I write this letter to inform you that 
| in the English language there is no word 
'prepone, to the best of my knowledge. 
The writer should have used the word 
‘advance’. In his column, ‘Know Your 
English, the late Sri K.S. Subramanyam 
also pointed out that though many 
people use the word ‘prepone’, there is 
no such word. I request you not to re- - 
peat such mistakes in the future. 

N. Vivekananda Rao, Hyderabad 


BW replies: 

The Concise Oxford English Dictionary, 
10th Edition, 2001, lists ‘prepone’ al- 
though it mentions that it is a word of 
regional (Indian) distribution. 


CLARIFICATIONS 

Wi Natco Pharma has not ‘lost’ the case 
against Novartis’ exclusive marketing 
rights for the cancer drug imatinib 
mesylate (‘Natco Loses Suit, BW, 19 
April) in the Delhi High Court. The case 
has been disposed of as the court does 
not feel it has jurisdiction on the matter. 





Ш In the story The Joker In The Pack 
(BW, 26 April), itwas mentioned that 
there has been just one lateral hire since 
1 January, 2000 in the Securities and 
Exchange Board of India (Sebi), This 
statistic is only relevant for the middle 
level at Sebi. 
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Bijli, pani, sadak, phone? 


ШИА, pani, sadak — as any political analyst will tell 
you, these are the issues at the forefront in this 
year's general elections. The state of the country's 
infrastructure has become the overriding concern - 
simply because it directly affects the way everyone 


| lives and earns his living. The days when elections could be 


fought on purely political issues — reservations or Ram 


| Mandir, for example — are over for good. 









One area of infrastructure that isn't likely to become an elec- 
toral issue is telecom. Perhaps because telecom is the only 
area in which the country has actually made real progress. The 
mobile revolution of the past few years has made the tel 
phone more accessible to the general populace than it ever 
was. India is not only emerging as one of the fastest growing 
mobile markets in the world today, but also the most compet- 
itive — and hence, the cheapest. s 
The crash in prices of everything 
from handsets to talk time 
charges has made owning a tele- 
phone affordable for drivers, 
plumbers, electricians and car- 
penters and even vegetable ven- 
dors. It has had a huge implica- 
tion in the way they earn their 
living. Finally, by virtue of its 
size, growth rate and competi- 
tiveness, India is also setting the 
benchmarks for the way tele- 
com deals are done globally. 


This telecom revolution — it is the second one, because Sam 
Pitroda and his STD booths was really the first one — is the fo- 
cus of our cover package this issue. Assistant editor Radhika 
Dhawan, who put together this package, explores the implica- 


| tions of the mobile explosion for vendors and service 


providers. Assistant editor Anup Jayaram looks at what this 
revolution means for the fixed line telecom players. 


Meanwhile, at the time of going to press, the first round of vot- 
ing has just taken place. The different exit polls conducted at 
the end of the first leg of the elections agree on one point — 


| thatthe National Democratic Alliance (NDA) will again be the 


winners with the Congress taking runners-up position once 
more. What they can't agree on is the margin of victory. The 
predictions range from a wafer thin majority to a sweeping 
victory. In two weeks time, we will know which pollster actu- 
ally got it right this time. 
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Creeping 
rupee 
apprecia- 
tion will 
ultimately 
destablise 
capital 
flows. But 
the free 
marketers 
in Delhi 
may not 
under- 
stand 

this 











Do not resume 


this folly 


HE sudden appreciation of the ru- 
pee in the first week of April caused 
jubilation amongst the fecund 


tribe of appreciationists. Faced by | 


the inexorable rise in reserves, Bi- 
mal Jalan let the rupee appreciate. His succes- 
sor, Y. Venugopal Reddy, did not steer the rupee 
in any particular direction, and wavered long 


| enough to give a signal that the appreciation 


policy was history. But suddenly two weeks ago, 


the rupee went sharply up again, from 45.50 to | 


43.50 to a dollar; appreciationists thought that 
wisdom had dawned on Reddy at last. 


Appreciationists are rather pure believers in | 


the free market. For them, intervention in mar- 
kets is wrong; let markets alone and let the ru- 
pee go where it will. When reserve inflow is so 
strong, the rupee can be kept down only if the 
money supply is allowed to rise uncontrolled or 
if the government borrows to suck money out 


of the economy. Deepak Lal and Suman Bery | 


made some calculations of how much richer 
India would have been ifit had not sterilised in- 
flows. But Vijay Joshi showed in a recent Eco- 
nomic and Political Weekly article that theirs 
was a gross overestimate, and that the loss of 
growth is more in the range of0.1 per cent to 0.2 


percenta year. The stimulus to growth from de- | 
| money, reserves will come down to $70 billion. 


preciation would far outweigh this loss. 
A free market preference cannot apply to 


the exchange rate. The case for free markets | 


cannot be carried over to a second-best situa- 
tion. Ifall markets were perfect, frictionless and 
instantaneous in adjustment, it would make 
sense to free the exchange rate. But in equilib- 


rium, the rate of appreciation plus the domes- | 
tic interest rate must equal the interest rate | 


abroad. If this equality does not hold, apprecia- 
tion will lead to destabilising capital flows. 
While Jalan appreciated the rupee, the do- 
mestic interest rates did not come down below 
those in the US. Hence it became profitable to 


| lend money to India. An investor could send 


money to India, invest ina government bond at 
6 per cent and take it back a year later. If the ru- 
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pee appreciated 8 per cent in the year, he got a 
total return of 14 per cent in dollar terms — 
whereas in the US he would have got 2 per cent 
on a treasury bond. The more money comes іп 
to take advantage of the inconsistency between 
the exchange rate and the interest rates, the 
more the reserves would go up, and the greater 
the incentive to appreciate the rupee. So there 
would be spiraling appreciation. When it finally 
stops, all the hot money will fly out and we will 
have another payments crisis. 

Dr Reddy understands this; so he aban- 


| doned the policy of appreciation he had 


inherited. The reason for the blip of apprecia- 
tion at the beginning of April was that the 
Reserve Bank of India (RBI) knew it was tran- 
sient. In that week, the RBI made net purchases 
of $3.37 billion. 

However, Dr Reddy has a minister watching 
over him from Delhi. This minister's under- 
standing is less perfect; he may get sold on the 
ideas of free markets and rupee appreciation. 
He may like to keep the cost of oil imports 
down. Could Dr Reddy resist the pressure from 
Delhi? Not for long. 

What should he do then? He should abolish 
NRI deposits. With bulging reserves we do not 
need to give sops to NRIs. If they take their 


And if Dr Reddy must appreciate, he should 
make a big appreciation — say, to Rs 30 to a dol- 
lar. If itis big enough, people will stop expecting 
further appreciation, and speculative capital 
inflows will stop, at least for some time. 
Appreciation is bad; but creeping, pre- 

dictable appreciation is far worse — just like 
creeping depreciation. India’s creeping depre- 
ciation broke down and led to the crisis of 1991; 
its creeping appreciation of 2002 was equally 
dangerous, but did not last long enough to do 
major damage. If dogmatic free marketers are 
in power, appreciation cannot be prevented. 
But even they should be able to see the folly of 
predictable appreciation, which will take the 
risk out of speculating on the гирееѕ rise. — Wi 
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INTERNATIONAL TRADE 


And the loser is... 


With EU wooing, Mercosur, India is under pressure all round 


ASCAL Lamy, the European 
Union's tough, tough trade 
commissioner, is a bridge 
player. And like a good one, 


doesnt mind showing his , 


hand; it only makes the play challenging. 
The play right now is in agriculture 


^. — in the World Trade Organisation 
(WTO) and in bilateral negotiations { 


across the globe — and Lamy is hoping 
to win most of the tricks on this deal. 
" Те offer of concessions on agricultural 
imports from Mercosur, the customs 
union of Brazil, Argentina, Paraguay and 
> Uruguay, to the extremely protectionist 


EU market is by far the best bid he could | 


/ havecalled. 
There are other canny ones. The EU 


is also talking to the group of four least | 
| claims it's only fair that China's losses 


., developed countries in Africa — Chad, 
' Benin, Mali and Burkina Faso — on cot- 
ton subsidies as a quid pro quo on other 


^. issues. The economies of these develop- 


ing countries, which are heavily depen- 
. denton cotton, have been devastated 
by the nearly $4 billion that the US 
spends on supporting domestic over- 


| | Р production and the EU. 


Interesting offers have been made to 


sion of concern for the hit that Chinese 
* exports on mushrooms and garlic 





^. Global GDP growth 


2003* 2002* 


| 


| 
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. China, too. In an extraordinary profes- | 


















ND SINHA 
would take with the expansion of the EU 
from 15 to 25 countries on 1 May, the EU 
says China deserved larger quotas. Agri- 
culture commissioner Franz Fischler 


should be compensated! But there is a 
giveaway: overcoming hurdles in the 
WTO, he says, is a top priority for both 
countries and this sweetener is ex- 
pected to “make other talks more easy”. 


For India, the real danger is the EU | 


offer to Mercosur, whose leading lights, 
Brazil and Argentina, were its comrade- 
in-arms at Cancun in the G20 along with 
China. With negotiations on the Doha 


| round of the WTO ina gridlock over the 
| agriculture subsides maintained by the 


OECD countries, this is the best wedge 
that could have been driven into the 
G20. This group of developing nations 
which had the potential to make the 
rich nations, specially the EU and the 
US, dismantle their trade distorting 
farm subsidies, will now be prey to 
more pressures and blandishments. 
Brussels has proposed a two-step 
approach under which it would ini- 
tially offer Mercosur more generous 
import quotas for key agricul- 
tural goods like beef, dairy 
products, sugar, coffee 
andorange juice. The 
remaining quotas 
would be allocated 
later in the Doha 
round. In return, the 
| EU will get privileged access to new in- 
vestment and service sectors, particu- 
‚Лапу in telecom and banking. Mercosur 
| has also agreed to expedite the phasing 
! out of tariffs on European goods in the 
| pact expected to be inked in October. 
| There has been widespread outrage, 
| surprisingly in the British media too, 
| over the EU's attempt to divide and rule. 
| A special deal for Mercosur means the 
| interests of a host of developing coun- 
| tries, specially the poorest, will be seri- 
| ously hurt. Although Brazil has said it 
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DINESH KRISHNAN 


Lamy: Trumping the opposition 





would not allow the G20 to be under- 
mined, it is clear that Mercosur coun- 
tries will be less ready to lead the charge 

for liberalisation of global farm trade. 
For India, Mercosur is proving trou- 
blesome on another front. As it works 
out details of the preferential trade 
agreement that it is scheduled to sign 
with this bloc by June, it is under pres- 
sure to reduce tariffs on nearly 450 farm 
products. The framework agreement 
with Mercosur was signed in January at 
the initiative of Brazil, which isa pillar of 
the Ibsa (India, Brazil, South Africa) tri- 
lateral alliance too. Trade deals are a del- 
icate balance of commercial interests 
and political judgments, and Delhi will 
require all the skills it has to negotiate 
the shoals ahead. 2 
LATHA JISHNU 





bit. That's not surprising. The current 


rose to $200 billion in 2003 from 
$155 billion in 2002. However, most 
of it went to "relatively better off" 
countries like Brazil, Russia, China, 
Indonesia and Mexico. The more 


things change... = 


ASHISH SAHI 


STOCKMARKETS 


India joins the 
CalPERS club 


NDIAN businessmen, executives, investors, 

policy-makers and citizens — all of you who 

have been worried about the investments 

race between India and China, take a chill 
pill. The world's biggest pension fund (and one 
with a conscience) has just voted for India. In the 
past, California Public Employees Retirement Sys- 
tem (CalPERS) has often exhorted foreign in- 
vestors to look beyond the broad financial factors 
Such as market liquidity and volatility and take 
into account social and human rights factors be- 
fore entering any country. In its latest move, 
CalPERS has added India to its list of emerging 
equity markets it would invest in. The other new 
markets that make the cut — Peru and Phillip- 
ines. (See The chosen ones’) China, however, 
continues to be out of the reckoning. 

CalPERS' reasoning behind this rerating is In- 

dia's move to new global standards for trade set- 
tlement one day after the trade date. Indian mar- 


The 
chosen ones 
@ India j 
$ Argentina 
Brazil 
€ Chile 


* Czech Republic. 
ә ry 


® Malaysia 


© Mexico 
© Peru 
© Philippines 


° "а 

Moon Africa 

© South Korea 

® Taiwan 

* Turkey 
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ketmen are obviously overjoyed at CalPERS' thumbs-up. However, few are 
aware that global pension funds have bought into the India story much before 
— 50-odd international pension funds are already here, of which at least 20 
have come in the last two years (See ‘Look who's already here’). 

Moneywise, CalPERS may not mean much. Even if its $2 billion emerging 
markets allocation was divided equally among all its approved markets, India 
would get just $120 million. But the thing to watch out for is the CalPERS Ef- 
fect — investment by CalPERS is akin to a rating of high standards. So it could 
change the minds of other global funds still fence-sitting on India. Indian corpo- 





Look who's already here 
€ The Rolls-Royce Pension Fund — 
€ LA. City Employees' Retirement System 

© British Coal Staff Superannuation Scheme _ 























9 YMCA Retirement Fund —— a 
9 Shell Pensions Management Services 
€ Lloyds TSB Group Pension Scheme 
























© IBM Retirement Plan Trust - 
9 John Deere Pension Trust — 
9 Kodak Retirement Income Plan 




















BUSINESSWORLD 13 3 MAY 2004 






ө Worcestershire County Council Pension Fund | 


есм Employees Global Group p Pension Trust — 


€ The Australia Post Superannuation Scheme _ 





Source: sebi.gov.in 





rate govemance stan- 
dards will also get a 
boost. CalPERS is fa- 
mous for its activism 
on company boards, 
stock exchanges, 
market systems, et 
al. Interestingly, pro- 
ductive labour prac- 
tices and the open- 
ness of its capital 
market still remain is- 
sues that CalPERS 
considers India poor 
in. That's an Achtung 
not only for inactive 
CEOs of India Inc., but 
for the market regula- 
tor as well. 9 
VIKAS DHOOT 


NEERAJ TIWARI 






AS global interest rates ready 
to rise? The US bond markets 
seem pretty sure. The yield on 10- 
year US government securities have 
climbed 55 basis points in recent 
weeks, after clear signs that both 
job growth and inflation were 
picking up in the world's largest 
economy. Investment bank UBS is 
expecting a 75-basis-point increase 
during the second half of the 
current year followed by a further 
296 rise in 2005. 

US Federal Reserve chairman 
Alan Greenspan hinted last week 
that interest rates in the US could 
rise in the coming months. 
Meanwhile, China's government is 
trying to cool a red-hot economy. 
One way to do so is to increase 
interest rates. Japan may continue 
on its current course until it is sure 
the current economic revival is for 
real. And the European Central 
Bank is under pressure to cut 
interest rates to keep the continent 
out of recession. 

So a lot depends on the 
individual economy. One thing is 
sure, however. The realignment of 
global interest rates will have a 
major impact on the value of the 
rupee as well as capital flows into 
India. The dollar has already 
climbed against the rupee on 
expectations that US interest rates 
could rise later this year. 


ж 


НЕ IMF published its semi-an- 

nual World Economic Outlook 
last week. The general tone of the 
report is bullish, which is not surpris- 
ing given the recent rebound in 
many economies. The IMF expects 
world output to increase by 4.6% in 
2004, which is higher than its earlier 
forecast of 4.1% made last Septem- 
ber. But 2005 will see lower growth 
(4.1%). India will mirror the global 
trend. The IMF expects growth in 
2004 to be 6.8% and 6% in 2005. 


by Niranjan Rajadhyaksha 


Significantly, the Washington 
powerhouse also expects commod- 
ity prices to continue their upward 
movement this year, followed by a 
dip in 2005. Oil prices are expected 
to fall by 10% next year, says the 
IMF. And what about interest rates? 
They are on their way up. 


ж 


ISCAL deficits in the developed 

countries have widened to 3.7% 
of GDP” says Uri Dadush, director of 
the World Bank’s Development 
Prospects Group on the bank's web- 
site. "If uncorrected, fiscal imbal- 
ances could push real interest rates 
higher globally as the recovery 
builds, potentially dampening capi- 
tal flows to low and middle-income 
countries, as the public sector in the 
high-income countries competes | 
with developing countries for access 
to global savings.” 


ж 


HILE on the subject of capital 

flows — the Reserve Bank of 
India continues to tirelessly add to 
its foreign exchange reserves. They 
are now close to $117 billion. Our 
total foreign debt is $112 billion. 
This means that India has more 
foreign currency reserves than 
foreign debt for perhaps the first 
time in its recent history. 


ж 


EMEMBER Mary Meeker? She 

was known as the queen of 
Intemet stocks during the dotcom 
era and was later attacked for 
being too chummy with the com- 
panies she covered. She continues 
to believe in the transforming power | 
of the Net, as is evident in a new 
research report she has done on | 
the 12 key trends that are "driving 
changes for many aspects of the 
Internet". The report is available on 
— where else? — the Internet, at | 
www.morganstanley.com. a 
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HAT is he preparing the 
ground for? Telecom 
Regulatory Authority of 
India (Trai) chairman 
Pradip Baijal’s latest consultation paper 
on broadcasting and television distribu- 
tion is a fascinating read for those fol- 
lowing the travails of the bursting-at- 
the-seams Rs 12,000-crore industry. It 
contains almost every conceivable de- 
tail on the way the industry is structured 
in India and the issues. Moreover, it 
draws global parallels on everything 


e-GOVERNANCE 


Maharashtra 
sales tax on 
BPO path 


AHARASHTRA invited tech- 

nical and financial bids last 

week to automate opera- 
tions of its sales tax department, the 
biggest such project in the country in 
terms of scope. The winner will not 
only have to install, maintain and 
operate the IT infrastructure and 
network, but will also have to carry 
out certain outsourced processes. 
Among the 12 firms in the fray are big 
names like IBM and Hewlett-Packard, 
India. They will have to submit their 
bids by 14 May. 

With 6 lakh dealers and an annual 


BROADCASTING AND TV DISTRIBUTION 


.Irai, Trai, and 
Trai again 


from platforms (DTH, cable, HITS), ad 
times and pricing to whether these sho- 
uld be monitored. If it is any indication, 
then Baijal has an agenda and is trying 
to get public opinion in his favour. 

As Trai boss and the country’s re- 
cently anointed broadcast regulator, he 
has set the cat among the pigeons sev- 
eral times. He has frozen cable rates, | 
asked for agreements between multi- 
system-operators and broadcasters to | 
be registered with Trai and, most impor- 
tant, put on hold the badly-thought-out | 
implementation plan for the condi- 
tional access system (CAS). 

While Baijal could not talk to us, his 
paper did. On most issues, it tilts to- 
wards a freer regime. If it advocates any 
regulation at all, it is to fix structural 
problems in the market. So, largely, the 
paper is sensibly liberal. 





$ revenue of Rs 17,000 crore (the high- 
See under раро 





Where it has worrying implications 
is in its questioning on ‘must carry’ 
clauses on competing platforms. That 
may stunt investment in them. The 
whole point of having a DTH platform is 
theability to have exclusive content and 
charge a premium for it. If the same 
thing is available on cable, why would 
anyone subscribe to a DTH service? 

However, the great thing for televi- 
sion is that these issues, along with the 


| М 
ones that could crop up with newer 


technologies like IP TV, are sought to be 
addressed. The paper, up on the Trai 
website, invites feedback by 7 May 2004. 
Once the basic questions have been an- 
swered and policy recommendations 
are in place, the forever-at-war seg- 
ments of the broadcasting industry will 
find it difficult to blame anyone else. Bi 
VANITA KOHLI-KHANDEKAR 
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RETAIL 


Fuss about 
nothing 


S retailing in India about to be 

transformed, now that the gov- 

emment has decided to allow 
26% foreign direct investment in 
it? It certainly is a huge shift for the 
BJP-led government. As the party's 
senior economic adviser Jagdish 
Shettigar says, a rethink was 
needed. "If India is to grow at 896, 
we need additional resources from 
outside. And that is where FDI in 
retail comes in," he adds. 

It is pertinent to make a few 
points here. One, the largest retail- 
ers like Wal-Mart and Target enter 
new countries with wholly-owned 
subsidiaries, not joint ventures. 
Two, at $35 billion, consumer 


DINESH KRISHNAN 





spending in India is not large 
enough for them. In fact, Carrefour 
recently decided against entering 
India because of this reason. At 
best, we may see smaller retailers 
from Europe or Asia coming in. 

The others may follow only af- 
ter the cap is raised. And that is 
probably another two years away. 
That is because the goverment is 
treading carefully. It wants to 
gauge the impact of the 26% FD 
on Indian retailers, and then de- 
cide whether to up that number, 

In the short term, then, expect 
no cataclysms. Which should 
make groups like Tata happy. It 
now has some more time to get its 
hypermarket foray into shape. NI 

M. RAJSHEKHAR 


THE LUCKNOW SARI TRAGEDY 


Prime embarrassment 


If nothing it has taken some shine off Vajpayee’s image 


HE last time a prime minis- 
ters constituency was in 
the eye ofa storm, it led to 
the Emergency. It was 1975 
and Indira Gandhi found 


she had lost her seat in the Lok Sabha af- | 
ter the Rae Bareli court declared her | 


election agent, Yashpal Kapoor, guilty of 
electoral malpractices. The situation 
this time is not as bad, but the Election 
Commission (EC) is on the warpath. Af- 
ter the recent sari tragedy in Prime Min- 
ister Atal Bihari Vajpayees Lucknow 
constituency, the spectre of 1975 had 
started looking real to the BJP. 

Two things caused the party and the 
PM's aides to hit the panic button. One, 
the EC decided to charge Vajpayee's 
point man in Lucknow, Lalji Tandon, 
whose birthday bash was the scene of 
the tragedy, with bribery and violation 


of the model code of conduct. Two, top 
criminal lawyer and political maverick 
Ram Jethmalani jumped into the fray | 
and could make things hot for Vajpayee. | 

That the BJP is anxious is evident | 
from the fact that Vajpayee himself has 
decided to devote an extra two days to 
Lucknow. The party is also likely to get as 
many star campaigners as possible to 
hold public meetings there. 

Of course, no one sees Jethmalanias | 
a serious challenger, even though he is 
being backed by the Congress. But he is 
the 10-questions man who hounded 
Rajiv Gandhi during the Bofors scandal. 
He has fired the first salvo at Vajpayee al- 
ready with pointed queries about his 
health. He is probably being considered 
a nuisance, but he will take some of the 
shine off Vajpayee's feel-good factor. 

The Tandon episode is more potent. 


A heavy price to pay: Paramedics move the bodies of the Lucknow stampede 


victims to the morgue of a public hospital 
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The BJP first tried to bluster its way 
through, confident the EC would not, 
could not, take on the PM. It did not 
shield Vajpayee from the possible fallout 
by distancing him from Tandon. In fact, 
Tandon accompanied Vajpayee when 
he went to file his nomination, and even 
signed as the РМ5 proposer. 

The strategy boomeranged. Almost 
immediately the EC came down heavily 
on the BJP and Tandon, ordered a case 
to be filed against the UP leader and is- 
suedashow cause notice to both for vio- 
lation of the model code of conduct. 
Since then, this has snowballed. A Luc- 
know court has ordered Tandon to pay 
Rs 2 lakh as compensation to the fami- 
lies of each of the 22 victims. The police 
has also been galvanised, and FIRs reg- 
istered and investigations started under 
the eagle eyes of the EC. 

The BJP is now desperately doing 
some fire-fighting. Tandon was asked to 
quit as chairman of the PM's election 
committee in Lucknow and, finally, the 
party made a strenuous effort to erase 
the impression that he was Vajpayee's 
election agent. It was pointed out that 
Tandon never was asin the last two polls 
hewasaminister in UP and now he's the 
leader of opposition in that state. 

BJP feels it has managed to contain 
the damage. The EC is on record saying 
that since Vajpayee had not filed his 
nomination papers when the tragedy 
occurred, Tandon cannot be said to be 
his election agent. So the PM cannot be 
linked to the ‘bribery’ attempt. 

What is really helping the BJP is the 
Samajwadi Party's total silence. As the 
ruling party in UP, it could have made 
life difficult for Vajpayee and the BJP if it 
had chosen to go after Tandon and the 
organisers of the sari distribution cere- 
mony. Instead, Mulayam Singh Yadav 
and AmarSingh are clearly trying to play 
down the incident. 

Does the BJP have an 'understand- 
ing with the SP fora post-polltie-up? I 

ARATI В. JERATH 


INTERVIEW/TARIQ ANSARI 


Mid-Day's morninger 





TARIQ Ansari, managing director of the 
estimated Rs 100-crore Mid-Day Multi- 
media, has been in the news for various 
reasons — his search for a strategic part- 
ner, a beleaguered radio station and his 
suburban foray, Metro. Last week he lau- 
nched The Morning Quick. The Re-1 ta- 
bloid tries what The Times of India tried 
unsuccessfully with Speed News in 
Delhi: give readers quick snappy news 
bites. Quick is oneof many attempts be- 
ing made to capture the dwindling, not- 
so-interested, want-it-quick, young rea- 
dership. It is also the first time it has 
dared to take on TOI in the morni- 
ng slot. Now, there is talk of TOI 
launching an afternoon pa- 
per. BW’s Vanita Kohli-Khan- 
dekar quizzed Ansari: 


ш On the logic for Quick 







Our research has picked up on the gap 
in the market for a quick, easy to read 
paper which delivers the news with the 
minimum of fuss and is priced right. 
Strategically, it is consistent with our de- 
sireto build the largest readership in the 
city of Mumbai through micro-targeted 
tabloid products. 


5 On taking on TOI, time and money 
The investment is minimal. Not every- 


thing we do is with reference to The 


Times of India. We have spotted an op 
portunity and are going after it. We will 
persist with the initiative. 


= On how is it different and its targets 
The Morning Quick delivers news that 
the Mumbaikar needs to know, Mid- 
Day gives news he wants to know. Only 
their advertising is common. Presently 
all Mid-Day advertisers get a free ride 
on Quick. It runs off Mid-Day. So there 
are no separate targets for advertising 


ш On the fate of Mid-Day AM 

Itis still in the market. The heavy news 
format was a test for Quick. (Red 
herring, my dear girl!) 


7 On getting an investor 

No interesting offers at pre- 
sent, but we are still talking to 
some (investors). z 


BANGALORE METRO 


No clear signal yet 


HE Bangalore metro project had picked up momentum, but it has had to 

go slow again. Although Karnataka has earmarked Rs 300-odd crore for 

the Rs 4,990-crore project, the rest has to come from the Centre. And it 
won't till the next government is formed. The glitch is that the BJP-led govem- 
ment at the Centre has taken its time clearing projects floated by the Cong- 
ress-led state government. It took almost four years to clear both the Bangalo- 
re International airport and the metro projects. Karnataka recently decided to 
hand over the 33-km metro project to Delhi Metro Rail Corporation. Work is 
scheduled to start in six months and a SPV, Bangalore Metro Corporation, is 
being set ир to execute the project. The only thing it needs пом is the cash. E 

SUPRIYA KURANE 


BUSINESSWORLD 17 | MAY 2004 


Where 


you watch the 


election coverage 
says a lot 

about you. 

Like, are you 


a global citizen? 


iB] BIC) 
WORLD 


bbcworld.com 


Demand a broader view 








Election Mania 
No. of shows 
NDTV24X7 . 


T 
THON Oo 


NEERAJ TIWARI 


Source: Companies 


HEY are bombarding you with 
election coverage and us with 
the facts of it. So we decided to run 
a check on the shows that some of 

India’s dozen-odd news channels 
are running. The results are 
heartening. From the anchor- 
oriented posturing on Sahara Samay 
or NDTV to the plain news bites on 
Aaj Tak to the antics of Shekhar 
Suman on Star News (majority 
owned by BW's owner, ABP) the 
entire gamut of opinions and ideas 
are on display. All the fun of street 
campaigning is now reflected on the 
small screen. 


S the second Tehelka in 

trouble? The dark depressing 
‘India is a traumatic place’ kind of 
Sunday paper was launched by 
Tarun Tejpal of tehelka.com fame 
amid great hope in February this 
year. But some newspaper vendors 
in Delhi are already writing off the 
Rs-10 tabloid. Tejpal pooh-poohs 
such talk. He claims that Tehelka 
has stabilised at about 80,000 
copies against its initial print run of 
100,000 copies. “1 will be very 
surprised if we do not close the year 


MEDIA ROOM 


O what if it isn't even al- 
lowed to be screened in 
India? Rakesh Sharma's 200- 
minute-or-so documentary on 
the Gujarat carnage, Final So- 
lution, is picking up interna- 
tional awards at an alarming 
rate. The latest, the third in a 
row, has come from the Hong 
Kong International Film Festi- 
val. Not bad for a film that was 
rejected at the Mumbai Inter- 
national Film Festival. That is 
when a whole lot of documentary 
filmmakers got together to host 
Vikalp. Sharma, incidentally, is the 
man who set up Channel V, Star Plus 
and Vijay TV before going back to his 
first love — documentaries. Final 
Solution is a chilling account of 
the genocidal violence against 
| Muslims in Gujarat. It has been 
screened at a variety of international 
festivals including Berlin, where it 
won an award. 


| HIS one is а sitter that Radio 
Mirchi snapped up. It launched 

| the music of Vaanam Vasapadum, a 
Tamil film, on its Chennai station in 

| late March. Last week it did an en- 
core by releasing the music of 
Yashraj Films' Hum Tum on its other 
five stations. It is a first of sorts that 
has interesting marketing possibili- 

| ties for both radio stations and the 
film industry. Traditional music re- 
leases happen with promos or short 
clips being played on music channels 
and radio. The fact that Radio Mirchi 
will play the complete songs from the 
albums of these films a month in ad- 
vance means that there will be 100% 
sampling. Prashant Panday, COO of 


with between 100,000 and 150,000 | Radio Mirchi, is reluctant to discuss 


copies," he says. 

What he wants in order to hit 
that number is money to put into 
marketing. To get that Tejpal is 
scouting for an investor. After what 
happened to tehelka.com's previous 
investor, Shankar Sharma, will 
someone have the courage? 


IMG ROO AMOUR ee PECTUS T m ito 


errer < s mms тыл 


the details of the deal with Yashraj 
Films. While Yashraj Films pays 
Radio Mirchi, the money is “not com- 
mensurate with the cost of our air- 
time,” he says. The idea is just to 
promote the film. Will it be the dia- 
logues next? @ 
VANITA KOHLI-KHANDEKAR 
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VIACOM 


MTV goes 
South 


INALLY some foreign media 
E news that does not involve News- 

Corp or Turner Broadcasting. Vi- 
acom, the $26-billion US media giant, 
swunginto action last week with two big 
moves. It is well on its way to sealing a 
deal to buy lottery king Santiago Mar- 


tins SS Music within a month. It has also 
pens, will be Viacom first acquisition in 
diligence, a standard precursor to a buy- 
nai-based Fortune Media, which owns 
proached Fortune Media about six 
SS Music is a 
that broadcasts in all the 
mely popular and has even beaten MTV 
ably sees a fit. Babu thinks that ad sales 
music channel, Sur Sangeet. But what 
Both Viacom brands in India, MTV 
joint venture. That is a rare first for MTV, 
about going it 
lure of pay rev- 
pose. m 


signed a distribution arrangement with 
Sony. The SS Music deal, when it hap- 
India. While the details on valuation and 
percentage stake are sketchy, the due 
out, has already happened. 

Ramesh Babu, president of Chen- 
the Rs 8.79-crore SS Music, confirms 
that Viacom subsidiary MTV India ap- 
months back “to acquire a stake”. South- 
ern Spice, or 
24-hour mu- VIAC 
sic channel Ay 
four south-Indian languages. In just 
about three years, it has become extre- 
on ratings in certain weeks. That is the 
reason that the largely Hindi MTV prob- 
and distribution could be clubbed too. 

Fortune Media also owns a Hindi 
will happen to that after any buyout 
is uncertain. 
and Nickelodeon, hopped on to One Al- 
liance, the Sony-Discovery distribution 

which has 
prided itself 
alone for very 
long now. The 
enues was too 
much we sup- 
VANITA KOHLI- 
KHANDEKAR 
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Watch how the elections 


will affect the man in Bihar. 


As well as 
the President of the 
United States. 


BBC World will cover the outcome of the Indian elections from a global perspective. 

More journalists than any other international news channel will provide deep insights and analysis 
from across the country and the region. So you know what the elections mean not only for India 
but also for South Asia and the rest of the world 

Don't miss it. 


BBC News: 24 hours a day 
Asia Today: Weekdays, 7am, 8am, 9am, 4pm and 8pm 
Question Time India: Fridays, 10pm 
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BBC World is a trademark of the British Broad asting 
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ANUJA BYOTRA So why have the central М 
bank's strictures have been un- Borrowings are on the rise... 
BILLION for a hundred able to control this dollar inflow? Те first aoe of 2003-04 mopped 
million! Bharti Tele-Ven- The current deluge of issues is rid- a of 2002 yis foreign el Ae еМ 


tures was looking for just ing on the economy's growth wave. аге projected to rise 46% this year 
$100 million to finance itscap- | The latest large deals have been used to 











ital expenditure programme. | finance expansions and acquisitions, 4500 ш Projected, for 3970 
Within two hours of the issue not for retiring high-cost loans, 4000 Jan-Mar 2004 

launch, it was offered 10 times which is prohibited by the RBI 3500 

the amount. And it came dirt (See: '... And The Latest Ones 3000| 2693 2824 

cheap — there is no interest to Are Being Used For Capex’). E 2900 

be paid; all that the lenders get Welcome to the second ^ 200 

is an option to exchange the phase of foreign debt in In- due 

bonds for the company's dia, one where large compa- 500 

shares at a price of Rs 232 nies are financing growth after o 

after five years. putting their debt restructuring ғү02 FYo3 Ғү04 

This issue came close оп behind them. о ore St 
the heels of the umpteenth cir- 
cular on foreign borrowings from A New Hunger more. “It was an opportune period — 


the Reserve Bank of India (RBI). In a | For evidence, lets look at the ACC issue | funds were available, terms were attrac- 
clarification to a January circular, itde- | floated in March. The cement major tive, and we were looking at expanding 
creed that external commercial borrow- | raised $100 million in global depository operations,” says N.H. Italia, president 
ings (ECBs) cannot be receipts (GDRs) and in foreign currency | (finance) at ACC. 

used for repaying ru- convertible bonds (FCCBs) because Growth is also behind National 
pee loans. But ECB it needed fuel to grow. ACC hadal- | Thermal Power Corporation (NTPC)'s 
announcements ready pulled down its debt costs | $200-million issue. The company isan 
show no signs of through pre-payments and refi- | oldhandinthe foreign borrowings mar- 
abatement — clo- nancing in the domestic mar- | ket. It has needed large amounts to 
se to a billion dol- ket. Now that the cement in- | build its 21,000-MW capacity and often 
lars of foreign debt dustry is on a rise again, itis | tapped foreign debt for the purpose. Af- 
was mopped up by in a position to exploit the | ter all, the Indian domestic market has 
Indian corporates in situation. It recently | oftennotbeen liquid enough to support 
just the January- acquired a cement | the funding programmes of this com- 
March 2004 quar- plant from Idcol | pany —it has a debt-equity ratio of 7:3. 
ter. And the ones in Orissa, andit | Also, the cost of debt abroad was 
on the anvil has plans to | cheaper. While most of the earlier funds 






















right now add modernise its | were channelled into expansion, some 
up to more th- current capac- | werealso diverted to refinance the com- 
an $700 million. ity, and much | рапуѕ higher cost foreign debt. The lat- 


Large Indian 
companies are 
borrowing more 
from abroad. But 


how are they using 
these funds? 


THIS TIME TO BUILD 
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est issue will be used entirely to con- 
з struct new plants as part of a plan to ex- 
} рапа capacity by 7,000 MW. 
5. Whenit comes to overseas acquisi- 
; dom: foreign borrowings are particu- 
Лапу attractive. This is spurring Mahin- 
dra & Mahindra (M&M) to raise $100 
million (with the right to retain an addi- 
tional 15% subscription) through FC- 
CBs. The company’s international aspi- 
rations are well known. Though its bid 
for the Finnish tractor company Valtra 
failed, it has been looking out for other 
options. Again, this is not the first time 
M&M is hitting the external debt market 
— the last time, it used the funds partly 
to replace high-interest debentures. 
Foreign borrowings are also attrac- 
tive for businesses such as telecom that 
‘incur high import expenses, Bharti Tele- 
Ventures’ competitor Reliance Info- 
comm will soon touch the foreign debt 
market to place $250-million papers. 
Like Bharti, it would use the funds for 
capital expenditure to expand its net- 
work. At least four banks including 
ICICI have already been mandated. And 
theres more to come. Gail (India) is 
planning a $100-million loan for capital 
expenditure. M&M's $100-million FC- 
CB issue is nearly tied up too. 


A Season For All? 


This growing appetite for credit is an ac- 
companiment to the Indian economy's 
boom. An internal study of HSBC in 
February found that a majority of CEOs 
planned to add capacity soon. The Insti- 
tute of International Finance (IIF) has 
drawn similar conclusions: "Domestic 
Corporations have started to revive their 





investment outlays, emerging from sev- 


| eral years of restructuring.” 





Interest rates in India, though at a 
historical low, are still higher than those 
in several other countries. NTPC raised 
$200 million for seven years at 5.5% in 
the first week of March. IDBI raised $300 
million for five years at 4.75% soon after. 
(For a comparison, consider that the 
Government of India, with its sovereign 
rating, raises five-year paper at 4.6%.) 
Even after hedging and withholding tax, 
the deals work out much cheaper, by as 
much as 0.5% in some cases. Moreover, 
the rupee is strengthening against the 
dollar, creating arbitrage opportunities 
that makes external commercial bor- 
rowings even more attractive. 

“The loan syndication market for 
ECBs definitely provides a cheaper op- 
tion to corporates, especially over 
shorter tenures. If the corporate does 
not fully hedge this debt at inception, 
but manages the currency or interest 
rate risk on a dynamic basis, the gains 
are even more significant,” says Siva 
Shankar, vice-president (structured fi- 
nance and syndication) at Citibank. 


This debt demand is finding a ready | 


market abroad. The $300-million eu- 
robond issue from ICICI Bank received 
bids for over $1.5 billion on the opening 
day last October. NTPC’s sub-invest- 
ment grade bonds of $200 million were 
oversubscribed by half in March. And 
then there was Bharti's issue in April. 
While large firms make hay, small 


| and medium enterprises in greater 


| needofdebt reconstruction have had to 


stay away from the party, thanks to RBI's 


FOREIGN BORROWINGS 





| 
| 


LOVE TH 
NEIGHBOUR 


SIA is getting richer and its 
A pursestrings are loosening 

up for india. Chinese and Tai- 
wanese banks, flush with foreign ex- 
change reserves and surpluses. at a 
time when the dollar is weakening, 
are finding indian debt papers more 
attractive than US treasury bills. 
| “While subscribers to Indian debt 
issues were largely European in- 
vestors earlier, one can now see ап 
equal split between Asia and Eu- 
rope,” says Prawin Devchell, senior | 
vice-president (debt capital markets) 
at DSP Merrill Lynch. The past few 
| years were dominated by European 
players after the exit of a recession- 
hit Japan. After a long hiatus, recent | 
issues have seen the return of Asian 
participants. In the $200-million 
NTPC bonds issue, 4596 went to Asia 
and 47% to Europe. In the case of the 
$300-million ICICI bonds, Asia tóok 
44% while Europe bought 4156. 

Today, Asia is not only lending out 

a lot, but borrowing loads too. The 
Asia-Pacific region (excluding Japan) 
has seen the highest volume (nearly 
$20 billion) and number of ivan 
deals in January-March 2004 since 
| 20041. inthis region, Australia, China, 
Hong Kong, Taiwan and India are ex- 
pected to continue with this trend in 
the year ahead too. 














the large firms who were able to replace 
higher-cost debt, smaller firms have not 
been able to do so," contends Manis 
Thanawala, director, Greenback Forex. 
"Now, when they will end a financial 
year with strong balance sheets, they 
will be unable to access the ECB route." 
Supply of foreign funds could be an- 
other issue — it has not kept apace the 
rise in demand, and that has increased 
the spreads. But that should not bea 
worry for long. The country credit limit 
for India was increased in January. In- 


deed, ifIIF'spredictionsonexternalbor- 


rowings (net inflows of around $8 billion 
in 2004-05 and around $5 billion in 


; 2005-06) are to be realised, then things 


regulations. "Until now, it was mainly | 
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aresure to get moving fast. m 





depth 


SUPRIYA KURANE 





VER the past seven years, 
P&O Ports has invested close 
to $700 million in India. That 
makes it not only the first pri- 
vate player in the port sector 
but also one of the largest pri- 
vate foreign investors in the country. In 
the bargain, it controls 30% of the con- 
tainer handling capacity in the country 
and, thanks to its higher efficiencies, al- 
most 48% of the total container trade. 
But Jimmy Sarbh, regional director 





(South Asia and the Middle East) at P&O | 


Ports, is an angry man. He is so angry 
that he doesn't want to be involved in 
any other port privatisation project. 

To bridge this gulf, one has to 
fathom the controversies that have 
dogged P&O in India. It has been ac- 
cused of creating a monopoly in the port 
sector, disqualified from bidding for the 
latest port privatisation projects, and it 
hasn't got too much support from the 
government. 


Claiming A Wide Berth 


When the Jawaharlal Nehru Port Trust 
(JNPT) crossed the coveted 2 mil- 
lion TEUs (twenty-foot equivalent 
units, a measure for container 
cargo) mark in December 2003, 

a ceremony was organised. On 
the dais were the frontline of 
the shiperati — members of 
JNPT, shipping ministry, liners, 
etc. Anyone who had anything 

to do with JNPT was being 
lauded. P&O Ports, whose Nhava 
Sheva terminal sits on a 
piece of leased JNPT land, 


a^ 
































was conspicuous that day by its ab- 
| sence. It still inspires animated hub- 
bubs in the industry. 
"Its so unfair that the people who 
helped you become world class are be- 
| ing side-lined,” says a private port oper- 
| ator. Out of the total 2.268 million TEUs 
that JNPT handles currently, close to 
5496 is handled by P&O. 
When Businessworld last spoke to 
| JNPT chairman Ravi Buddhiraja, he ac- 
| knowledged P&O's contribution. “JNPT 
has been a success because of P&O's ef- 
forts. Workers at our terminals look at 
how efficient the workers are at the pri- 
| vate terminal next door and are chal- 
| lenged to work harder,” said Buddhiraja. 
He couldn't meet us for this story. 
P&O's performance has won the 
grudging admiration of others in the in- 
| dustry too. As we researched more, 
spoke to competitors, maritime experts, 
and investment bankers, one thing was 
clear: everybody had something to say | 
about the company but no one was pre- | 
| pared to go on record. As a competitor | 
put it bluntly: it's best not to cross | 
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"The last nine 
years have been 


P&O Ports 


One of India's 
largest foreign 
private investors 
is miffed at the 
way it has been 
treated. Why? 


f i 
swords with the best. 

No doubt, it has done a laudable job 
at its three terminals in India — Nhava 
Sheva (“the jewel in Р&О% crown”), 
Chennai and Mundra. Efficiency has 
shot up. Huge 5,000-TEU ships are be- 
ing turned around at NSICT (Nhava 
Sheva International Con- 
tainer Terminal) in 24 


hours. At Chennai, 
before privatisa- 




















я tion, а vessel 
traumatic would take 21 
for us” days to turn 
Р Sah around, forcing 
тту ; 
Regional director traders to incur a 


surcharge of $200 a 
box. Today a ship takes 21 
hours. And yet, P&O is treated 
like a stepchild. Sarbh fumes: “We are 
being condemned for succeeding!” 


Between A Rock And A Hard Place 


From his swank office overlooking the 
Mumbai port, Sarbh operates five 
ports in the Subcontinent —a termi- 
nalat the hub port of Colombo, an- 
other at Port Quasim in Pakistan, 
and the three in India. He has 
dropped the idea of invest- 
ing more in port privati- 
sation now. 

He has reasons for 
that. “We were the 
first ones to 
come up with 

а privatisa- 

tion model 
for ports in 
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.. the country. We were the first private 
player to get in and dirty our hands, and 
now we aren't allowed to bid," says 
Sarbh. After successfully bidding for the 
first, third and fifth port privatisation 
projects in the country P&O was 
banned from bidding for the rest — that 
is, Kandla, Cochin and the third con- 
tainer terminal at JNPT — until now. 
The gulf between P&O's proven ca- 
pabilities and its treatment is partly ex- 
. plained by a shipping ministry source: 
.. "P&Ois a key player in the ports sector. 
- But their high-handed attitude has won 
. .them quite a few enemies.” Besides 





competitors, P&O has adversaries in | 


... Quite a few places — ministries, port 
. trusts and even labour unions. 

5 ‘Take the case of the Cochin port. The 
<- fourth, and hopefully final, round of 








bids for the Vallarpadam container ter- | 


minal at Cochin is finally through and 
Dubai Ports International has bagged 
the deal. P&O stayed out of the bidding 
"on moral grounds" But the port's pri- 
vatisation has been quite a saga. The 
previous three rounds of bidding were 
non-starters. No private party came for- 
ward in the first round in 1994-95. In the 
second round in 1999, only P&O sub- 
mitted a financial bid. However, the 
-process was scrapped on the grounds 
that P&O already operated terminals at 
г Chennai and Nhava Sheva and had bid 
{ог Kandla too. Fresh bids were invited 


_ in 2001-02, and P&O wasn't allowed, | 
_ again. The fourth time around, P&O is | 
- hotinterested. Ditto for Kandla, and the | 


. third container terminal at JNPT. 
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2000 | 
+ Y 

Takes over Buys the 
Chennai greenfield 
Container Mundra inti 
Terminal for Container 
30 years on Terminal from 
BOT basis. the Adani 
Total group. Total 
investment: investment: 
$150 mn $263 mn 


"We suggested the three terminals at 


JNPT be integrated into one, so that we | 


could offer a continuous quay of 2,280 
metres. We even suggested that a joint 








venture be set up between JNPT and | 


P&O. And what they did instead was not 
allow us to bid,” says Sarbh. 

It took bureaucratic ingenuity to 
keep P&O out. The government cited an 


ambiguously-worded paragraph in the | 


policy guidelines, which read: “The port 
should ensure that private investment 
does not result in the creation of private 
monopolies, and that private facilities 
are available to all users on equal and 
competitive terms." 


; terminal at Nhava Sheva has reached 
| break even, and the other terminals are 
| doing “good business” — that’s all Sarbh 
| is prepared to disclose. “We wouldnt be 


"It's well known that both P&O and | 
Maersk (P&O's competitor, also ex- : 


| panding its presence in India) are mo- 


nopoly builders," says a maritime ex- 
pert who has been following foreign 
ports in India. "That's their global strat- 


egy and that's what they intend to do in | 


India — control the ports, liners and 
movements to and fro ports.” This is 


| what gives the government the jitters. | 
What it didn't consider, however, is | 


that a monopoly requires the power to 
determine prices. In the case of Indian 
ports, an independent authority — 
Tariff Authority for Major Ports (Tamp) 
— determines the prices for port ser- 
vices. Periodically, every operator is re- 
quired to submit its proposed prices to 
Tamp and isn't allowed to charge more 
than Tamp-approved prices. 

Ask Sarbh and he breathes fire: 
"What monopoly are you talking about? 
All P&O terminals are competing with 
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| owned terminals. We are now looking at 
| integrating inland logistics," says Sarbh. 
| Lastyear P&O signed a deal with Concor 
| to improve rail connectivity at its termi- 
| nals.The company also plans to rappr. 





| todevelopa multi-crore greenfield con- 
_ tainer terminal and a special economic 
| zone at Kulpi in West Bengal. “We don't 
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Y Y 

Looks to Scouting for 
invest in the greenfield 
Kulpi port ports, looking. 
and develop for ways to 
a special integrate inlan 
economic zone logistics. Will 
in that area get into freight 






trains if 
г privatised 









each other right now. isn't that better for 

the customer? Besides, isn’t the third 
container terminal issue more sensi 
tive? How can you have the samecom~. 
pany operating liners, running a termi- 
nal and also controlling hinterland 
connections?" he asks, alluding to the 
Maersk-Concor consortium that has — 
bid for the third terminal at JNPT. 


Anchors Aweigh! 


Asia, particularly India, is important for 
the London-based port operating divi- 
sion of Peninsular & Oriental Steam 
Navigation Company, Half its assets in 
are Asia—~in China, Thailand, India arid 
the Philippines. Though figures aren't 
disclosed, it is estimated that a large: : 
chunk of its profits are from Asia. The 
























thinking of expanding if we weren't 
making good money. It is impossible to 





| operate a port on a remote control, and 
| India was very important to us, 50 we 
| moved here rather than have expatri- 
; ates shuttling in and out,” 


The company has announced plans 


want to take up any more government- 


vate freight trains, if the government 
lows it. 105 keen to develop a hub 
India... . The wish-list stretches on. 
But to achieve all this, the compan: 
could do with a little help from friend 
Now, success doesn't always win frie 
does it? 
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FRIEND of mine recently met 
one of Indias most successful 
fund managers, who told him 
that his next big bet in the stock 
market would be on sectors that 


| will benefit from the coming leap in discre- 


tionary consumer spending. It could be any- | 


thing from cars to consumer loans. 
His bet may not be far off the mark. Domes- 


| tic demand for all sorts of products is racing 


ahead because of the smart increase in urban | 
and rural incomes this year. Companies in | 


| these sectors are bound to benefit from the 8% 


growth we have had in 2003-04. Therealissueis 
whether the consumer boom will be sustained. 
Previous booms have petered out fast. The data 
on private consumption final expenditure in 
the national accounts shows that household 
demand growth tends to fluctuate in tandem 


| with GDP growth. It rises when the economy is 
| zipping along and falls when it stalls. 


The big question that should bother con- 


| sumer goods companies in India is whether 





this iron linkage will ever be broken. WillIndian 
consumers spend irrespective of their immedi- 
ate economic circumstances? Will they be- 
come like American consumers, who spend 
come rain or shine? Only then will we see the 
emergence of the consumerist society that our 
companies and investors dream of. 

Most ofthe analysis of consumer markets in 








India is based on the study of income patterns | 
| — how fast are incomes growing and how they | 
| are being distributed. Some economists have | 
! even stuck their neck out and said that con- 

| sumer spending increases rapidly when per | 
| 


capita income crosses $800 (India is currently 


! ataround $550). A better way to approach the, 


issue is by looking at household wealth rather | 


than household incomes. Economist Franco 


| Modigliani showed many decades ago that the 

| decision on how much to spend and save does | 
| not depend on an individual's income in that | 
| year, but on the financial expectations of | 


his/her life. This is the lifecycle hypothesis. The 
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young save despite having years of rising in- 
comes ahead and the old spend despite having 
no income. Wealth is built up in our youth and 
spent in our old age. So it plays a big role in ex- 
plaining consumer spending. 

Andy Xie, Morgan Stanley's chief Asian 
economist, says consumption tends to take off 
when net household wealth exceeds 300-400% 
of GDP. That's the level at which people feel 
confident to spend despite a bad year. He esti- 
mates that the wealth held by Chinese house- 
holds — be it in housing, bank deposits, equi- 
ties or retirement savings — is about 14096 of 
China's GDP So China's households will need to 
double their wealth before they can cut back on 
savings and start splurging more. What about 
India? Most economists say there is no proper 
data on household wealth. But my guess is that 
our households may have accumulated more 
wealth as a percentage of national income than 
their Chinese counterparts. This is because 
China wasastrict communist country till about 
20 years ago. There was no private property, no 
stock exchange and the government took care 
of retirement needs. So Indians have had more 
time to accumulate wealth. ` 

Most developed countries have household 
wealth in excess of 500% of GDP. Japan's house- 
hold wealth, at the zenith of its bubble econ- 
omy in 1990, was nine times its GDP because of 
inflated equity and land prices. The point isthat 
India's household wealth could be somewhere 
between China and the rich countries — say 
about 200-250% of GDP. It will have to double 
before we see savings rates drop and consumer 
spending rise on a sustainable basis. So house- 
hold wealth will have to rise much faster than 
GDP if it is to cross the 400% mark. The Econo- 
mist says Xie believes it will be another 20 years 
"before the Chinese become consumers in the 
accepted sense". India has a head-start. Yet it is 
safe to assume that it will take a decade to 
emerge as a western-style consumer society. 
Till then, consumption trends will continue to 
slavishly copy the broader economic cyde. M 


To grow a new market, you need new thinking. 


In emerging markets, there's 
potential for investment 
growth in everything from 
flowers to mobile phones. 


Actis, the new investment 
management company created 
from CDC, is uniquely placed 
to help investors benefit. 


We're a leading independent 
private equity investor in 
emerging markets. 


Our people have a reputation 
for pioneering new thinking 
to stimulate private sector 
growth. 


For example, we led the 
privatisation of Punjab 
Tractors, the first deal of its 
kind in India to be backed by 
private equity. 

And in Africa, where fixed 
phone lines are unreliable, we 


saw the potential of Celtel, 
which is now Africa's leading 
mobile phone group. 


Leaps like these, however, 
don’t happen by accident. 


They happen because our 
people are there on the 
ground, deeply involved with 
companies, countries and 
cultures. 


We're there working closely 
with the companies we invest 
in, providing strategic advice 
and helping them win business. 


They find our presence 
reassuring. And so do our 
investors. 


To discover how we have 
generated success both for 
investors and investees, visit 
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Promoters sold, 
Fils bought and 
the public came 
back into the 
trading ring. A 
story of how the 
stakes shifted in 
the last 6 months 


ASHISH AGGARWAL 





HE market is made up of buy- 

ers and sellers. But, in the game 

of buying and selling, subtle 

signals are sent out, picked up 

by market watchers at the end 

of each quarter when compa- 
nies file their shareholding patterns. 
Every move of the players — the foreign 
institutional investors (FlIs), banks, fi- 
nancial institutions (FIs), the mutual 
funds as well as the government — is 
analysed closely. Noted especially are 
the promoters holding. 

It is to capture the underlying text 
behind these movements that Business- 
world analyses shareholding patterns 
every half year. Our last analysis (‘Shift- 
ing Stakes’, BW, 22 December 2003), in- 
dicated that promoters were hungry to 
hike their stakes in companies. Then the 
Sensex was around 5,000 points. It had 
just overcome a depressing trough and | 
was set to peak. 

Today, however, it's a completely dif- | 
ferent story. The Sensex is ruling at | 
around 5,800. Not surprisingly, promot- | 
ers have used the bull run between Oc- 
tober 2003 and March 2004 (during | 
which period the Sensex scaled a high of 
6,194.11) to book profits. Of the 191 | 
companies in the BSE А Group, latest | 








| Punjab Tractors — 
| Dredging Corp. — 
i Lupin i 
indian Overseas Bank | 
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corporate bodies 9.41% 





shareholding data was available for only 
171 firms. Of these, promoters de- 
creased their stake in 66 firms. Higher 
share prices have also put a halt to their 
march towards adding to their equity 
holding. In 80 companies, promoters 
held on, maintaining the status quo. 


Promoters And The Public Make Hay 


Promoters aren't exactly being rash in 
booking profits. In fact, a majority of 
those who have reduced stakes sub- 
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stantially (more than 4% of the share 
capital) continue to hold in excess of 
50% of the company. For instance, the 
Gupta family and friends, who held 
67.17% in Lupin Laboratories at the end 
of September 2003, reduced their equity 
to just 50.54% by March 2004. 

The promoters of Apollo Tyres, the 
Kanwars, reduced their holding ‘by 
6.54% after mopping up 4.95% in the 
first half of 2003-04 through creeping 
acquisitions. But the Birlas, promoters 
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of Indo Gulf Fertilisers, who increased 
their holding in the first half took no 


CMC and IBP were the | 
other two companies where | 
disinvestment resulted in a | 


big dilution of the promoter's 
stake. Indian Overseas Bank's 


second public issue in Sep- | 
tember saw the government | 
share reduce by 13.77%. If | 
the much talked about re- | 
| tive about buying. They had sold bigger 


turn of capital worth Rs 75 


crore had happened, the | 
government's stake would : 


have come down to 54%. 


ernment exited from Punjab | 
Tractors by divesting its en- 
tire 23.49% stake in favour of | 
CDC (now called Actis). The | 
scrip trading at Rs 239 on 21 | 
April has given returns of | 
22.1796 since 1 October 2003, | 


The other segment of in- 
vestors booking profits is the 


public (though in cases of | 
disinvestments, its share- | 
holding has gone up). Public | 


shareholding has gone down | 
їп 132 of the 171 firms | 





analysed (Flissawitasanop- | 
portunity to buy and hiked | 
| March 2003, which dipped to 9.36% by 


their stake in 116 of those). 
Though the public has 


been selling across the | 


such U-turns as they raised their stake | Pipes, Federal Bank and J&K Bank. 
by another 3.96% to 59.08% at the endof | 
MFs Generate Returns 


March 2004, 

. Inafewcompanies, disinvestment 
brought down the promoter holding. 
For instance, in IPCL, the government 
(one of the promoters) sold nearly 29% | 
to reduce its stake to just 5%. Retail in- 
vestors used the opportunity to pick up 
8.81% share capital. 
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board, shareholders particularly have | 
booked profits in companies like Saw | 


SHAREHOLDING 


ket volatility but not so impressive if you 
look at the returns they could have got if 
they had invested in just the ‘4’ group 
shares. This group in the same period 
generated average returns of 77.5%. The 
mutual fund industry, however, fared 
better when compared with the Sensex, 
which saw returns of around 25%. 
While MFs hiked their stake by as 
much as 10.51% in Geometric Software 
and 7.04% in Federal Bank (See ‘Mutual 
Funds: Buying Big, Selling Small’) they ` 
sold just over 4% in Bongaigaon Refin- 
ery and 3.76% in Hindustan Petroleum, 
In the second half of 2003-04, mu- 
tual funds as a category bought sizeable 
chunks (like in Geometric Software) 
when they were accumulating equity, 
While selling, they pared down their ex- 
posure in smaller lots (like in HPCL. 
This signifies a greater faith in the mar- 
ket and companies. This is in contrast 
with the first half when they were tenta- 


chunks and bought smaller chunks in 
the firms where they were most active, 


Similarly the Punjab gov- | Fils Turn Bullish 


The Fils followed a distinct pattern in 
the last six months. Despite the fact that 
share prices were at the highest in this 
period, ЕП have remained bullish. They 
upped their holding in 131 companies 
out of 171 and hardly sold anything. 

To the extent that in 19 out of the 171 
companies FII stakes have crossed 20%, 
up from just nine companies during 
March-September 2003. In another 66 
companies their holding has crossed 
10%, compared to 41 companies in the 
previous six months, 

For Balaji Telefilms, which saw a hike 
in the FII stake, itis like coming full cir- 
cle. FIIs held 16.29% in the company in 


September 2003 but is now up to 
25.04%. Goldman Sachs is one of the 
major FIIs invested in the firm. Why Fils 
have bet on this company is apparent 


| from Balaji's bottomline. The company 
|i has been earning about Rs 15 crore on 
; quarterly revenues of Rs 50 crore. Now, 


Mutual funds were the most fickle in | 
their portfolio management. Their stake _ 
| went up in 76 firms and came down in 
88. In the October 2003-March 2004 pe- 
riod, diversified mutual fund schemes | 
as a category netted returns of 31.495. | 
That's impressive considering the mar- | 


it's also breaking away from its tele-seri- 
als business to venture into small bud- 
get film production. | 
While in the first half of the last fiscal 
IT and pharma were FII favourites, this 
time their interests have diversified into 
television software, banking and fi- 


__ SHAREHOLDING 


limit to 49%. (In March, the company is- 
sued preferential shares to FIIs like Cap- 
ital International and Sloane Robinson 
Investment Management as well as 
GIC, LIC and Reliance Power). 

FIs havent lost any of their enthusi- 
asm for old economy sectors like textiles 
either, ЕП stake in the Mumbai-based, 
Rs 795-crore textile firm Alok Industries 
shot up from 6.33% in September 2003 
to 27.8% at the end of March 2004. One 
reason for this interest could be that In- 
dian textile firms are engaged in a ca- 
pacity expansion drive to meet the an- 
ticipated rise in export orders once 
textile quotas are phased out in January 
2005 under WTO. 

Among the few firms where Fils re- 
duced their stakes were Geometric Soft- 
ware and Visualsoft. Incidentally, these 
companies were ЕП favourites in the 
first half of 2003-04 
































ribi donde е dni ei ao E | А i = Эс 7 : s Sebi Wants To Know More 


For equity analysts and investors theres 
Ji ME ЕЕ c] Se S - some good news. Sebi has suggested a 
Ses una. a ... MEL B new format for filing shareholding in- 
oe uM formation. The new format, likely to be 
| in force by June 2004, does away with 
the term ‘promoters’, replacing it with 
‘controlling interest’. In effect, it will * 
| Shipping Corp- a x | eliminate those who are either mere in- 
LR i Vs vestors or don't control the company 
but used to figure in the consolidated 
‘promoters’ stake because they were in- 
volved in setting up the company. 

The new format also proposes to do 
away with the current practice of show- 
ing GDR holding as an aggregate. In fu- 
ture, ownership details will have to be 
broken up into sub-categories too. 

All this will be of little use, however, 
unless the regulator can ensure that 
every company files information as per 
the rules. Stock exchanges like the BSE 
have been imploring companies to file 
shareholding data every quarter. But 
firms — big and small — remain indif- 
ferent. As on 21 April, India's largest pri- 
too. Though the first half of the last fiscal | vate sector firm, Reliance Industries, 











nance, energy and even textiles. 
In the finance sector, LIC Housing | did confirm an ЕП interest in banks, it wasyetto file its latest data with BSE. 


Though the new format has pro- 
posed a 15-day deadline to file such in- 
formation (details of the ‘controlling/ 
strategic holding’ changes by 1% or 


Finance elicited sizeable foreign inter- | seems to be peaking now. For instance, | 
est. Among its investors are foreign | inJ&K Bank the ЕП stake is now 11.49%, 
funds like HSBC Global Investment | up from 7.89% in September 2003. 
Fund, Abu Dhabi Investment Authority | As for the Fil interest in Reliance En- 
and Merrill Lynch Capital Markets. Now, | ergy, itis part of their general bullishness | more must be filed within two days) of 
it even plans to tap the GDR market with i in the power sector. Also, the company the end of a quarter, the compliance will 
a$45-million offering in June 2004. | itself opened its doors by passing a reso- | depend on how seriously the regulator 
Old PSU banks are attracting FIIs | lution to increase the ЕП investment | andthestockexchangesenforceit. Wi 
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impact- 
making 
leaders 
take on a 
new task, 
they 
either 
figure 
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roadmap 
within 90 
days or 
never do 








Mr Premji, a man 
for all seasons 


HEN I was chief executive | 


of Wipros Global R&D, 
Azim Premji asked me to 
join his office to set up Mis- 
sion: Quality. Its charter 
was to identify a Total Quality Management 
(TQM) model best suited for Wipros five busi- 


nesses and roll it out. He wanted aline manager | 


and not a quality expert to take charge. I had no 


notion of TQM and the deal was I would take ti- | 


me to ramp up by travelling to various countri- 


| esand networking, and return with a roadmap. 


No sooner had I taken up the job than every 


| third day he would call up and ask for the 
| roadmap. A time came when | was so ехаѕрег- 
| ated, 1 told him that either he tells me how to go 


| about the job or gives me time to figure it out 





myself. He replied that it was for me to figure it 
out, but gave me the golden rule. When impact- 
making leaders take on a new task, irrespective 
of the preparation, they either figure out the 
roadmap within 90 days, or never do. The most 
significant decisions of all successful Indian 
prime ministers and US presidents were taken 
within the first 90 days of them assuming office 


though they had a long tenure ahead. With | 


time, wine may get better but breakthrough 


| thinking does not. “It is my job to push you and 
| your job to push back when you know your 


limits," he said. 
In addition to that responsibility, he had 








| asked me to look after Wipro's facilities that | 
| were coming up in Hyderabad and Bangalore. 
| Initially, I thought of this as a nuisance. Every 





other day he would call, asking me a dozen 


| questions, some of which I thought were mun- | 
| daneand clerical. One Sunday, when I was hav- | 
| ing tea with my mother, the phone rang. It was 


Mr Premji again. The discussion became a hea- 
ted argument, and I lost my cool at one point. I 
shouted and after I had disconnected, my 


| mother was distraught. She asked me how I 
| could speak like that to my chairman? What fol- 


| lowed anger was remorse. The next day, 1 


walked into office and had half a mind to apolo- 
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gise to him. But when we met in the corridor 
and he started talking to me, you could never 
have guessed that we had had a head-on colli- 
sion the previous morning. He had zero carry- 
forward of the dissent. 

In another instance, Wipro was in the final 
stage of inheriting a large sales transaction 
from a potential joint venture (JV) partner. 
However, the deal involved paying a sales com- 
mission to a third party, which had been settled 
by the JV partner. The eventual buyer was a gov- 
ernment organisation. Everything was seem- 
ingly above board, and Mr Premji wanted to 
know the amount of proposed sales commis- 
sion. When he learnt it was a whopping 17.5%, 
he fumed. He demanded an explanation on 
what value a third party entity could add to 
such a deal to earn 17.5% sales commission? It 
did not matter to him that Wipro would only in- 
herit the post-sale transaction. Mr Premji flatly 
refused to inherit the deal. 

On another occasion, a Wipro employee 
was terminally ill. As a last-ditch effort, doctors 
suggested a Rs 17-lakh marrow transplant. The 
amount was not covered under the policies 
then. A senior executive met Mr Premji and su- 
ggested that the company pick up half the cost. 
He listened through the case and replied: “Wh- 
ena person is dying, you can't give him half a li- 
fe. Either we pick up the full cost or we don't.” 
Wipro took up the full expenditure knowing th- 
at the employee might not survive. He did not. 

On a trip back from Aurangabad, both of us 
were returning from the airport in Mumbai. 
Those days, Wipro had an articulated vision 
thathad to dowith top line, bottom line growth, 
return on investment, and being one of India's 
25 most admired companies. I asked him if he 
were to choose one aim, which would it be? 
Without hesitation, he said he would choose 
admiration. Today, as Time picks up Azim Pre- 
mji as one of the world's 100 most impact-mak- 
ing people, it is a tribute to the organisational 
vision he nursed at a time when it sounded so 
remote in the Indian context. n 
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HE first telegraph line in India was commissioned 
in October 1851 for the East India Company. That 
was the beginning of India's electronic contact with 
the world. A hundred years later, the first automatic 
telephone exchange opened in Calcutta. From 
then to 1995, (when the first cellular phone call was 
made at the princely cost of Rs 16.80 per minute) 
for the average Indian, getting a telephone connection meant 
having contacts at the right places or a wait that could take 
years. Not anymore. With the mobile subscriber base rising by 
about 1.5 million every month, India is the fastest growing 
mobile market today. 

Of course, what is playing out in India is just one exciting 
chapter in the global wireless revolution — а revolution that 
has ensured that mobile phones are the most wide- 
spread communication devices on earth. There are 
1.3 billion mobile subscribers around the globe to- 
day, and this number is expected to rise to 2 billion 
by 2007. By that year, India is expected to have 207 
million mobile subscribers — or just over 10% of the 
total global subscriber base. And it will probably also 
have the lowest rates for cellular telephony any- 
where in the world. 

In a space of a decade, the Indian telecom sector 
has moved from the boondocks to become a global 
growth story on steroids. This year is expected to be 
the seminal year in the country’s telecommunica- 
tions history. By September 2004, the number of cel- 
lular connections is expected to overtake the 42.5 
million fixed line connections, says international re- 
search firm Gartner. 

Some analysts advise taking a slightly more 
conservative figure. They point out that there is 
some degree of over-counting by cellular ser- 
vice operators in the mad rush to report ever 
higher subscriber numbers. It is often hard 

to tell just how many active subscribers 
each operator has. While post-paid cus- 
tomers need to surrender their number 
to recover their deposits, there is no 
such compulsion for pre-paid cus- 
tomers, who account for well over 











80% of the subscriber base. And most operators allow a pre- 
paid subscribers to exist in the system for anything ranging 
from 45 days to six months, even after the've stopped buying 
talk-time. So many of those subscribers simply do not exist. 

Since churn rates — the rate at which subscribers move 
out of one system to another every month — vary between 
3.6% and 6% in the different cellular circles of India, the possi- 
bility of double counting is fairly pronounced. (Churn rates 
are much higher in India compared to other countries in the 
Asia-Pacific region, with the exception of Hong Kong and 
China. Gartner's data for 2002 shows that Indonesia has a 
monthly churn rate of 1-2%, while Japan's monthly churn rate 
hovers around 1.5-2.6%.) 

Even the spectre of double counting cannot take away 





As India joins 

the wireless 
revolution, a new 
chapter in its 
telecom future is 


about to unfold. 
By Radhika Dhawan 


SATVAIT DATTA & ANAND SINHA 














OPENING ESSAY 
































from the fact that India’s mo- s ET, 
bile party is in full swing. And Оп home ground... —— | | and away 

that it is likely to continue at А Wireless is set to march past fixed lines in M i India emerges as a top 
least for the next couple of 40, March 1999 Wireless nation (Dec 2003) 
years. Everyone — the govern- за дз. от China ПОНЕ 25; 
ment, vendors, handset man- зо Уо! US mum 156 
ufacturers, and operators —is | 35| Japan NN 52 

pulling out all the stops to | 2. Germany MIN 62 

make sure that the party does- ei “es | 
nt end prematurely. The intro- 10 киши 

duction of the unified licence 5} Brazil шш 46 

has sorted out the key regula- ot мм» И» 

tory concerns, Sure, there are Russia 0126 

still a few patches left uncov- Korea IN 35 | 
ered, like a spectrum policy or a miss 

raising the foreign direct investment limit to 74%. But the in- | Vince Mazzola, president — fuss і 
dustry feels that these matters will be sorted out soon afterthe | and CEO of Lucent Tech- Manteo? ш 

elections. "Unless we do something very stupid, I think there is nologies India: "China has Twrkoy 30 rr 
a lot of potential left in this market,” says Sanjay Mehta, head | reached ahigh level of tele- |, Ийис o i 
of telecom, Ernst & Young. density and the wireless | P&wesinmions * Maren 2004 


The equipment and handset vendors are clearly keeping 
the growth story going. Reliance Infocomm's deal with Lucent 
Technologies in 2002 set the benchmark for the lowest equip- 
ment prices in the world. If two years ago, capacity enhance- 
ment cost over $100 per subscriber, it is under $40 now. Nokia 
is now getting increasingly aggressive in the Indian telecom 
equipment market. Recent data suggests that its equipment 
rates have come down to $25 per subscriber — once again, 
among the lowest in the world. 

In fact, impressed with Reliance Infocomm's negotiating 
capabilities, two US-based wireless operators called the com- 
pany in the past month asking if they could source jointly, and 
thus bring down overall costs! In another landmark agree- 
ment, equipment vendor Ericsson agreed to a revenue-shar- 
ing deal with Bharti for upgrading its Delhi network to the ‘En- 
hanced Data Rate for Global Evolution' (EDGE) technology. 
Based on a GSM data technology, the system will allow Erics- 
son to earn a percentage of revenues every time a subscriber 
downloads video or plays a Java game. In fact, some of the ven- 
dors that Businessworld spoke to admit that participating in 
the Indian market has forced them to radically reduce costs in 
their own companies. 

This kind of co-operation between vendors and operators 
is quite unusual in the wireless world. But these deals are also 
likely to set the tone for the future for a number of reasons. 
One, no vendor wants to be left out of this wireless party. Two, 
India is a far easier market to break int , as compared to some 
of the other growing Asian markets like Japan. The Japanese 
market is biased towards local vendors since the in- 
frastructure is based on their proprietary telecom- 
munications standard, which makes for a diffi- 
cult environment for new vendors. 

But how does the Indian telecom story 
compare with that of the other amazing Asian 
growth story, China? Indias initial pace of 
growth has, in fact, been spectacular. In 1996, 
nine years after China opened up to wireless 
telecom, it had 6.8 million subscribers. After nine 
years, India had 28.2 million subscribers. Says 















spending is relatively flat." 

While China has already surpassed 250 million mobile sub- 
scribers, the rate of growth has slowed down over the past six 
months. Chinese equipment providers like ZTE and Huawei 
are now competing in the Indian market, and very aggres- 
sively at that. ZTE bid $45 per line for BSNL's 750,000-line 
CDMA contract last year. 

However, it is not as if India will become a more important 
market than China. That is still a few years away — Mazzola 
figures it will take at least five years. Chinas spending on tele- 
com last year was $25 billion and the mobile market is still 
adding 5 million new subscribers every month. The telecom 
spend in the Indian market is going to touch $ 3.1 billion this 
year, although by the end of the year, India is likely to overtake 
Korea and Malaysia. Where it might surpass China is in the so- 
phistication of the services it offers. Already, some of the cut- 
ting edge data technologies that the world has to offer are be- 
ing tested out by Indian operators: Qualcomm's Push to Talk 
technology by Tata Teleservices, live video downloads on 
GPRS by Hutchison and the EVDO wireless broadband from 
Lucent Technologies is being tested by Reliance Infocomm. 
Innovation in the wireless world will continue to come from 
the vendors, but increasingly, India features among the first 
ports of call for rolling out new technological solutions. 

Arguably, for the first time in its history, India will be at the 
leading edge of a global phenomenon. Yet, as this survey will 
argue, the players in this market won't be partying all the time. 
That's because the level of competition is likely to be among 

the highest in the world, especially since the pace of 
consolidation from now onwards will be rather 
slow and measured. So what will determine the 
market structure? And who will set the rules of 

GA =the game? As India evolves as a wireless soci- 
Bi ety what will be the fate of the fixed line voice 
model? In a country of over 1 billion people 
spread over 6.4 lakh villages, has the time 
come to write the fixed line's epitaph? Come, 
grab a ringside seat, as India's telecom future is 
about to be rewritten. a 
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HE events of 15 January 2004 arent likely to be forgot- 
ten ina hurry. That's the day Idea Cellular snapped up 
the six-circle operation of Escotel Communications 
— a move that could significantly alter the telecom 
market structure in India. All along, Bharti Tele-Ven- 
tures had been the frontrunner in the race for Esco- 
| tel. After the unified licence regime began to take shape and 
clarity emerged in the regulatory environment, most telecom 


of industry consolidation. The 
assumed that it would, in turn, eventually force regional 


pare to be acquired. 
But everyone had obviously under-estimated the wild 


ness. No one was quite sure of Idea's 
became clear that the Tatas were interested in investingin Tata 
Teleservices, 
ensured Idea Cellular was never starved for cash had done lit- 
tle to negate that perception. 

Noone quite anticipated things would change inside Idea, 
-even when it announced its much-delayed financial closure 
on 30 October 2003. Then, armed with the confidence of fi- 
nancial stability, Idea obviously decided that pipping Bharti at 
: the post was the only way it could stay in the race. And it does- 
| n'tend here. Says Vikram Mehmi, CEO of Idea: “We see our- 
| selves as an aggressive consolidator.” Whether Idea's ambi- 


the telecom space will now be a six-horse race, And the six — 
BSNL, Bharti Tele-Ventures, Reliance Infocomm, 
Hutchison, Tata Teleservices and Idea Cellular — 
are all players who cannot be wished away any- 
time in the near future. 

This is not exactly how things were sup- 
posed to be. When policy makers first started 
thinking of the unified licence as a way out of 
| the CDMA and GSM imbroglio, there was 
some sense that the government had given out 
too many telecom licences too soon — more 
than anywhere else in the world. One way out was 
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experts assumed that Bharti 's move would hasten the process | 
Escotel deal would be the all- | 
important trigger. Once Bharti completed the deal, it was | 


operators like Idea Cellular and BPL Mobile to merge or pre- | 


card in the pack: Idea Cellular. Until then, Idea Cellular was | 
considered to be a mere regional player that had three spon- | 
sors (Birla, Tata and AT&T), each with an equal amount ofeq- | 
uity stake, united by their collective indifference to the busi- | 
future, especially after it | 


their CDMA venture. The fact that the sponsors | 


tions actually fructify, with an aggressive acquirer like Bharti | 
in the picture, is still to be seen. But one thing is quite certain: | 












As six players jostle for 
control, India looks set 
to be one of the most 
competitive telecom 
markets in the world. 
By Radhika Dhawan 


| to create an open market situation by allowing unlimited 
| mergers and acquisitions. 
| In fact, the final intra-circle merger and acquisition rules 
| cleared by the government were more liberal than what the 
| Telecom Regulatory Authority of India (Trai) had initially rec- 
| ommended. At first, Trai had stipulated that two players merg- 
| ing їп а circle should not have more than 50% of the market. 
| Butthe policy-makers increased that share to 67%, paving the 
| way for further consolidation and, thereby, gradually reducing 
| the competitive intensity. 
| But the reality turned out to be very different. Consolida- 
| tion will now be slow and measured. “All this is nice theory. In 
| the real world, you are talking of tangibles of technology and 
| intangibles of ego,” says the CEO of one of the big six players. 
| All the six players — whether they belong to the GSM or the 
| CDMA camp — already have significant footprints. So even if 
| Reliance Infocomm and Bharti were to consider an improba- 
| ble merger, what would be the synergy? After all, no acquirer 
| would want to duplicate infrastructure. 
| Besides, the economics of the telecom industry allow even. 
regional players to hold out far longer. That's because the wire- 
| less industry has high fixed costs but low variable costs. So 
while scale is important for long-term sustainability, in the 
short and medium term, operators can easily set up the net- 
work and run it for very little money. And with the market dou- 
| bling year on year, propping up the topline isn't that hard — at 
least not just yet. This is exactly what Escotel Commu- 
nications did for almost two years before selling 
out. Despite its best efforts it could not raise the 
funds to expand in the three circles it got 
licences for in the fourth round of bidding. But 
its operations in all its existing three circles 
were cash positive and it was the leading oper- 
ator in Kerala and UP (West) when it sold out. 
Another example of an operationally 
viable regional player is the BPL group. Future 
expansion of the groups footprint may be in ques- 
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heighten competitive pressures. Interest among foreign oper 
ators is already evident. Says McKinsey's Venkatara- 
«а тап: “Virtually every week we get a call from а 
- major operator asking about India. The 
orbe competition scares them off a bit, 
: Ч but they are interested.” New 

media reports indicate 
that Singapore Tech- 
nology Telemedia, a 

/ Singapore-based op- 
erator, and Temasek 
Holdings, a Singapore 
based investment com- 
pany, are interested in 

acquiring AT&T's 33% 

stake in Idea. Of late there 

is talk of Telekom Malaysia, 
the biggest telco in 
Malaysia, also joining on the 
race for the same share in 
Idea. Then there is incessant 
talk of Vodafone, the leading 

European wireless player, 

which is scouting around in the 

country for opportunities. If 
Vodafone does enter India, it will 
play the game to win. 

So call it hyper-competition. 
Clearly, the Indian telecom market 
will be among the most competitive in 

the world. With the possible exception 
of Hong Kong, which is also a very com- 
petitive six-player market, most other 
Asian countries have an average of three 
players. In China both the players are state- 
owned. India's pattern of market growth is 
every bit like China, but its market structure is 
more like the US. 
Once deregulation happened in the late 1990s, the 
US market was marked by hyper-competition in every 
segment of the industry. It is only in the past five years that 
market consolidation has begun, the biggest move being 
tion, but operationally it's Mumbai circles are a very profitable | Cingular's recent $41 billion takeover of AT&T W ireless. In that 
set-up. Says Ramesh Venkataraman, partner, McKinsey &Co: | market too there were quite a few national players and 
"There is no reason for any player to consolidate on a pure | regional players. 
cash flow basis." Apart from fuelling hyper-competition, this market struc- 
But even if the single market or regional players do sell out | ture in India could have yet another fall out: over-capacity 
atsome stage, their absence still won't reduce the competitive | BSNLis planning to expand capacity to 16 million lines by the 
pressures in the market all that much. Bharti recently ac- | end of the year. Bharti will have the capacity for 12 million 
quired a 67.596 stake in Hexacom, grabbing nearlya halfofthe | lines by next March. Tata Teleservices will be present in 700 
market in Rajasthan. That takes one player out ofjust опе cir- | towns by the year-end. 
cle. It still leaves out other niche players like Spice Communi- Says the CEO ofa leading vendor: “Any player that you talk 
cations (Karnataka and Punjab), Aircel (Tamil Nadu and | tois talking of 25-30 million subscribers in the next few years, 
Chennai), BPL Mobile (Mumbai) and BPL Cellular (Tamil | Thisisa bit ofa stretch.” 
Nadu, Karnataka and Kerala). Yet there will be at least five mo- | Will this actually result in over-capacity? It is difficult to say. 
bile players in each of the key circles. If players merely depend on voice traffic, then it probably will. 
In fact, once the government raises the bar on foreign in- | Butifthey can develop a strong market for data and fill their 
vestment to 74% — a move that is expected to come through | networks with data and applications traffic, it could well ease 
after the general elections in April-May 2004 — it could | the pressure on them. is 
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HE next two years will be de- 
cisive as the wireless market 
in India reaches its take-off 
point. Another 70 million 
new wireless subscribers are 
E expected to be added by 
:2006, pushing up the total base to over 
100 million. No other world market 
has seen this pace of development. 
But achieving thís runaway growth 
will hardly be a cakewalk. In fact, the 
six leading players — BSNL, Reliance 
Infocomm, Bharti Tele-Ventures, 
Hutchison, Tata Teleservices and Idea 
Cellular — are clearly hunkering down 
for the big challenge ahead. All of 
them are aware that their long-term 
sustainability depends squarely on 
how large a share of the growing mar- 
. ket they can garner. Says Mike Harris, 
г analyst, Gartner Research: "The sense 
that you get is that Indian operators 
| are trying to manage growth and grab 
“marketshare. And they are still grap- 
pling with how to get ahead on prof- 


managed their businesses all along. 
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The King and still the most 
aggressive acquirer. Profitable 
operations. Focus on increasing 
penetration in the circles 
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itability.” The challenges will be immense: funding the growth, 
increasing marketshare, developing new applications, keep- 
ing network costs down, and creating the right balance be- 
tween high growth and high margin of the products in their 
portfolio. What's more, none of these initiatives will be achiev- 
able without changing the way the wireless operators have | 


So what's a good starting point? It could well be 
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| As driving market growth becomes critical, the rules 
ofthe game in the wireless business are all set to 
change. By Radhika Dhawan and Anup Jayaram 


net additions per month, the network 
optimisation needs to be viewed on a 
much larger scale. Says Kobita Desai, 
analyst, Gartner: "The issue of manag- 
ing this (growth) is not trivial. Going 
forward it will be crucial to ensure that 
networks are well planned and opti- 
mised so that capacity constraints do 
not become growth inhibitors." 

A real danger is that in a high- 
growth market, capacity tends to be 
exhausted very quickly. And very of- 
ten, operators buy a new system ora 
billing solution and find that it doesn't 
integrate. No wonder Telecom Italia 
has 70 different billing systems just in 
the metropolitan region of Rome. This 
is something that Indian operators 
must guard against. 

But ensuring an optimum network 
isn't an easy proposition. In a high- 
growth market, timing capacity addi- 
tions can be tricky. A month ago, Bharti 
chose to avoid this dilemma entirely 
by outsourcing its entire network 


| management and IT services to Ericsson and IBM. By weaving 

| in the service level agreements into the contract, Bharti has 

| passed on the entire onus of delivering network quality to its 

| vendors. And in the process, it has reduced its own manpower 

| by as much as 400 people. With this, Bharti stands to save close 
to Rs 50 crore every year. 


But while this might push Bharti’s profitability, not every- 





one is fully convinced that this is the way to go. “IFI 
- can't add value to my network then what am I do- 


shedding what critics call “the roll-out mentality”. 
This particularly plagues the GSM operators. To 
some extent this has been unavoidable, since 
operators have had to cobble together a net- 
work instead of having the luxury of being 
able to plan it at one go. Also, roll-outs were 
sometimes piecemeal due to funding con- 
straints — so they ended up networking just 
the main towns, and not the highways. Now that 
the market is growing at an average of 1.5 million 





ing in this business? This is a critical part of my 
value chain,” says CEO ofa wireless operator. 


Trying To Stand Out 


Building a differentiated service in a six-horse 
race is far from easy. So far, most operators 
competed only through new tariff structures. 
Now rates are already the lowest in the world and 
operators need to find anew plank to position their 
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broadband and corporate data services 


Expanding to 4,000 towns by year-end. Betting 
equally heavily on consumer wireless, retail 


circles to expand coverage. The first mover here was BSNL 
when it launched services in November 2002. Says Prithipal 
Singh, former chairman of BSNL: "No one else had a coverage 
that was anywhere close to what BSNL provided." In the 
process, it managed to snag subscribers in areas where was no 
connectivity whatsoever. Even today, its coverage is more 
widespread than the private operators. Incidentally, it does 
not have a roaming agreement with any private player. 

The others are now following in BSNUs foot- 
steps. Reliance is readying for a massive distribu- 
tion surge. It is planning to expand its coverage 
from thecurrent 1,100 towns to 4,000 towns bythe 
end of this year and will provide connectivity 
along the highways. The company has 70,000 pre- 
paid distributors, the largest cohort of distributors 
in the country. Bharti is launching its services in 
the North-East of the country and during this fis- 
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service оп. In fact, Reliance tried to be different in a market 
cluttered with price positioning, but that did not go down well. 
The company entered the market with the tag line ‘Kabhi | 
Computer Kabhi Mobile Phone. But the idea was well before 
its time and turned out to be a mistake. The company quickly 
switched to a price positioning. Says Kaushik Roy, head of 
marketing Reliance Infocomm: “The problem was that the 
company created this huge push for VAS (value-added ser- 
vices) when none existed at the other end.” 

Basics like customer service and network hygiene will be 
taken for granted. Hutchison tried out an innovation in cus- 
tomer service in the Gujarat market last year, which is being | 
extended to other circles, Mobile cus- 
tomer service vans were introduced 
in the smaller towns. These vans are 
linked via GPRS to the network and all 
billing requests and clarifications can 
be made on the spot. Better service 
levels, it hopes, will help it stand out in 
the crowd. Then there are smart inno- 
vations like recharge kiosks. Since bat- 
teries have a nasty habit of dying out at 
the wrong time, Hutchison is setting 
up these kiosks at airports and hospi- 
tals. Bharti, for instance, now allows 
consumers to pay their bills anywhere 

















Asim Ghosh, 


Highly profitable operations. 
Focussed on consumer wireless 
and the post-paid market. Using 


cal it plans to double the number of base stations 
from 5,000 to 10,000. The true competitive advan- 
tage of having a pan-India network will come in 
when customers get the feel that distances no 
longer matters. 

Operators today have it in their power to oblit- 
erate the differences between a local anda long 
distance call but are held back due to a charge called the Ac- 
cess Deficit Charge (ADC). It is an oddity of the Indian market, 
and is regarded as a back-handed way of ensuring continuing 
protection to BSNL. It is paid as a part of the interconnect to 
BSNL, regardless of whether the call is actually carried on 
BSNL network and adds anything from 30 paise to Rs 4 to call 
costs, Once this charge goes, the cost of carrying the call will 
come down significantly allowing operators to bundle plans 









_ regardless of where the subscriber is on the home network. 


For instance, one could have a 100 minute plan regardless of 
where you place the call from. 


Voice Plus Plus 


Another plank that operators are bet- 
ting on is segmenting consumers and 
then addressing solutions to specific 
segments. Both Tata Teleservices and 
Reliance are betting very heavily on 
creating applications for different seg- 
ments of their population — youth, 
€-governance projects, or simple 
transactional services. Tata Teleser- 
vices is betting on a voice messaging 
technology called Push to Talk, keep- 
ing in mind the next wave of sub- 
scribers, who may not be comfortable 





in the country. It has also cleaned ири applications as a differentiator communicating in English. 

network by removing subscribers with Reliance is on the verge of testing 

a poor track record of paying bills. CIRCLES: 11 out Lucent Technologies’ EVDO tech- 
Operators like BSNL, Reliance In- SUBSCRIBERS: 5.1 million nology that promises video down- 

focomm and Bharti are betting on a MARKETSHARE: 15.41% loads on CDMA phones at speeds of 





pan-India footprint being a key differ- 
entiator. Now that these companies 
have a basic coverage of about 1,000 
towns, they are delving deep into their 
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512 kbps. Bharti is testing out the 
EDGE technology in Delhi for video 
downloads while Hutchison is bank- 
ingon the GPRS and MMS platforms. 
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In fact, Hutchison has been 
using GPRS value-added applica- 
tions as the basis ofits differentia- 
tion strategy for some time now. It 
was the first operator in the world 
to have live video downloads ona 
GPRS phone. Says Harit Nagpal, 
vice-president (marketing), 
Hutchison: “A lot of the innova- 
tionin the applications space that 
is coming in from vendors is be- 
ing rolled out in India.” 

How important will VAS be? 
That needs to be answered in dif- 
ferent ways. As a differentiator, it 
could be very important. Says 
Prakash Bajpai, president, Re- 
liance Infocomm: “The data-car- 
rying capability will be our sec- 
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A late-starter but banking on 
getting a higher share of new 
subscriptions. It is poised to be 
one of the pan-Indian operators 


SUBSCRIBERS: O.6 million 
MARKETSHARE: 1.87% 
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Focussed on consumer wireless 
and voice. Has a strong last-mile 
edge that could be leveraged for 
data services and broadband 
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ond biggest differentiator. The 
phone will be your connection to 
all kinds of transactional and in- 
fotainment services.” 
But if operators are looking at 
applications to increase ARPUs 
(average revenue per user), that might be a bit ofa stretch in | 
India. Says Harris of Gartner: "If one looks at the general 
curve to increase penetration, the price points either | 
stay or reduce.” Once ARPUs are down it is difficult to increase 
them, except in a small audience. Now, the gizmo-toting In- 
dian consumer is growing fast but he will stay a small propor- 
tion of the total voice market. So VAS is likely to help stabilise | 
ARPUS instead of increasing them. This has been true even in 
more sophisticated data markets like Korea and Japan. 
Operators differ on what the eventual impact VAS will have 
on their topline. For a pure wireless player like Hutchison, the 
bet is on the contribution being in single digits. But both the | 
CDMA players are extremely bullish on data applications and 
bet that revenue will hit 20-2596 in the next couple of years , 
mirroring the Korean and Japanese markets. Says Amit Bose, 
president (telecom), Tata Teleservices: "The Indian market has 
alow PC penetration. Also, like the Japanese market, theyouth 
elementis much stronger.” Itisimportant to note here thatitis | 
essential for the two CDMA players to push large amounts of 
data through the network. A CDMA 1x network does carry | 
more data per spectrum but the true efficiency of the network | 
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pre-paid consumer wireless market. 
Ownership likely to change soon 
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Has the smallest footprint. Focussing on the 
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comes in once large amounts of traffic are pushed through. 
For the GSM players there is an issue of upgrading the net- 

work to 2G to carry data. The question is how expensive will 

this be? Bharti, for example, invested about Rs 15 crore to up- 


| grade to an EDGE network in Delhi. 


At the end of two years, growth will slow down and the 
market will start maturing. By then operators will need to have 
a balanced portfolio with a bunch of high-margin services to 
raise profits. When growth slows the operators can focus on 
these very quickly to improve profitability. For integrated 
players like Bharti, this balance in the portfolio could come in 
from long distance or corporate data services. 

But that is not to say that pure-play wireless players like 
Hutchison will have a disadvantage. The balance could come 
in from something less sexy, like a large base of subscribers us- 
ing transactional services regularly, such as ticketing or shop- 
ping, or just playing Java games at Rs 100 a download. 

Shareholders are not kind to players who have lost balance 
in their portfolios. Take the example of AT&T. It had extremely 
high growth in the wireless business but it was balanced by 
good margins in the consumer long distance business. The 
firm generated a lot of cash in consumer 
long distance, which was not growing at all, 
but actually shrinking. And that enabled in- 
vestment in the wireless business. 

In the last year. AT&T stock has had a 
horrible performance because it no longer 
has the wireless business to provide growth. 
All AT&T has now is a cash-rich long dis- 
tance business that has seen a decline of 
late.The company lost the balance in the 
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portfolio, and that has cost it dearly. It is a 
dangerous pitfall that operators need to 
avoid once the market matures. 
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Explosive market growth and lower costs have 
provided some relief for the telecom players. 
But only just. By Radhika Dhawan 


ONTRARY to popular 
belief, most telecom 
players in India are 
generating an EBIDTA 
(earnings before inter- 
est, depreciation, tax 

and amortisation) margin in the 
35-40% range. (This is based on 
industry estimates since none of 
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growth and have reduced equip- 
ment prices to the lowest in the 


world. Operators like Reliance’ 


Infocomm have done a fantastic 








the players, other than Bharti 
Televentures, put out financials 
in public domain). Why is this 
significant? These figures are 
perhaps far lower than what op- Мой lanan ваны 


S C 













‘Apr '03-Dec '03, for mobile operations; *2002-03; 
Market estimates and company sources 


| Idea Cellular 36 | job of convincing vendors like 

Aircel 4a Lucent Technologies that it is in 

Escotel ; 40 | their interest to lower prices. The 

ВРІ. Mobile (Mumbai) _ 48 | trade-off: low ARPUs, but big 

BPL Cellular — 34 volumes, Equipment prices that 
Bharti Tele Ventures — az | 
i icati | 


were pegged at $100 a subscriber 
are now below $40, An estimate 
by Lehman Brothers says that 
| prices are so low in India that it is 
| possible to break even at a $5 
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erators in other emerging mar- $ 
kets like China earn. But com- 
pared to the dismal scenario that Indian operators faced even | 
two years аро, these numbers mark a real improvement. | 
“Things have improved, but the margins are not high | 
enough to pay for interest costs and write off accumulated | 
losses,” says T.V. Ramachandran, director-general, Cellular | 
Operators Association of India (COAT). 
. Eventwo years ago, the cellular industry was groaningun- | 
` der the burden of Rs 7,700-crore accumulated losses. Intense 
competition had pushed tariffs down to being some of lowest 
rates in the world. And most cellular players were busy post- 
poning break-evens. Fortunately, things have looked up since, 
thanks largely to the rapidly expanding market. Aided bythe 
marketing push of the CDMA players, particularly Reliance, 
and incoming calls becoming free from May last year, new 
subscribers have flocked to wireless. Even today, at $10 a | 
month, the average revenue per user (ARPU) is still low. With | 
33 million subscribers (up from 6.43 million two years ago) | 
across all the networks, business models now have scale. | 
While market growth has boosted the topline, 
wireless players have had the benefit of lower in- 
cremental costs. Much of the growth has come 
through pre-paid connections, which is much 
.. cheaper to acquire and maintain compared to 
` post-paid. Starting last year, the benefits of a 
© reduced license fee also began to kick in. For 
<- instance, the fee savings for Idea work out to 
be Rs 500 crore over four years, while Bharti 
saves Rs 600 crore over the same period. 
Vendors have bent backwards to support 









ARPU (ARPUs are currently at 
$10). All of this has contributed 
to higher margins and therefore, better bottom-lines. For the ° 
year 2002-03, Bharti had an EBIDTA margin of 25%. For three- 
quarters of the year 2003-04 (fourth quarter results are still to 
be released), the margin jumped to 33%. Yet despite improved 
performance, Bharti and Hutchison are the only two wireless 
operators earning net profits. Reliance Infocomm claims it is 
cash positive this year. Idea Cellular claims it will be profitable 
over the next two quarters. 

There's one reason why most operators are still not prof- 
itable: high debt. An uncertain regulatory environment meant 
that companies could not reach financial closure and make 
concrete plans for expansion, which in turn deprived them of 
low-cost funds. Beyond a point, sponsors could not keep 
pumping in money. Neither could they exit the business due 
to, once again, lack of regulatory clarity. Consider Spice Com- 
munications. Last year, it had a net revenue of Rs 433.3 стоте, 
generating an EBIDTA of Rs 143.5 crore. But it also had a debt 
of Rs 1,110.4 crore on an equity base of Rs 551.9 crore. 

BPL Cellular has a similar problem. Since it didn't 

have enough money to invest in the business, it 

could not garner enough subscribers when ће. 
market expanded. After its financial closure 


capital from 18% to 14%. Today, its cash flows 

are barely enough to service its high-cost debt 

of Rs 1,758 crore. On the other hand, BPL Mo- 
bile, which handles the Mumbai circle, is in the 
pink of health. There, it has a net revenue of Rs 
400 crore and an EBIDTA of Rs 192 crore. a 
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last year, it was finally able to reduce its cost of 

















lanes 


HE last few years have been a period of dramatic 
changes for the state-owned Bharat Sanchar Nigam 
(BSNL). It has moved into a rather swank office and 
has successfully rolled-out the first phase of its mo- 
bile phone service, CellOne, backed by an advertis- 
| ing blitz. But in the middle of all this action, people 
| seem to have simply forgotten that BSNL is better known for 
< being the single largest provider of 
fixed- line services in the country. Г 
-  BSNLandits sibling, Mahanagar 
Telephone Nigam (MTNL), which 
| operates services in Delhi and Mum- 
bai, control over 95% of the fixed-line 
~ business in the country. With a shade 
under 43 million subscribers, India 
has the fifth-largest base of fixed lines. 
г. But things do not seem to be hunky 
| dory as far as the fixed line business is 
concerned. That's evident in the 
numbers. During the last fiscal, while 
‘the mobile subscriber base shot up by 
| over 20 million, the fixed line base in- 
creased by 1.6 million. Of that, BSNL 
I was able to add only 18,679 new sub- 
scribers, That'sjust 1,500 new subscribers a month. In fact, un- 
. til the mobile boom happened soon after the New Telecom 
:: Policy in 1999 (NTP '99), the fixed line business was recording 
| anannual growth of over 20%. 
| "Whatis not evident in these numbers is that many BSNL 
“and MTNL subscribers have been surrendering their fixed- 


Penetration of 
fixed lines 
(96 of population) 


2.0 





| such connections were surrendered by subscribers. There are 
two reasons why consumers gave up their connections. One, 


which had two fixed line phones, gave up one. Two, 
tariffs for mobile connections have fallen dramat- 
ically, making it far more accessible for the com- 
mon man. Also, the public providers have lost 

` business because many people are opting for 
"a private fixed line connection. 

|. Right now, fixed line operators are looking 
for ways to ensure continued growth. But 
‘while it costs Rs 24,000 to lay a new fixed line 
connection, опе can get a new mobile sub- 
| scriber for just Rs 6,000. 


| line connections. Over the last three years, close to a million | 


: the improved quality of service meant that many homes | 
















































| Fixed to the ground 


Slow growth doesn’t reflect the true potential 














hanging 


With the wireless 
revolution continuing 
unabated, fixed line 
companies are looking at 
tweaking their models. 

By Anup Jayaram 


So, the big question is: does the 
fixed-line business in India have a 
future? 

Sure, it is going through a tumul- 
tuous phase. In a way, the perception 
| of fixed line for the masses and mo- 
bile phones for the classes has 
| changed drastically. As Rajan Mittal, 
| joint managing director, Bharti Tele- 
Ventures, puts it: “The whole theory 
has been turned on its head. So cor- 
porates and home data users (basi- 
| cally, Internet surfers) are going for 
fixed lines. But, the masses are opting 
for mobile services, which are now 
really cheap.” It is unlikely that this 
will change anytime in the near future. 

Already, in the US, the growing mobile base has started to 
change the contours of the telecom market. According to a 
study by telecom solutions provider CIT-PriMetrica, the threat 
posed by the wireless industry is potentially staggering, Nearly 
half of the US fixed line users are prepared to shift to a shared 
wireless phone service. But in countries like South Korea, with 
the advent of broadband services, earnings of the fixed service 
providers have actually gone up. Not surprisingly, the highest 
demand for bandwidth in Seoul is at 2.00 p.m. when house- 

wives start surfing the Internet on their home PCs. If 
operators in India play it right, the same could be 
replicated here. 

But, over the past years, private fixed line 
operators like Bharti, Tata Teleservices and Re- 
liance Infocomm have added close to a mil- 
lion lines. Today all the private fixed line play- 
ers combined have 2.35 million lines in place. 

Of this, fixed wireless terminals account for 1.2 
million lines. 
Yet with all the newly-added fixed lines, incum- 
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FIXED LINES 





bent BSNL still isn’t finding droves of 
new customers. However, despite the 
flagging growth, Vijayendra Prasad 
Sinha, chairman and managing direc- 
tor of BSNL, remains optimistic. He 
says: “Demand for fixed services will 
increase once we start offering value- 
added services." For now, this relates to 
providing high-speed Internet access, 
video on demand and video confer- 
encing. Sinha is working on a plan to 
provide fibre connectivity to homes 
over the next 2-3 years. This will ini- 
tially happen in the 27 top cities. 

For the time being though, BSNL's 
broadband plans that were based on 
the franchisee model are simply not 
moving. BSNL has franchisees only in 
Bangalore and Kolkata till date. Also, 
individual franchisees are not in a po- 
sition to invest large sums in the network. BSNL is, at the mo- 
ment, looking for means to ensure that franchisees get 
enough funds for expansion. But for that to happen, the fran- 
chisees should be able to offer many more services before the 
competition comes calling. 

Itis here that the private players have an upper hand. All of 
them are looking at broadband to add value to the fixed line 
business in the longer term. As a result, these companies are 
focussing on catering to the needs of companies in a big way. 
Mittal is categorical. According to him, broadband will be the 
vehicle to drive fixed services. Bharti, for example, has fixed 
line services only in circles where the demand for data services 
will be high — Delhi, Haryana, Tamil Nadu, Chennai, Kar- 
nataka and Madhya Pradesh. 

Reliance is following a similar approach. It is close to 
launching the enterprise broadband services nationwide. It 
willinitially provide seamless connectivity to 250-odd compa- 





Basic services 2.x 
Fixed line players plan for the Wireless Age 


Bharti 

© Focus more on broadband, starting with DSL 
© Cater to the needs of corporate consumers 
© Grow from bulk users like call centres 


Reliance 

€ Provide total telecom solutions to enterprises 
* Broadband to retail subscribers 

* Host data centres for companies 


BSNL 

© Provide value-added services through broadband 
© Provide fibre to homes in 2-3 years 

* Will start growing again in the next 18 months 


Tata Teleservices 
* Focus on providing fixed wireless terminals 
* Broadband to retail subscribers 

© Enter new circles with fixed services 
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BSNL's V.P.Sinha: Value-added 
services will drive demand for fixed 
lines in the future 


nies in the top 52 cities, so it can offer a 
virtual private network. All offices of a 
company in these cities will then be on 
the same network. Also, companies 
that have offices at different locations 
in one city will be hooked to a com- 
mon board number, so they can be ac- 
cessed more easily. 

Reliance expects to end the current 
fiscal with half a million fixed line con- 
nections, The advantage that Reliance 
has is that its nationwide optic fibre 
backbone is in place. It has also laid 
= metro networks in the major cities. 

The task before it nowis to connect key 
buildings to this network. It already 
has last-mile fibre in and around 
200,000 buildings in key business centres. Of this, it has com- 
pletely wired up 300 buildings in 30 cities and plans to wire up 
1.5 million buildings within two years. Says Prakash Bajpai, 
president, Reliance Infocomm: “The next two years is about 
convergence for Reliance. We are trying to think of converged 
businesses, converged markets, leveraging the convergence. 
Then the costs will come down. Also, whenever India gets 
something affordable, it becomes big time.” 

The idea is to provide virtually anything that a consumer 
would need. So it will offer plain voice telephony, data ser- 
vices, integrated PABXs across locations (a single number 
across the country), and toll free numbers to companies. 
Apart from that, it will offer co-location, disaster recovery ser- 
vices, and storage servers. By the end of the year, Reliance will 
Start offering broadband to home subscribers. { 

Though the private sector seems optimistic about fixed 
lines, a lot of the action will be in the fixed wireless terminals. 
BSNL is also looking at the sector quite closely. 

Sinha, for his part, says that within the next couple of years, 
fixed lines will start growing again. His optimism is fuelled by 
two things that could change the face of the sector in the fu- 
ture. The first is the unbundling of the local loop. The fact that 
the operators can provide data services to 40 million sub- 
scribers is their biggest hope. That alone could change the for- 
tunes of the private operators. The other thing that can change 
the demographics of the fixed line business is when operators 
start providing services only in one area of a city. Then, an op- 
erator can provide connection to only the offices in the Ban- 
dra-Kurla complex in Mumbai or in Gurgaon. That way, the 
operations are a lot more viable. The focus is to increase the 
average revenue per user (ARPU) of fixed lines. The big loser in 
such an operation will be either BSNL or MTNL. 

So, for now, the state-owned telcos will have to come up 
with a plan that will ensure that their growth continues un- 
hampered. If not, it could be too late to salvage the biggest 
telco in the country — BSNL. к 
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Value 


chained up 


HERE's a small question-and-an- 
swer game | play with business au- 
diences when I'm called to address 


them. I ask them to estimate what | 


they'd pay for two pieces of leather, 

about 12” by 6” in size. The answer's typically 
about Rs 50 or so. 

I then ask what they'd pay for two pieces of 


flat rubber, about 10" by 4". Again, the consen- | 


sus is about Rs 20. Now | ask their quote for two 
pieces of sturdy string, measuring about three 
feet long each. A rupee or two, I'm told. 

What would they pay for an hour of manual 


| labour? Oh, about Rs 20, they say. I then ask 





і 
z 





them to add up the cost of the goods and 
labour; some attentive soul says it's Rs 92. Now I 


structed the labourer to spend an hour shaping 


| ask them, suppose you took that leather andin- | 


it over the rubber, pass the strings through the | 
top — and make a decent pair of shoes that you | 


could sell at a roadside vendor, what would you 
get for it? About Rs 150 or so, I'm told. When 


asked for the profit margin, some wag quipps | 


that it's about 35%. 

I then ask for the cost of four tiny pieces of 
leather, cut into shapes of letters of the alpha- 
bet. Oh, another two rupees at the most, Рт re- 
assured. The revised total cost? Rs 94. And what 


| if] arranged those little pieces in the order ‘N’, 


T, ‘K’ and then 'E' on the shoes and THEN sold 
them? What would I get? There's typically si- 
lence in the house, and then pandemonium. 
What would the profit margin be, I ask? Nobody 
bothers to calculate in the hubbub. 

I do this to illustrate a simple point: that 
brands earn more. Not being accustomed to 
jargon, I did pick up the concept that this line of 
activities involved in creating a product — from 
the slightly reluctant cow, to the tanner, the 


| dyer the rubber moulder, the lace-maker, the 


cobblers and cobbling machines, to the stock- 
ists, the retailers and finally the eager Michael 
Jordan fans — is called a value chain. 

And the greatest value in this chain is at the 
end of it. That's where the money is. 
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| the world. 


I also note that virtually, without fail, all of 
Indian industry has been concentrated at the 
wrongend ofthe value chain. In every business, 
be it leather goods or garments or even com- 
puter software, we have largely been the leather 
and cobbler suppliers to the world. A simple 
calculation brought this home. An Indian IT 
service firm was making loud whooping noises 
about crossing a billion dollars in revenues. I 
read they had some 25,000 people who took 
them to that number. I looked then at a former 
client of mine, Microsoft, who — with twice the 
number of people — pulled off $32 billion in 
revenues. A productivity-per-employee figure 
that is not twice or 4 times, but 16 times that of 
one of our more admired companies. 

When will we begin to learn that building 
end-user brands — and not low-cost processes 
— is what brings the moolah home? That's 
what will increase our СОР, bring in the wealth, 
and actually make us a developed nation. 

Why is it that we teach thousands of B- 
school students the art of brand creation — 
from understanding customer needs, competi- 
tive strengths, gap identification and obscure 
market research techniques — and then deploy 
them at multinationals selling soap with "new, 
increased carbolic acid" ratherthan with some- 
one creating global brands from right here in 
India? Beats me. 

I see today's entrepreneurs from Tirupur 
proudly claim to sell top-quality t-shirts to 
Tommy Hilfiger for Rs 150 — and then use the 
money they earn to go abroad and buy the 
same thing back at Rs 1,000 a piece. 

Somebody told me that to create a brand, 
you must be near consumers, and we can't do 
that if consumers are in the US. Nonsense. To- 
day, TVand the internet are global. My six-year- 
old in Bombay tells me what's cool among six- 
year olds in Boston. If the Japanese can sell cars 
and perfumes globally, and the Koreans hand- 


| sets, we can certainly give the world our brands. 


We can be more than just cobblers to 
a 
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Dear Nidhi 


OPE this letter 
finds you and 
| your finances 
|, in the pink of 
| health. Why do 
ms \e I mention fina- 
nces? Because I remember 
our MBA days, and how you 
hated keeping constant track 
of your own money. 

Even now, though you have 
been married for three years and 
earn well as a brand consultant, 1 
know that managing home finances 
orthinking of ways to save on your taxes 
must be unpleasant for you. But with 
Rahul touring every other fortnight, you 
probably have to do everything on your 
own — from managing home to money 


matters. I hope you still have your habit | 
of saving. After all, as you had told me | 


many months ago, you have to keep 
money aside for your sister-in-law's 
wedding, don't you? 

Well Nidhi, take a breather. It's not 
just you who is in such a piquant situa- 
tion. [have come across several married 
women trying to juggle two worlds. I 


also know single women like Sonia who | 


earn well and are proud of their inde- 
pendence, yet rely on others when it 
comes to financial matters. So I won- 
dered if there were any financial prod- 
ucts and services that cater to the needs 
of women like you and Sonia. 

Much to my surprise, I found that 
many banks have been offering prod- 
ucts tailor-made for women. I have put 
together some of these for you. 





| Banking For You 
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If you ask me whether there are specific 
investment products being offered by 
banks for women, the answer is no. 
Banks are not allowed to offer differen- 
tial interest rates on term deposits (ex- 
cept for deposits above Rs 15 lakh or for 
senior citizens). But some private sector 
banks do offer products that are a slight 
variation of the usual credit card or sav- 
ings account. Convenience, special 
benefits and discounts are the unique 
features here. 

@ Standard Chartered Bank’s Diva 


| card: This has all the facilities of a credit 
card. In addition, it offers some useful | 


extras like house management and | 


health check-up facilities, discounts at 
Lakmé Beauty Salon as well as an insur- 
ance package. The house management 
feature comes courtesy the tie-up that 
SCB has with Les Concierge, which will 
take over many of your headaches like 
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paying utility bills, home cleaning and 
repairs, and filing tax returns. Of course, 
the service will be undertaken for a fee, 
ranging between Rs 10 and Rs 70. 

As a Diva card holder, you can also 
geta free annual health check-up at any 
of the 18 Apollo hospitals and health 
clinics. Then there is a Rs 2-lakh insur- 
ance cover that I am sure you would get 
on any credit card. The add-on benefits 
are an insurance cover of Rs 1.5 lakh for 
the spouse, a Rs 1-lakh child education 
allowance (in case of the cardholder's 
death) and a medical allowance of 


| Personal finance 





Rs 75,000 for women-specific diseases. | terest rates in the market. 
The annual membership fees for a Diva | 
card is Rs 700, but you have to pay upa 
joining amount of Rs 100. At present the 
card is available in seven cities — Delhi, 
Mumbai, Bangalore, Chennai, Kolkata, 
Hyderabad and Pune. | 
Ш CitibanksWoman Account: This was 
launched recently, and aims to empo- 
wer women — working and non-work- 
ing— with complete financial prowess. 
The unique thing about this account, 
which I know will interest Sonia and 
you, is the doorstep financial advisory | 
services it plans to offer. A perso- 
nalised financial adviser will 
visit you to help structure .^ 
and manage finances, and ; 
plan your investments. 

If you can afford the | 
time, you could also net- - 
work and share experi- ` 
ences with Citibank’s other = 
women account holders during 
monthly events and seminars that 
the bank hosts. An exclusive Web portal 
will also help you come to terms with fi- 
nancial jargons. Then, apart from the 
usual freebies like discounts and bene- 
fits on women-specific products, pur- 
chase protection and credit/debit card, 
women account holders also get a cover 
of up to Rs 50,000 against specific 
woman related illnesses. 

You will also get better loan deals — 
be it for a home, car or for personal use. 
The bank could offer interest rates that 
are 0.25-0.50% lower than prevailing in- 


tain a steep minimum balance. The an- 


services everywhere. 

Nidhi, even ABN Amro Bank had in- 
troduced a Shakti account exclusively 
for women. But the only feature that set 
the Shakti account apart from others 
was the minimum balance requirement 





for anormal savings account. 


see advertised — like util- 
ity bill payment facility th- 


‚ ing or netbanking, special 
deals on credit cards, in- 





count packages — aren't exclu- 
sive to Shakti account holders only. 
I hear that ICICI Bank also plans to 
launch a womens account, which is be- 
ing test-run in Andhra Pradesh. Fea- 


cover of Rs 2 lakh-4 lakh. 
Financing For You 


not just the private banks that are atte- 
mpting to make life easier for you. Most 
public sector banks are already sensitive 





Another special privilege you will | 
enjoy is that unlike other Citibank ac- | 
count holders, you don't have to main- | 
| nual membership comes at a cost of | 


Rs 500. But because the bank has opera- | 
tions in only 26 cities, you won't get the | 


— Rs 5,000 as against Rs 10,000 | 


_ The services that you may | 
tough ATMs, phonebank- | 


surance products and dis- | 


tures specific to this account would be a | 
recurring deposit scheme to inculcate | 
regular savings and a family insurance | 


The surprising thing, Nidhi, is that it’s | 


. To her credit: Loan options 


| to womens needs (See ‘To Her Credit: 
Loan Options’), A majority of these have 
a ‘women empowerment division’ that 
disburses loans to women entrepre- 
| neurs in small-scale industries on easy 
loan terms, and organises training and 
workshops to develop requisite skills. 
They have special loan schemes for 
|! women like you and me too, But you rmi- 
| ght say that the amount of loans sanc- 
tioned under these schemes does not 
match the one offered by private seetor 
banks on personal loans. | pointed out 
as much to a PSU bank manager, but he 
had a ready defence: “Our interest rates 
; of 11-1296 are far more competitive than 
those of private sector banks, where the 
| cost ofloan is as steep as 19%.” 
| Anyways, Nidhi, here are the details 
of some of the bank schemes. You might 
find it useful whenever you go about 
planning your sister-in-law's wedding. 
By the way, has the date been fixed? 
B Baroda Marriage Loan: Unmarried 
women or individuals (below 60 years} 
having a daughter or dependent sister 
can avail this loan from Bank of Baroda 
to meet marriage expenses. The quan- 
tum ofloan would be twice the net an- 
nualincome ofthe applicant, but it can- 
not exceed a ceiling of Rs 2 lakh. The 
bank has the discretion to fix the loan 
amount on the basis of financial 
| Strength, status of applicant, and esti- 
mates of marriage expenses. The rate of 
nterest charged by the bank is 1% above 
ts basic prime lending rate, which is 
10.576 at present. If you were to go in for 
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a personal loan from Bank of Baroda, accumulate gold bars or ornaments. It 
the rate of interest would be 0.5% | comes witha relatively higher borrow- 
higher. | ing limit of Rs 2.5 lakh. 

Remember that the bank can ask for The terms of the loan are flexible for 
collateral in the form of insurance poli- | existing customers. If the applicant's 
cies, national saving certificates (NSC) | salary is routed through the bank, then 
or a property against the loan amount. | 12 times the net take-home salary is the 
In case you want to prepay the loan | maximum amount ofloan she can ava- 
amount, the bank will not levy any pre- | il. Quite innovative, I thought. 
payment charges. Also, theapplicantis not < 
Ш Can Mahila Loan Scheme: This | required to make any col- І 
scheme from Canara Bank also serves | lateral security deposit if 
the same purpose — to enable women | the loan amount doesn't | 
to acquire gold jewellery, consumer | exceed Rs 50,000. Over | 
durables, etc. But the maximum | and above this limit, col- ' 
amount of loan is Rs 50,000 only.Incon- | lateral security worth ће ¥ 
trast, Canara Bank's personal loan | excess amount needs to be ` 

| 
| 





scheme has a higher ceiling of Rs 2lakh. | submitted. It could be in the 
Then again, the personal loan chargesa | form of NSCs, LIC policies or Kisan 
higher interest rate (at 13%) as against | Vikas Patra. 
11.5% for the CanMahila loan. If you аге not banking through Cor- 
Working women, housewives, and 
: women — married or unmarried — in 
the age group of 18-55 years can avail of | 
the Can Mahila Loan. No security in the 
form of an asset is required and there 
are no processing charges as of now. But 
in case a non-working woman avails a | 
loan in excess of Rs 25,000, the bank can 
ask for co-obligation of husband, par- | 
entor son. | 
Ш Corp Mahila Gold: You сап also con- | 
| 


amount is restricted to six times the net 


remit the instalments. The terms of se- 
curity deposit will be the same as it 
would be for an account holder. 





sider the Corp Mahila Gold Scheme | 
from Corporation Bank if you plan to | 


more than half of the net monthly salary 
drawn by the borrower. 


Banking with a woman's touch 


BANK in the Middle East has shown the way when it comes to sensitivity to 

women's investment needs. Taib Bank, one of the first private banks in the Ara- 

bian Gulf, created a Women's Private Banking’ unit in 2001 as an addition to 
its private banking division. Like the rest of the division, the Women's Private Banking 
group helps high net worth clients to protect, enlarge and transfer their wealth. 

Taib Bank's all. women team specifically caters to women investors in the entire 
Gulf region, including Bahrain, Oman, Saudi Arabia, Kuwait, Qatar, and the United Arab 
Emirates. It organises seminars for businesswomen, women entrepreneurs, widows, 
divorcees and investors on financial and investment themes. "Women investors are 
particularly interested in capita-guaranteed and realestate investments," says Jenny 
Rego, a senior Taib Bank officer. "Many women like low-risk investments that promise 
steady monthly income and have attractive appreciation potential as well." 

The bank manages discretionary portfolios for some women, and counsels others 
on how to select suitable investment funds or decide on suitable maturities for long- 
term deposits. A sign that it has touched the right chord: many women are now seek- 
ing out the bank for counsel. Clearly, the woman's touch is driving business. 
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poration Bank, the maximum loan | 


take-home salary. You would have to get | 
an undertaking from your employer to | 


To make sure that the monthly out- | 
flow doesn’t strain financial capacity, ће | 
bank stipulates that the amount of | 
equated monthly instalment cannot be | 
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For non-working women having in- 
come proof, the ceiling on loan amount 
is capped at 25% of the annual income. 
They may be asked to give collateral for 
the fullloan amount. 

The scheme charges a concessional 
rate of interest ranging around 11%- 

11.5% as against 12.5% under the usual 
personal loan schemes at Cor- 
poration Bank. You will also 
have to dish out 15% of the 
loan amount upfront. 
^ E PNB’s Women Em- 
* powerment Campaign: 
Punjab National Bank 
7 doesn't have tailor-made 

“ Joan products to cater to 
women's needs. But under its 
women empowerment campaign, 
the bank has eased borrowing norms 
across its loan products to make retail 
loans more accessible. 

Ifyou plan to take aloan for housing, 
car or education from Punjab National 
Bank, you will be borrowing at 0.25% . 
below the existing rate of interest in the 
respective categories. The upfront mar- 
gin, wherever more than 10%, is re- 
duced to this level for women borrow- 
ers. Further, 5096 of the processing fee 
is waived. 


Risk Cover And Investments For You 


Nidhi, knowing you, I won't be surprised 
if you tell me you haven't got yourself in- 
sured. Or if you say that you took up an 
insurance policy just to keep the taxman 
at bay. Please understand, it is not only 
about saving tax. If you take pride in be- 
ing independent, then why not secure 
yourself against uncertainty. 

Today's woman deserves something 
special, and that’s why Life Insurance 
Corporation offers Jeevan Bharti’, the 
only woman-specific policy. Though 
some private sector life insurers charge 
lower premiums to women buyers, no 
one else has come out with a niche 
product yet. 

Jeevan Bharti: This is a money-back 
policy with special cover, exclusively for 
women, in case of critical illness. With a 
minimum sum assured of Rs 50,000 and 
a maximum of Rs 25 lakh, you can opt 
for a term of 15 years or 20 years. In the 
15-year term, 20% of the sum assured is 


A 1000 stock options 
A volatile market. 


You have under 5 minutes 
to buy or sell. 


Make a decision. 


Or let us do it for you. With InvestSaathi - Wealth Management Solutions from 
IL&FS Investsmart. We have a team of investsment advisors to build and customize 
an investment plan that fits your income, priorities, and your dreams for the future. 
A plan based on in-depth market research, mature insights and above all, experience. 


Because when it's your money that's at stake, it makes sense fo rely on experience. 


With a presence across 37 cities, as part of 

InvestSaathi - Wealth Management Solutions, we offer: 
> Equity Broking and Derivatives 

> Mutual Funds* 


> Insurance | NVEST aatis | 
7 Distribution of Home Loans AIFS INVESTSMART 


7 Portfolio Planning and Management We make your money work for you. 






* 


AHMEDABAD - 079-26445473 / 26440168/72; B. ALORE - HDFC House 080-22126007-10, Koramangala 080-25525853-5 / 2552788 1/2, Whitefie Rd.-080- 
28411455/2163, Infantry Road 080-25323251/2/3, Jayanagar 080-28557873-875. 26557870; CHANDIGARH - 0172-2741541/838/393. CHE. NAP 
24405501/2/3; COCHIN - 0484-2384671-74; COIMBATORE - 0422-2211730/4275/4485/2823- DELHI - 011-23318205-09; GOA - Panaji - 32: 
2238191; HYDERABAD - 040-23320323/3 1/37/38/44/55; JAIPUR - 0141-2371621-23/26: JAMSHEDPUR - 0657-2427198; KOLKATA - Constar 
22815257-80, Tata Centre - 033 - 22883068/89/7 1/81, Salt lake City 033 - 23212689-90. MUMBAI - Bandra {W} 022 - 26559259-60, 26558496/87, Bandes 
BKC 022 - 2659 3483/3047, Fort 022 - 22634903-4; PUNE- Deccan Gymkhana 020 - 40308 10-13, Karve Road 020 - 4020000. 











Reg. office: The IL&FS Financial Centre, Plot C-22. G Block, Bandra Kuria Complex, Bandra (E) Mumbai - 400051. Tet 
SEB! Reg nos: BSE - INBO11020832 - м No.125, NSE - 198231020833 M. Ne. 10208; Derivatives (РАО): NSE INF231020833, Mer 
PMANPOOU000498, AMF! Reg. No. (ARN) 0025 - MF. * Mutual Fund investments are subject to marke: 


022-28533333/3232 
t Banker: MB/INMOODOO! 





















paid at the end of the fifth and 10th year 
each. The rest — 60% along with guar- 
anteed additions — comes at the end of 
the 15th year. In the 20-year term, 20% 
of the sum assured is paid at the end of 
the fifth, 10th and 15th year. The re- 
mainder — 40% including guaranteed 
additions — comes at the end of the 
term. In case of an unfortunate event, 
say death, during the term period, the 
full sum assured is paid even if the sur- 
vival benefits have been paid earlier. 

Three benefits make Jeevan Bharti 
special. First is the cover against female 
critical illnesses like breast, cervical or 
vulval cancer. A benefit equal to 
the sum assured with a ceiling 
of Rs 2 lakh will be paid on 
the occurrence of such an 
illness. But there is a wait- 
ing period of six months 
from the time of taking 
the policy. The risk cover 
on this account starts after 
that period. Moreover, even 
after taking a claim, it will con- 
tinue as a regular policy, that is you will | 
keep getting the survival benefits and | 
premium will be waived. 

Second, the policy also provides 
special cover to women who give birth 
to achild which develops specified con- 
genital disabilities within a year of birth. 
The benefit is equal to the sum assured 
(but not exceeding Rs 1 lakh) is paid. 
However, there is an age limit: if a female 
aged 40 years gives birth to such a child, 
then no benefit will accrue. 

Third, if the policyholder — having 
paid first two years’ premium — stops 
payment of premium, she will continue | 


to get full risk cover (sum assured) for 
three years. The benefits under special 
cover will not accrue in this case. 

Besides these special benefits, an ac- 
cidental benefit up to twice the amount 
| ofthe sum assured is payable on death 
due to accident. A guaranteed addition, 
in the form of Rs 50 for every Rs 1,000 of 
sum assured for first five years, is also 
paid either on death or on maturity. 
Nidhi, you will also be getting tax rebate 
as applicable under Section 88. 

The only caveat with the Jeevan 
Bharti policy is the higher premium cost 
as compared to the premium in a typical 

money-back policy. For instance, 
for a policy of Rs 2 lakh, a 25- 
year-old woman will pay an- 

nual premium of around 

Rs 12,500 in a money-back 

policy whereas in Jeevan 





Rs 14,700. 

Mutual Funds: Be it the 
coins they hid in a pickle-box 
or the edge of a saree, our grand- 
mas and moms always believed in sav- 
ing, didn't they? To some extent, you and 
Ihave inherited that trait. Unfortunately 
unlike the banking and insurance sec- 
tor, you won't find any specific invest- 

ment products. 

Though not a pure investment vehi- 
cle, except from a tax angle, the Income 
Tax Act provides a special rebate for 
women. Under Section 88C, 100% of 
your income tax or Rs 5,000, whichever 
is less, is eligible for rebate. In simple 
terms, it means if your income tax liabil- 
ity is Rs 5,000, you need not pay any tax. 

UTI Mutual Fund has attempted to 
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Bharti, she will spend | 


draw women investors through its ‘UTI 
Mahila Unit Scheme’ It invests mainly 
in fixed income instruments and a small 
portion in stocks (maximum limit 3076). 
The ideais to help women investors cre- 
ate a savings pool, so that the apprecia- 
tion thereon can either be accumulated 
or redeemed at the time of a chosen fes- 
tival or occasion, or can be gifted. 

If you really want to create a savings 
pool, you could take up a Systematic In- 
vestment Plan (SIP) in plain vanilla hy- 
brid funds also. This way, you can also 
evade the steep redemption cost that 
you will have to bear in the Mahila unit 
scheme. Exit before one year in UTI's 
scheme is subject to a steep exit load of 
396. It reduces to 196 if one pulls out 
within three years. 

That is about it for now. I had read 
some international research papers re- 
cently which pointed out that women 
live longer than men, and so there ought 
to be separate investment planning for 
them. Women are also less likely to de- 
fault on borrowings compared to men. 

Even in India, the population of 
working women is increasing; their life 
expectancy is more than that of men. 1 
spoke to some financial service provi- 
ders, and got the impression they are 
slowly recognising the importance of 
this segment. In times to come, you may 
see a plethora of financial products and 
services specially designed for you. 

Hope this letter leaves you less para- 
noid and more confident about how to 
manage your finances. Take care and 
give my regards to Rahul. 

Love, 


Rachna E! 


Topline on an upswing. 
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making for a pattern. 


Ruchir Sharma 
April 15, 2004 












Proposed Dividend Declaration 


Morgan Stanley investment Management 
has recommended to the Board of Trustees 
of Morgan Stanley Mutual Fund, to approve 
and declare, at their forthcoming meeting, 
a dividend of Rs. 1.50 per unit of face value 
Rs. 10 each to the unit holders of MSGF 
for the Financial Year ended March 31, 
2004 and also propose to fix May 13, 2004 
a5 the Record Date for the same. 


The amount of dividend, if approved and 
declared by the Trustees, and related 
:4 dividend distribution expenses and 

distribution tax would be provided in the 
accounts of MSGF for the financial year 
003-2004. To that extent the NAV of 
<| MSGF as of March 31, 2004 would fall on 
the dividend declaration date. 

















Investment Objective 
appreciation as its investment objective. The 





Dividend History 






the details of their investment in the fund. 


Visit us ut 
мем лпа сот 


Name of the Mutual Fund - Morgan Stanley Mutual Fund 
Name of the Scheme - Morgan Stanley Growth Fund 
- Morgan Stanley Growth Fund is a closed end Fund with long-term capital 
Scheme will seek to achieve this objective through investment, 
primarily in equity and equity-reiated securities of Indian companies. 


| Dividend per unit | — МАМ ав оГ | NAV per unit | 
July 09, 1999 Rs, 0.75 June 25, 1999 Rs. 12.83 
Apri 28: 2000 


Unit holders who have either not received or encashed their dividend warrants are requested to forward a duly 
Signed written request to Karvy Computershare Private Limited, at the address mentioned herein, indicating 

















A Strong rotational theme ran through the global equity universe in the first quarter of the year. Several markets and sectors that 
outperformed in the fourth quarter of last year, underperformed in the first quarter of 2004. While emerging markets had another 
quarter of more than respectable retums, India was amongst the few markets that generated negative returns. The other markets to 
end in negative territory for the quarter were Brazii, Thailand and China, all markets that had a spectacular end to 2003, thereby 


Once again, the message from the market is that India's fortunes are linked to the patterns within the broader emerging market 
asset class. What we can vouch for though is that sentiment towards India is much more ebullient compared to most other markets. 
Interest in India equities is at all time high and access to capital for indian companies is remarkably easy as seen by the huge 
response to most Initial Public Offerings (IPOs). 


However, both Indian companies and investors need to be wary of the tremendous appetite for IPOs. To be sure, most Companies 
in emerging markets need to focus тоге. on growth and therefore need capital but the classic ‘Asian problem' has been to grow 
without much respect for shareholder returns. Low return projects have often consumed too much money. Investors need to evaluate 
the return on capital raised and remember that IPOs are not always a quick profit making opportunity. 


Investors in China are currently learning that lesson all over again. Of late, a series of Chinese IPOs saw huge oversubscription to 
only trade well below issue price on listing. In the final analysis, markets are efficient and with the last IPO feeding frenzy of 2000 still 
not fully forgotten, the market is likely to turn discerning sooner rather than later. 


{tis important then to adhere to some rules regarding IPO participation. As a Fund, we have almost never participated in an IPO 
with the primary objective of selling on rapid expected gains upon listing. We have subscribed to an IPO if the company fits in our 
overall stock selection criteria of a high management quality backed company in a growth sector with з favourable entry point for the 
investor. As a result, we have been very selective in IPO participation and passed on several IPOs. 


On the secondary market, our strategy is to be stock specific this year. While we do not foresee any major event-risk for the 
Indian market, with the national elections ín all probability a likely non-event, it is a stretch to expect anywhere near the spectacular 
теште witnessed in the equity market last year. In that regard, the erratic moves of the major stock indices in the first quarter are à 
timely reminder that there is two-way risk in the market. 


MSGF NAV Performance v/s benchmark 
pe iod. ie ee fe 
Returns during the year | (+) () ] 
Retums during the half year [ (+) () ] 
Compounded Annualised Retum 
() Last3 years 

(i) Last5 years 

(ii) Since the launch of the scheme 
(1st January 1994) 


Past performance is-no indication of future performance and may not necessarily 
provide basis for comparison’ with other investments. Past performance may 
or may not be sustained in future. Distribution tax has been included in the calculation 
of returns. Ali returns except for half year and 1 year are compounded annualised 
retums. 

* Performance of the fund has been calculated based on the assumption that 
all dividends during the period have been reinvested in the scheme at the 
then prevailing NAV 

MSGF NAV as of March 31, 2003 is Rs. 22.67 per unit 
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State Bank af india 
Bharat Heavy Electricals 
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Container Corporation of india 
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TISCO 
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12 Hindalco industries 
13 SAIL 

14 Cipla 

15 IDBI 

16 Siemens 

17 ABB 

18 Hindustan Lever 

19 HDFC 

20 Wipro“ 

21 indian Oil Corporation 
22 НЕС Вак” 

23 Glaxosmihkline Pharmaceuticals 








24 IPCL 
25 Asian Paints ; 
26 Neyveli.Lignite Corporation 1269 
27 Dr. Reddy's Laboratories 145%} 
28 Hindustan Petroleum. Corporation 1.1836 
29 Bharat Petroleum Corporation 1:15% 
30 Matrix Laboratories 115% 
31 Nestíe India 113% 
32 Cummins india 106% 
33 Chennai Petroleum Corporation 1 
34 Alok Industries 0.85% 
35 ACC 0.90% 
36 МСО 0.8896 
37 Dabur 036% 
38 Mphasis BFL 085% 
39 Amtek Auto 0.5495 
40 Нех Solutions 0.5496 | 
Cash and Others 994% 1 
Total Net Assets 100.0096 
* Includes Local Shares and ADRs/GDRs ] 








Computershare Private Limited 


— to the Fund: Karvy. 
: Morgan Stanley Growth Fund, 21 Avenue 4, Street No.1, 
Banjara Hills, Hyderabad - 500 034 Tet 040 - 2331 2454, 2332-0251 
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April 20, 2000 indicative of the future 


June 06, 200 








Rs. 16.60 
Rs. 10.72 
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Risk Factors : All investments in Mutual Funds and securities are subject to market and aiher risks and 
the NAV of units issued under the Scheme can go up or down depending on the factors and forces alfecting 
the securities market, There can be: no assurance that the objecti Е е 
achieved. The name of the Scheme does not indicate the quality of the Scheme, its future prosperis 
returns. Please read the Offer Document before investing. М 
of the Mutual Funds: managed by the Sponsors and their affiliatesfassociates is 1 
ance: à ; 
feed or assured rate of return. The liquid j 
unlisted securities may be affected if they have to be sold prior to their target date ol Г 


oblectives of the Scheme of the fund. 


the Scheme, investors inthe Schere are not tate 
and valuation of the Scheme's investments due 


Details : Morgan Stanley Mutual Fund has been set-up as а Trust by Morgan Sti Traps 
fo the seed corpus ест The Board of TuS. of Morgan 3 y iita Re 
appointed Morgan Stanley investment Management Private Limited as the asset management 
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Not minding the index 


on autopilot. But has it really been 

tracking its benchmark index? Out 
of 12 Nifty trackers, all except one under- 
performed in the last year (see ‘Going Off 
Track’). Except for UTI Master Index, 
funds that track the Sensex too saw huge 
deviations. “An index fund's return 
should deviate from the benchmark to 
the extent of its expense ratio," says Ra- 
jan Mehta, executive director of Bench- 
markAMC. But this isn't true for most in- 
dex funds (Nifty Benchmark ETS is one 
of the exceptions) as their deviation 
from the benchmarks is far more than 
the expense ratio. It could be due to the 
high tracking error of these funds. It 
could also arise if a fund isn't fully in- 
vested, has a high expense ratio or is un- 
able to re-align with changes in index | 


Y OU thought your index fund runs 





Going off track 


— Fund 








Returns* 











*For 1 year to 15 Apr '04 Source: Value Research 





constituents. A minimal tracking error 
implies the fund is able to fully replicate 
the index. The one-year tracking error of 
Nifty funds has been 0.70-4.37% and for 
Sensex trackers it has been 0.67-4.69%.1 

RACHNA MONGA 





Closed — at one end 





declared a dividend of 15%. For those who invested in the fund at its launch in 


F OR the first time since June 2001, Morgan Stanley Growth Fund (MSGF) has 


January 1994, it's the fourth dividend. MSGE incidentally, is the last of the 
breed of closed-end equity funds. In last year's bull run it gained 109.33% against 
the Sensex's 94% and the average equity fund's 119%. Over 3-year and 5-year peri- 
ods ithas given annualised returns of 36% and 20% respectively. The fund's market 
price on 15 April on the NSE was Rs 18 against its NAV of Rs 24.01 . Though this may 
seem to be a discount of 25%, the catch is that it's still five years away from redemp- 
tion. If you sell out before February 2009, you might not get the actual worth. ai 








It may glitter, yet 





for the yellow metal when it hit a | 

high of $427 an ounce on 1 April on 
the London Metal Exchange. But on 13 
April, it crashed to $400. Theaftershocks | 
were felt in India as gold prices crashed 


T HINGS couldn't have been brighter | 





by 3.39% on 15 April to Rs 5,835 per 
10 gm. Says Suresh Hundia, presi- 
dent, Bombay Bullion Association: 
"Globally, the demand for gold has 
dipped, which led to the price fall." It 
could also be due to the dollar firm- 
ing up against the euro. But a Gold 
Fields mineral survey expects prices 
to pick up. Yet this won't affect local 
demand. Net gold imports during 
Q1 2004 doubled over the year-ago pe- 
riod. Indias demand grew 2.596 in 2003 
against a 6% fall in worldwide demand. 


The approaching marriage season will 


ensure gold doesn'tloseitssheen. M 
IRSHAD DAFTARI 
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FUTURE(S) ON SMS 
Commodity futures prices are 
now just an SMS away. National 
Multi-Commodity Exchange of 
India has launched a short- 
messaging service providing 
live quotes on commodity fu- 
tures traded on the exchange. 
Currently available to ex- 
change members and their 
trading partners, it will soon be 
accessible to all. Free of cost 
initially, you just need to type 
the commodity name or its 
code and SMS 9825803424. 
Not only will you get the last 
traded price of the commodity 
future but also the price of the 
whole series of its futures con- 
tracts and its movements. Ш 





FIRST GLOBAL PORTFOLIO 
Principal Global 

Fund's first portfolio as on 12 
April 2004 shows that 41% is in- 
vested in European, 32% in US 
and 26% in Japanese stocks. 
Philips, P&G, Siemens, Ricoh 
and Cummins are its top five 


Principal Global Opportunities: 
Sectoral allocation (96) 
121 i W Industrials 


- ® Consumer 
9.39 Discretionary 


Wi Consumer 
staples 

* Materials 

= Healthcare 

Information 

technology 
















HOLDING BANKS TO A/C 
The Reserve Bank of India now 
wants to ensure that your bank 
doesn't refuse to accept coins 
— for exchange or for deposit- 
ing in your account. Though the 
RBI had asked banks last Octo- 
ber to accept coins of all de- 


cheques at collection counters 
as at drop boxes. In addition, 
the central bank has recently 
insisted that banks give cus- 
tomers the option of collecting 
cheque books from branches 
and not send it through couri- 
ers only. п 





INDIAN OVERSEAS BANK, 
founded in 1937 began its operations | 
simultaneously in India and Burma. ІОВ has | 
come a long way thereafter with 1453 
Branches all over India and five overseas 
Branches, handling a business of over 
Rs.58000 Crore. The pace of growth has 
quickened during the last four years and the 
Bank has emerged strong in financials, 
accessed the capital market twice and 
registered all round growth in terms of 
business levels, profitability parameters and | 
efficiency indicators. 


Engineering the Turnaround 

When the reigns of the Bank were handed 
over to Shri S.C.Gupta in May 2001, he was 
quick enough to grasp the opportunities 
present in the Bank like its Branch network, | 
power of technology and highly committed | 
staff. He realised that the human resources, 
the most precious asset of any organisation, 
were not fully exploited in the Bank hitherto. 
He revived their latent potential by 
communication, comfort and creation of a 
conducive working environment. With able 
support of Top Management, he resorted to 
corporate re-engineering in several areas, 
putting the Bank ona high growth trajectory. 
Confidence / Competence Building 
among Staff 

During the last four years, the Bank has 
made series of promotions in all cadres of | 
staffin quick succession in due recognition of 
their performance. The field level 
functionaries are adequately empowered to 
take judicious commercial decisions and are 
assured that their bonafide decisions will be 
protected. Consequently, the staff have | 
unleashed their potential, excelling in 
productivity and profitability year after year. 


NSS РРР 
Lowering the Cost of Re 


The Bank had traditionally a high 


ource 


Good People on 


the Growth Path 


S. С. Gupta, сир 


composition of term deposits, which were 
progressively rolled over at lower cost. 
Aggressive campaign for mobilisation of low 
cost resources was taken up with incentives 
to Branches and to the staff. The support 
extended by Officers’ Association and 
Employees’ Union in the growth initiatives of 
the Bank is laudable. 
rmed with Technology 

Technology has in fact played an important 
role in the success of IOB. К was the first 
Bank to introduce the concept of Any Branch 
Banking among Public Sector Banks. Today, 
this facility is available in 370 Branches 
covering 101 centres, It's a matter of great 
pride that all banking applications have been 
fully developed in-house and the Computer 
Policy and Planning Department is 
accredited with ISO 9001:2000 standards. 
Today, the Bank has a range of delivery 
channels including Internet Banking. CMD 
Shri S.C.Gupta has ensured at every stage 
that technological upgradation is effectively 
leveraged for business growth. All the 
Branches and Extension Counters of the 
Bank are computerised and there are 150 
ATMs today. 


Cut t " 


-nhancing Uverseas Freser 
Enthused by the emerging potential in 
overseas markets, ІОВ is also actively 
exploring the opportunities to expand its 
overseas presence in Middle East, Malaysia 
and Canada. Its second Branch in 
Singapore will be operational shortly. All the 
overseas Branches are earning profits. 


Evni^ * il 
AVIVINITIO мех 


The Bank's retail products for housing, 
vehicles, rent receivables, medical 
practitioners, traders etc., are customer- 
centric targeting different niche segments. 
The Bank is repositioning its retail loan 
market by increasing its focus in semi-urban 





and commercial towns with its network of 
Branches. 


The Bank's strategic initiatives in critical 
areas have certainly paid off. The Net Profit 
increased over 10 times in the last four years 
from Rs.40 Crore in March 2000 to Rs.435 
Crore in December 2003. IOB's growth rate 
in advances has been above the system's, 
consistently during the last four years. 
Resource deployment was carefully done 
with focus on quality, liquidity and yield. A 
vibrant and dynamic asset-liability 
management monitors the cost of funds and 
Yield on Advances / Investments. This is 
evident by the rising Net Interest Margin, 
which breached 3% mark in March 2001 to 
reach a level of 3.50% in December 2003 
The rising operating efficiency was reflected 
in the Bank's cost-income ratio. From 80% 
in 1999-2000, it came down to 43.51% in 
current year. 


The Bank's second public issue, which was 
priced at a premium of Rs.14/- per share met 
with overwhelming response in September 
2003. Capital Adequacy Ratio is at 11.3896 
in December2003. The active rallying of the 
scrip reflects the investor confidence and 
they have been richly rewarded by 
handsome dividends and capital 
appreciation. The Bank has declared an 
Interim Dividend of 12% in the current year. 


According to the Chairman, this truly 
remarkable achievement is a result of 
continuously anticipating customer needs 
and constantly evaluating our working style 
and lending strategies. The Bank's success 
stems from the loyal foundation of trust built 
by its stakeholders and the employees with 
their formidable “can до" spirit. The Bank is 
well poised to scale greater heights and 
meet the challenges of globalisation 





Consultancy gains 





ECENTLY, a friend of mine, a 
doctor, came for advice. He 
was recruited by a leading 
hospital in India, the man- 
agement of which had asked 
him if he wanted to be desig- 
nated as an ‘employee’ or a ‘consultant. 





He wondered what difference this | 


would make. 
I told him that if he were to be ap- 
pointed as an ‘employee’, the remunera- 


the purpose of profession; part depreci- 
ation can be claimed. Suppose the cost 
of the flat is Rs 10 lakh, depreciation on 


building is allowed at 1096, which | 


amounts to Rs 1,00,000. Now it can be 
said that 5096 of the house is being used 
for professional purposes and accordin- 
gly, Rs 50,000 depreciation shall be allo- 
wed. Likewise, depreciation can also be 
claimed at 2596 on other machineries li- 
ke fax machine, X-ray machines, fridge. 
(ii) Salaries to employees: Consultants 
need support staff for effective dis- 
charge of professional duties. For exam- 
ple, a consultant can have a secretary, 
receptionist, accountant and also a dri- 
ver for his profession. The salary paid to 
these peopleis allowable while comput- 
ing the income. Non-earning members 
of family, who might have time to take 
care of accounts or secretarial work and 
have the required competence, can be 
paid salary as employees. 


| (iii) Car repairs and running expenses: 


tion he received from the hospital wou- | 


1а be taxable under the head ‘salaries’, 
and the IT Act provisions relating to 
‘salaries’ would apply. However, if he 
were to be appointed a consultant, his 
remuneration would be taxable under 
the head, 'Profits and Gains of Business 
or Profession, and corresponding provi- 
sions of the IT Act would apply. Accord- 


ingly, people engaged in specified pro- | 


fessions (See ‘Profession: What The Law 
Says’) have the option to get remunera- 
tion as an employee or as a consultant. 
If you are appointed a consultant, the 
various expenses allowable while com- 
puting your income are as under: 

(i) Depreciation: It is an allowance for 
wear and tear of an asset, allowed as per 
the rates prescribed on different assets 
under the IT Act. Aconsultant can claim 
depreciation on cars at 20% and on 
computers at 60%. The depreciation is 
allowed on the actual cost of the asset to 
the assessee. If the consultant owns a 


house in which he resides, it can be said | 


that part of the house is being used for 


Expenses on car like insurance, repair, | 


maintenance and car running expenses 
are allowable as expenditure. 

(iv) Printing and stationery: Expenses 
on printing and stationery, photocopy- 
ing etc. are allowable for expenditure. 
(v) Rent paid for flat: If the assessee 
pays rent for the flat, in which he is resid- 





ing, it can be said that 50% of the flat is 
being used as an office. Accordingly 50% 
of the rent can be claimed as deduction. 
Similarly 50% deduction can be claimed 
for electricity expenses, repair of the 
house, municipal taxes etc. 

(vi) Telephone and entertainment ex- 
penses: Deduction can be claimed for 
expenses on telephone, mobile phone, 
and for entertainment expenses like 
food bills of restaurants. 

(vii) Other professional expenses: De- 
duction can also be claimed for various 
other expenses like travelling related to 
profession, fees paid for attending con- 
ferences and seminars, fees paid to the 
body governing the profession, staff we- 
Ifare expenses, tea and refreshment to 
staff, books and periodicals. 
Requirements to be fulfilled by a 
consultant : 

(i) He must be a professional as defined 


| insection 44AA. 


(ii) He shall be required to maintain 
specified books of account such as cash 
books and ledgers. 

(iii) The expenses he incurs should be 
related to carrying out the profession. 
Certain expenses are partly for personal 
purposes and partly for professional 
purposes. In such a case, expenses rela- 
ted to personal usage shall be disallow- 








Profession: What the law says 
ection 44AA of the Income Tax (IT) Act, read with Rule 6F of IT Rules, defines ‘pro- 
fession' thus: "Legal, medical, engineering or architectural profession or the pro- 


fession of accountancy or technical consultancy or interior decoration or autho- 
rised representative or film artiste or profession of company secretary or profession of 


information technology." 


'Authorised representative' means a person who represents any other person on pay- 
ment of a fee or remuneration before any Tribunal or authority constituted or appointed 
by or under any law for the time being in force, but does not include an employee of the 
person so represented. ‘Film artiste’ means any person engaged in his professional ca- 
pacity in the production of a cinematography film, whether produced by him or by any 
other person as an actor, cameraman, director, assistant director, music director, assis- 
tant music director, art director, assistant art director, dance director, assistant dance 
director, editor, singer, lyricist, story writer, screenplay writer, dialogue writer 


or dress designer. 
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Tax tables: Salaried vs consultant. 
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ed. Therefore depreciation on car, insur- 
ance, repairs and running expenses in 
car should be partly disallowed at about 
3076 because the car is being used for 
personal and professional purposes. Si- 
milarly, ifpartofthe flat is used as an off- 
ice to carry out the profession, expenses 
like electricity expenses, rent of flat and 
- depreciation on flat should be partly 
claimed. If out of three rooms, one is 
used as an office, then 33.396 expenses 
on flat should be claimed. 
If appointed an employee: Standard 
deduction is allowed from the income 
from salaries as under: 
(i) Where the salary does not exceed 
Rs 5,00,000, a deduction of a sum equal 
to 40% of the salary or Rs 30,000, which- 
ever is less. 
(ii) Where the salary exceeds Rs 5,00,000, 
a deduction of sum of Rs 20,000. 
Further, the salaried class employee 
‘can reduce his tax liability through: 
1) Housing rent allowance: You can cla- 
im exemption, even if you pay rent to a 
‘house owner who happens to be your 


-.. father/ mother/ relative. For HRA, the 


leastofthe following is exempt from tax: 
(а) An amount equal to 50% of salary 





9 Staff welfare 


where residential house is situated in 
Mumbai, Kolkata, Delhi or Chennai, 
and an amount equal to 4096 of salary 
where residential house is situated at 
any other place; or 

(b) HRA received by the employee in re- 
spect of the period during which rental 
accommodation is occupied by the em- 
ployee in the previous year; or 


Net taxable | income 
| @ Tax thereon (before any rebate) | 





| imbursed from the employer. 


4) Gifts below Rs 5,000: A gift received 
on ceremonial occasions is not taxable 


| as perquisite if it is not in cash or is not 
| convertible to money. 

| 5) Interest free loan up to Rs 20,000: 
| This does not result in any perquisite. So 


(c) The excess of rent paid over 10% of | 
| sider the cheapest loan to be at 7%, you 


the salary. 

However it should be ensured that 

the father/ mother/ relative discloses 
the rent in his/ her return of income. By 
doing this, the income shifts from the 
assessee's hands to that of the person 
whom you pay the rent. If that person's 
tax bracket is lower than yours, there is a 
net saving on taxes. 
2) Transport allowance: For commut- 
ing between the place of residence and 
place of work, it is exempt up to Rs 800 
per month, resulting in Rs 9,600 tax-free 
allowance per annum. 


3) Medical expenses: Health-related ex- | 


penses incurred on yourself or any 
member of your family up to Rs 15,000 


if your employer gives a loan of Rs 
20,000, which you renew every year, you 
end up saving on interest. If you con- 


save Rs1,400 per annum. 
6) Telephone expenses: Including your 


| mobile expenses, these can run up toa 
| good monthly figure. If your employer 
| foots these bills on your behaif, the 


in a year will not be treated as a taxable | 
perquisite if you get these expenses re- | 
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same is not taxable as perquisite in your 
hands. If your landline and mobile bills 
average about Rs 2,000 per month, you 
have Rs 24,000 p.a., which is not taxable. 
7) There is another Rs 2,400 p.a., which 
can be tax exempt if you can get it as 
Children’s Education Allowance. This is 
exempt up to Rs 100 per month per chi- 
Idup to a maximum of two children. Ж 
Vinod Gupta i isa practising char tered 
accountant and a tax expert. Send your 
queries to taxbworldrmail сот, 





Опе pocket to another 








THE term bonus has a different mean- 
ing in the stock market from what it does 
when companies give employees their 
annual bonus. A bonus share doesn't 
mean you, as a shareholder, will get 
something free or extra. Your money 
merely moves from one pocket to an- 
other. Yes, this is true despite the fact that 
after the bonus issue you would have 
more shares in your portfolio. 


bonus issues. Solet's understand 

the mechanics ina live context. In- 
fosys Technologies is trading at Rs 5,400 
— the price that the market believes it 
to be worth. On the Infosys balance 
sheet, however, the share is at a face 
value of Rs5. The company has 6.62 
crore shares of Rs 5 each, which 
amounts to a paid-up share capital of 
Rs 33.1 crore. 

After the bonus issue, the share cap- 
ital will become Rs 132.4 crore (Rs 33.1 
crore x 4) and the number of shares will 
rise three folds. The company will in- 
crease the share capital by transferring 
the amount (Rs 99.3 crore) from re- 
serves and surplus. Both the share capi- 
tal and reserves belong 
to shareholders, which is why it is simi- 
lar to moving money from one pocket 
to another. 


T HIS is turning out to be a season of 
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So why do companies announce bonus shares? For one, there is increased liquid- 
ity as more people will be able to hold the shares. At present, there are 6.62 crore 
shares of Infosys. After the bonus issue, this number will rise to 26.48 crore. 

A bonus issue is also regarded as a means to keep the stock's price within opti- 
mal trading range. Shares hit a ceiling of sorts when they reach a certain price. After 
the bonus issue, the share price reduces. This brings the share within the reach of 
more people. Theoretically, after the issue the share price of Infosys should become 


| | aquarter of what it was before. But the markets are imperfect and that doesn't hap- 


pen. The share price adjusts to a level higher than that, benefiting shareholders. 
Bonus vs stock split: A bonus and a stock split have a similar effect, but differ in ac- 
counting treatment. In January 2000, Infosys went for 1:1 stock split. With this, 
every shareholder got one share for one held. The face value of the share reduced 
from Rs 10 to the present Rs 5. In a stock split, there is no transfer from reserves to 
the share capital. If Infosys had gone fora split instead of a bonus this time, the face 
value of a share would have reduced from Rs 5 to Re 1.25. 

Tax bonanza: Bonus issues bring tax saving opportunities. Let's say you bought 100 
Infosys shares in July 2003 at Rs 3,400 each. It is now trading at Rs 5,400. If you sell, 
you will have short-term capital gains of Rs 2 lakh. On this, you would end up pay- 
ing tax at normal rates; at 30%, it will come to Rs 60,000. But after the bonus issue, 
the price should theoretically come down to a fourth of the price at the time of the 
bonus announcement. That means the price would be much below Rs 3,400 (your 


| cost price) and you will not 


have to pay any tax if you 
decide to sell. Instead, you 
will have a short-term loss, 
which can be set off against 
any other capital gains 
(short-term or long-term). 
There is no realloss as the 
bonus shares you get are 
valued at nil cost for tax 
purposes. Also, if you plan to buy shares that have announced a bonus, this is the 
best time for tax-related benefits. For example, if you buy 100 shares before the 
record date and sell them after the record date, you would have а short-term capital 
loss on these, and can still hold on to the bonus shares. The loss can be used to ad- 
just against any other capital gains you might have at the end of 2004-05. 
Cum-bonus, ex-bonus: If you buy shares after the bonus announcement but be- 
fore the record date, you will get the bonus shares. The record date is announced 
well in advance. Up to this date, the shares are called cum-bonus. After the record 
date, the shares become ex-bonus and the price in the markets adjusts accordingly. 
The announcement of a bonus issue creates a flurry around the companys - 





| counter. But, this by itself is no reason for you to buy a particular share. 


‘Tracking price: If you are tracking the share price, you need to see itin the context 
of its bonus history and splits. Otherwise you could get a wrong picture of the share 
price at different points in time. Infosys has issued 1:1 bonus thrice (1994, 1997, 
1998), Wipro issued 1:1 bonus in 1990, 1992 and 1994. In 1995, itissued 2:1 bonus. 
MphasiS BFL issued 1:1 bonus in 2003. Bonus and splits also change the earning 
per share (EPS) of a stock. The EPS is more than just profits available for sharehold- 
ers divided by the number of shares. But that's a topic for another Workshop a 
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This column deals with the monetary 
ways and means for young married 
couples to handle their new life. 





CCORDING to psychologists 


and marriage counsellors, | 
the most serious conflicts for | 
nearly 70% of newly-weds in | 


the first year of marriage are 

over money. This statistic hi- 

ghlights the importance of financial 
planning for a happy married life. 

Broadly, financial planning for you- 

ng married couples can be divided into 

two categories — planning for unpredi- 

ctable situations and planning for pre- 

dictable needs. The former entails pre- 

paring for contingencies (accident, 

illness, disability or death), pro- 


to adopt the financial planning ap- 
proach. I would advice him to in- 
vest his surplus money in the fol- 
lowing areas — life insurance, 


tecting your current financial po- — | 
sition, while the second category | A plan for the Guptas 
involves planning predictable nee- neee (Rs/annum) 
dslike a car, ahome or retirement, | _Annual income —n1 —— —— — 4.5 lakh 
Sohowbestcanoneplanforin- — ` Annual spending — 3.0 lakh 
коне то id 20 ве cate- — Annual sangs — 8 — 15 lakh 
ories? Let us take a look at Aarti тр. m LATTE e | 
SndNikhiGuptawhofallintheup- | Lhe investment basket — — | 
per-middle income group. Both are | PPE ... 60,000. | 
in their late-20s. Nikhil is a software — 10,000 | 
professional, and Aarti is a house- 75,000. 
wife. His income is Rs 4.5 lakh per | ao ~~~ 10,000 
annum. With marriage come re- | 720.000. 
sponsibilities and so Nikhil wants | UBER СИЕ 25.00 00 
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medical insurance, pension plans, tax 
saving instruments and systematic in- 
vestment planning. Let's see if this is the 
best sort of financial planning for the 
Guptas in the new financial year. 


Life insurance: For the Guptas, it would | 


venture 





ld entitle them to tax deduction under 


_ Section 80D where they can save up to 


bea good idea to buy protection in the | 


form of term insurance in the early ye- 
ars, and then move towards more sav- 
ings-oriented products. Another good 
option would be to buy the kind of poli- 
cies that enable the couple to increase 
their contribution along with their in- 
come. Apart from protection, they wou- 
ld also get tax benefit under Section 88. 
Medical insurance: Health insurance is 
a must, and the Guptas should take it 
now because if they take it at a younger 
age, the benefits that accrue over a pe- 
riod oftime would be much more. 

Most importantly, the Guptas could 
buy a policy that includes maternity ex- 
penses, which are enormous with pre- 
sent costs of health facilities. They could 
also consider buying health cover with 


family members, which would entitle | 


them to discounts on premium ranging 
from 5-10%. It is best to buy a minimal 


health cover when you are in your early | 
30s and keep adding to it every two | 


years. Besides, medical insurance wou- 











Approx. tax savings 
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; Rs3,0000n premium of Rs 10,000 p.a. 


Pension plans: Most life insurance 
companies offer plans which, along wi- 
th saving taxes under Section 80CCC (1), 
help in providing pension at retirement. 
Tax savings instruments: What could 
be better than investing in a govern- 
ment-backed Public Provident Fund 
(PPF) that provides decent returns with 
safety and liquidity? Not only is PPF a gr- 
eat tax-saver that helps amass wealth 
over the long term, the interest that ac- 


'crues every year in this 15-year scheme 


is totally tax-exempt. The current rate of 
interest 8% compounded yearly is tax- 
free, and upper limit for investments for 
tax benefit under Section 88 is Rs 70,000. 
Systematic Investment Plans: System- 
atic Investment Plans, or SIPs as they are 
popularly called, would allow the Gup- 
tas to contribute a small amount every 
month to mutual funds to help build an 
investment corpus. Although they 
might want to take risks and put their 
money into equities, it would pay to be 


| conservative at this juncture — when 





Under Sec. 88, 80D, ВОССС (1). 


they are starting off. 

Their SIP should ideally consist of 
debt funds and monthly income plans 
(MIPs) of mutual funds with a 60:40 
ratio. As the income level and sav- 
ings rise over the years, they canopt 
for SIP in an equity fund. This cor- 
| pus will help them meet their me- 
dium-term (5-10 years) goals like 
buying their own apartment, up- 
grading their car from a Maruti 800 
to a luxury car, and even help them 
meet the initial cost of parenting. 

And finally, the Guptas should 
|. keep the credit card in the wallet for 
as long as they can. Their savings 
will increase beyond doubt. a 


| Rajiv Bajaj is managing director of Ba- 
jaj Capital, a leading financial 
planning company. He can be 
contacted at pf@bworldmail.com. 





four company 
turns to you for 
infrastructure 


security. 


So, where can you turn? 


Security is a primary concern for all of us. That's why we've developed an array of new tools and guidance, 
. centralized at microsoft.com/india/security. It's a resource you can turn to for timely news, edücation, and 
tools, all intended to help you better plan and manage the security strategy that's right for your company. 


Take advantage of the latest tools and training at microsoft.com/india/security 


i Free Security Guidance and Training 

Visit the Security Guidance Centre to get the 
tools, training and guidance to plan and manage your 
security strategy. Register for a free security seminar in 
a city near you. Join weekly security webcasts, get 
information on security certifications and attend 
in-depth e-learning sessions. 


Free Emergency Notifications 
Sign up to stay up-to-date with the latest 
г vulnerability assessments, mitigation advice and patch 
* availability, 


»- Free Tools and Updates 

Order your free Windows Security Update CD, 
which includes critical updates and information to help 
protect your PC. You will also receive à free anti-virus and 
firewall trial software. Streamline Patch Management by 
downloading free tools such as Microsoft Software 
Update Services and Microsoft Baseline Security Analyzer. 


Free Virus Related Support 
Call toll-free 1-901-333334 for free virus retated 
support. Please visit the website for details. 


Go to microsoft.com/india/security 





For ongoing guidance to help better plan and manage your 


company’s IT security, go to microsoft.com/india/security today. 
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7 The expectations can be good (same 
or more than market expectations) or 
bad (below the market expectations). 


Good Results 


If one expects good results, then buy fu- 
tures contracts. When stock prices move 
up, so will the prices of futures, and vice 
versa. The advantage of using futures is 
that one can leverage one's funds. How- 
ever, if there is a likelihood of declara- 
tion of dividend in that stock, then one 
should stay clear off buying futures; it is 
better to buy stock instead. 

People having low-risk appetites can 
opt for buying call options (right to buy) 
on these stocks. In this case, the risk to 
the option buyeris limited to the option 
premium paid. If the person is wrong 
and the stock price falls, the loss incurr- 
ed will be limited. If the stock price mo- 
ves up, then the option portfolio value 
rises, and profit potential is high. 

A strategy for people with an even 
lower risk appetite would be entering 
into bull spreads. A bull spread is cre- 
ated when one buys an option contract 
and, to reduce the cost simultaneously, 
sells another option contract (of the 





HE results season is generally 
characterised by a high degree 
of volatility. Optimistic inve- 
stors buy in anticipation of go- 
od results while pessimists sell 
their holding. In the pre-deriv- 
atives era, all one could do was buy the | 
stock when good results were expected 
or sell one's holding and short shares 
intra-day when expectations were bad. 
With derivatives, one can generate 
unlimited gains with limited risk. One 
can reduce the risk of portfolio in antici- 
pation of bad results, or make money by 
taking low risk even without having a 
look at the company’s results. So with 
little ingenuity, there are lots of opportu- 


same type) ofa higher strike price. 
nities investors can explore to earn good | In case ofa bull spread using call op- 
returns. Interested? Read ahead. | 


| tions, the maximum possible loss is the 
For choppy markets 


A STRATEGY often used by investors during this phase is buying straddles. A strad- 











dle is a preferred strategy wherein both call and put options of the same strike 
price are bought. 

For example, a call and put option contract of Infosys for a strike price of Rs 5,000 
was available for a sum of Rs 462 (Rs 239 for the call + Rs 223 for the put — approxi- 
mately 996 of the stock price) on the evening session of 2 April 2004. If one intended to 
hold on to this position till 12 April (13 April was the result date), the demand for these 
options before the result date would have increased — pushing up their prices to 
around Rs 600. The profit would be Rs 138, with a return on investment of 2996 in 
10 days. One would even consider holding on to the options if one expected a large di- 
rectional move (as one generally does in volatile stocks) after the results. 

For stocks that do not move too much around their results, one can sell straddles, 
that is sell calls and puts simultaneously with a view that the stock will remain 
rangebound. The profit in this case is limited to the premium received on selling 
these options. [41 
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ing on results 


net premium paid (after deducting pre- 
mium received after selling the higher 
strike price call option, from the pre- 
mium paid). 

The maximum profit potential is, 
however, limited to the difference be- 
tween the two strike price less the net 
premium paid. 


Bad Results 


If one expects bad results along with a 
dip in prices before or after the results, 
short sell futures. 

Unlike stocks where short positions 
have to be squared off by the day's end, 
short futures’ positions can be held for 
three months. A likelihood of the decla- 
ration of dividend in that stock incre- 
ases the probability of making money as 
the futures’ prices fall (as compared to 
the stock price) in case dividends are de- 
clared and the ex-dividend date falls du- 
ring the tenancy of the futures contract. 

Investors having low risk appetite 
can buy put options (right to sell) to cap- 
italise on the expected fall. This strategy 
can also be used when good results are 
expected as an addition to the long posi- 
tion in the cash market to hedge oneself 
from a possibility of short-term fall in 
prices due to profit booking. In this case 
if the stock prices do fall, the put option 
will compensate, to a large extent, for 
the fall in stock prices. 

Another bearish strategy is the bear 
spread, in which one buys an option 
and sells another option ofa lower strike 
price. The properties of such a strategy 
are similar in some ways to the bull 
spread. The plain vanilla strategies are 
out of fashion; bring in the derivatives to 
skew the risk-reward ratio in your 
favour. So before planning a summer 
vacation, you may want to take a dip 
into the derivative markets to finance 
your trip. ж 





Vineet Bhatnagar is managing director of 
Refco Sify. Send your feedback to 
pf@bworldmail.com. 
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I plan to invest in equity funds for 
the first time, and my financial 
advisor suggests | do so in a sector 
fund. While ! am aware that UTI and 
Reliance Mutual Fund have come 
out with sector funds, | would like to 
know what these funds are and 
whether I should invest in them. 
Raman Walia 
A sector fund represents the highest 


risk-return potential in the mutual fund | 


universe, and is no place for a beginner. 
Nonetheless, we are encouraged that 
you are interested in learning about 
where your money is going. 

Sector funds seek to generate re- 
turns by investing in a particular sector. 
This is a high risk-high return strategy, 
as the fund provides no option but to in- 
vest in these stocks regardless of market 
conditions. There is no scope within 
such a scheme to reduce risk by diversi- 
fying into other sectors. All your eggs are 
actually in one basket over here. 

Sector funds can be extremely vola- 


tile and should make up a small portion | 


of an equity portfolio — between 5% 
and 20% — depending on the risk toler- 
ance. It is important that one has a good 
understanding of the sector. Diversifi- 
cation is one of the biggest benefits in 
mutual funds investing, and so we sug- 
gest you build a portfolio of diversified 
equity funds instead of just sector funds. 


In Monthly Income Plans, what are 
the advantages and disadvantages 


of opting for dividend and growth 
plans? For an investor looking at a 
long-term cumulative benefit, is it 
advisable to go in for a growth pl- 
an? What are the tax implications? 


ersification pays 


SChelliah | 
If you have income requirements from | 


your fund, the Systematic Withdrawal 
Plan (SWP) is the most tax-friendly wi- 
thdrawal mechanism for Monthly In- 
come Plan (MIP) investors. If you do not 
have any income needs and want your 
capital to grow overtime, the growth op- 
tion is the best bet. 

Asfor tax implications, dividends di- 
stributed by MIP are subject to a divi- 
dend distribution tax of 12.8196. This is 
not paid out of the AMC's pocket, but 
deducted from the dividend. So if you 
receive a dividend of Rs 100, it means 
the fund has declared a dividend of Rs 
112.81, of which Rs 12.81 goes to the go- 
vernment as dividend distribution tax. 


redemptions made within a year of in- 
vesting. This will be levied at the mar- 
ginal rate and can go up to 30%. Long- 
term capital gains, on the other hand, 
are taxed at a flat rate of 1096. Contrary to 
popular perception for debt schemes 
like MIPs, SWP is the most tax-efficient 
way of receiving payouts and not the di- 
vidend option. This happens because in 
the systematic withdrawal mechanism, 
capital gains tax is paid. As it is paid only 
on the gains component, which is a 
smaller portion ofthe withdrawal (espe- 
cially in the early years), its effect is mi- 


There is 
no scope for 
sector funds 


to diversify 
into other 
sectors 
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nimal. Dividend distribution tax is paid 
on the full amount of withdrawal. 


1 want to invest in a fixed income 
fund for a year. Should I choose 
a short-term debt fund or an 
income fund? 
Sheila Chandra 

Income funds are for long-term invest- 
ment of at least a year, while short-term 
debt funds are investment avenues for 
periods less than that. In the last one 
year, an average income fund has deliv- 
ered a return of 8%, as compared to 
short-term debt funds that gave a little 
over 6% return. However, in the six- 
month period ending 13 April 2004, 
short-term debt funds outperformed 
income funds (2.23% versus 1.83%). 

If you are a conservative investor 
and want full protection of capital, go 
for the short-term debt fund. Otherwise, 


| an income fund is the ideal investment 

Under the growth plan, you will have | 
to pay short-term capital gains tax for | 
| seen from the six-month return. If bad 
| periods in the debt market continue for 


for a one-year investment period. How- 
ever, the risk is high in this, as can be 


long, you could get less from this than 

you would from short-term debt funds. 
What makes them different? Their 

average portfolio maturity: income fu- 


| nds invest in longer-tenure instruments 


like government securities and corpo- 
rate bonds, and so their average maturi- 


| tylies in a band of 5-8 years. Short-term 





funds confine their portfolio to instru- 
ments like commercial papers. So their 
average maturity remains in the 1-2 
years range. The relatively higher matu- 
rity of income funds makes 
them more susceptible to in- 
terest rate risk, and more vo- 
latile. This gets nullified over 
along period of time. е 





Dhirendra Kumar is CEO of 
Value Research, which spe- 
cialises in tracking mutual 

funds. Readers can send their 
queries to pf@bworldmail.com. 
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Mutual Funds 






Assets Return Return Return Besti-yr Worst 1-уг 
Scheme (Rs crore) 1-уг 1-уг SIP Return Return 

EQUITY: DIVERSIFIED 
HSBC Equity . 982.75 181.38 147.43 — 189.37 151.85 
Reliance Growth _ 537.35 172.46 128.58 59.76 229.36 -56.73 
Franklin India Prima | 655.70 165.45 111.45 62.47 217.85 -47.60 
DSPML Opportunities _ 592.55 154.48 117.01 43.36 158.54 -44.87 
HDFC Top 200 _ 681.48 145.76 105.31 44.25 152.86 -38.98 
Templeton india Growth 418.68 142.12 105.96 37.51 152.23 -39.49 
Reliance Vision . 876.04 141.75 104.66 67.58 212.39 -47.82 
Franklin India Bluechip 1,764.67 140.17 114.46 38.21 199.42 -36.54 
Birla Dividend Yield Plus 459.82 136.39 98.53 — 138.78 102.81 
HDFC Equity d 1,046. 36 132.97 99.80 47. 43 179.39 -40.23 


Best and worst returns calculated since launch of the scheme 





Composition Return Return Return Best 1-yr Worst 1-yr 
Scheme (equity:debt) 1-уг 1-уг 51Р 3-yr return return 
HYBRID: EQUITY-ORIENTED 
Tata Balanced 69:26 87.94 64.07 25.50 120.81 -36.53 
HDFC Prudence 63:23 87.40 63.00 39.71 113.90 -24.31 
FT India Balanced 69:21 86.02 69.27 29.26 86.24 -31.09 
Alliance '95 70:29 85.87 65.22 26.55 218.82 -45.00 
DSPML Balanced 65:27 85.11 63.65 27.66 86.46 -32.99 
Canganga 58:22 84.85 64.80 20.72 89.45 -38.37 
Birla Balance 67:24 80.76 63.49 23.65 83.35 -48.72 
Prudential ICICI Balanced | 64:31 7408 51.52 25.51 74.36 -46.25 
Franklin India Balanced 60:25 73.17 56.45 28.24 73.98 -24.38 
НОЕС Balanced | 63:25 6892 . 50.91 23.02 70.22 -18.77 
ъ Ж, л m Best а and worst returns s calculated since launch of the scheme 
= cue I EE "е 
DEBT: MEDIUM-TERM 
JM Income [| 165 712 177 887 7.69 13.60 
HDFC High Interest | 167 6.68 176 858 7.47 13.06 
HSBC Income Investment —— 2.02 590 157 856 725 — 
Kotak Bond Deposit . 221 801 187 840 7.47 12.81 
Templeton India Income Bui. — 1.64 5.53 137 8.35 _ 7.33 13.42 


Return 
ES 


Return 
1-yr SIP 


Return 
И 


Return 
6-mth 


Composition Avg. matu- 
(equity:debt) rity (yrs) 


Scheme 





Alliance MIP 14:0 — 7.99 22.56 1973 15.36 
FT India MIP 1855 231 7.24 20.78 17.53 14.67 
Templeton MIP-G (15:74 3.12 6.05 19.39 16.00 13.48 
Tata MIP | 1073 2.69 444 1928 1448 13.84 
DSPML Savings Plus 1574 273 6.01 18.07 1520 — 


Returns as on 20 April 2004. Portfolio data (asset size, average maturity апа composition) as on 
31 March 2004. Fund returns (in %) are annualised, except for the 6-month period (absolute). 
Schemes with the largest corpus (and not having a single investor with more than 25% of assets) | 
are ranked in order of 1-year returns. SIP (Systematic Investment Plan): Returns on Rs 1,000 
invested on the 10th of every month in the scheme for the last 12 months 
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MF ACTIVITY IN MARCH 


| Company еј 
ТОР 10 SHARES BOUGHT 
ONGC 208.92 
Reliance Industries 157.90 
HPCL 145.20 
юс 139.24 
Gail (India) 135.68 
State Bank Of India 121.85 
IPCL 9470 
Tata Power | 68.96. 
HDFC __` 61.33. 
Mahindra & Mahindra 261.11 
ТОР 10 SHARES SOLD 
Satyam Computer Services H 96.33. 
Steel Authority Of India 60.73 
me 5691 
Maruti Udyog 54.36 
Hindustan Lever 52.64 
Hughes Software _ 45.95 
Punjab National Bank .31.88 
Hero Honda Motors 24.55 
Cipla | 2001 
Bajaj Auto Ltd. —— 18.42 


| Data based on Feb-Mar 2004 portfolios of 
| all open-end mutual funds 








Funds with highest 
exposure to... | 


Infosys Technologies 
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As on 31 March, 2004 


Source: Value Research India 





Your Insurance 


Attributes ICICI Pru: Birla Sun Life 
SmartKid 


Child Insurance 














SBI: MaxNewYork Om Kotak 
Young Scholar Scholar Stepping Stone Child Advantage 













Age atentry For parents with Parents between М.А. 21-60 yrs For the d: 0-17 yrs - 
(min-max) ^ child 0-12 yrs 18-50 yrs having child | To. 
à y between 0-8 years М 3: v 
Term Age of the child be- 15-20 years Age of child at 11-26 yrs 
(min.-max.) tween 22 to 25 21 less current 
less current age _ age of child — 
Premium Min. Rs 8,000 Rs 11,644 p.a. for Rs 6,076 (for Min. sum assured 
(for 30-yr male, Rs 1 lakh (for 30-yr, 30-yr male, Rs 50,000 
20-yr term) person 20-yr term) 20-yr term) 
Premium Regular 15-yr term: payable Paid till child Regular 
type for 10 yrs; 20-yr term: turns 18 
payable for 15 yrs 
Sum Min. 1 lakh Min. Rs 1 lakh — Min. Rs 50,000 
assured Max. 30 lakh E Max. No limit 
Loan No Withdrawals from invest- Available Available 
facility "e . ment account permitted 7 MUT 
Riders Income & accident LTAR* and ADBR** in- Accident and Partial accidental 
benefit built, critical illness on disability benefit, critical ill- 
payment of additional ness, term, waiver of 
premium premium, term R&Cv 





*Level-term assurance rider **Accidental death benefit rider — "Renewable & convertible 


Health Insurance 


(For Rs-1 lakh Premium comparison for basic Mediclaim Maximum Max. entry Noclaim Hospitals Coverage Аке for mod Family 


coverage) insurance policy in Rs (Entry age) cover (Rs) age (years) bonus covered days exam. (years) discount 





(30) (40) (50) (60) 
PSUs | 1415 | 1539 | 2202 | 2,507 ^ 500000 во 5X 650+ 60 >45 10% 
Cholamandalam 1,518 | 1,685 | 2,436 | 2,943 | *10,00,000 60 5% 1200- 90 >55 am. 
Bajaj Allianz | 1,308 | 1,308 | 2,463 | NA. _ 50000 55 5% 600 90 >51 5X 
Royal Sundaram | 1,674 | 1,674 | 2431 | 2431 50000 55 #15% 150+ 60 >60 _ 10% 
Rates inclusive of service tax *If salary «Rs 10,000 p.m., else maximum cover is Rs 5 lakh; *60% of cover or Rs 5 lakh, whichever is lower Source: Bajaj Capital 


Term Life Insurance 


Maximum age 
of entry 


Maximum age Minimum sum For life cover of Rs 10 lakh 
at expiry assured Premium in Rs (Entry age/coverage period in yrs) 


(30/25) (40/20) (50/10) (55/10) 


Policy/Insurer 


Tenures possible 





ICICI Prudential 50 yrs 5 to 25 yrs 65 yrs Rsi.0lakh ^ 3,043 5,110 8,197 N.A. 

HDFC Standard Life 

etri tay S 60 yrs 5 to 30 yrs 65 yrs Rsi.0lakh 3,050 5,110 | 8,320 12,600 

Max New York Life iae А ОРУС TN | | | z 

Til Age 60 yrs 5,10,15,20,25 yrs 60 yrs Rs2.5lakh | 3,220 5,650 | 10,000 12,150 
"— а. Sat Cin | | | 

Biria Suniife Toii 55yrs 5,10,15,20,25 yrs 70 yrs Rs2.0lakh | 3,160 5,150 8,790 13,100 

LIC Anmol Jeevan 50 yrs 5to25yrs 60yrs Rs5.0lakh | 3,860 7,010 | 11,450 N.A. 

Notes: Any critical iliness detected after the policy has been taken will not have any impact on the premium Source: Bajaj Capital 


Free look period of 15 days for all policies as per IRDA regulations — *Cover is for a five-year period 
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Personal finance 





Your Borrowings 


Home Loans 


Bank /HFI name Floating Upfront fees (%) Prepayment charges 





Interest (%) EMI (Rs) Interest(%) EMI(Rs) (% of loan) 
No prepayment allowed in the first 2 years. 2% from 


* 
ABN Amro Bank N.A. N.A. *6.00 1,111 *0.50 3-5 years. No charges after 5 years 
Standard Chart ‚ КО 1,200 7.49 1,87 0.50 No charges on part-prepayment. 2% charges on 
М : foreclosure of loan 
No charge on part-prepayment. 2% charges on amt 
* 
ICICI Sank ` 500 эё E 1487 nis prepaid and on all amts prepaid in the last 1 year ^ 
0.50 No charge on part-prepayment. 2% charges on 


ноғ у $89 1,213 ТЫР 1,200 transfer to another financier 


No charge on part-prepayment. 2% charges on amt 
prepaid and on all amts prepaid in the last 1 year ^ 


Citibank NA NA 735 1200 0.50 


LIC Housing Finance 9.25 1,280 *7.75 1,200 #1.00 No prepayment charges 


IDBI Bank N.A. N.A 8.00 1,213 1 0.50 No charges on part-prepayment. 296 charges on 
И" х 4 , transfer to another financier 


Я 7 O; 
SBI 8.25 1,227 8.00 1,213 0.25 No charges on part-prepayment. 2% charges on 


foreclosure of loan 


Nati Bani ‚335 : | 0.50 No charges on part-prepayment. 2% charges оп 
ipsc А и +53 EN 120 *+1.00 foreclosure of loan 





Rack rates are collected from public sources and are subject to variation among borrowers; EMIs per Rs 1 lakh for a Rs 10-lakh, 10-year loan;  *Festive offer 
rates; for ICICI Bank, the offer is only for loans of Rs 5 lakh or more; for ABN Amro, the interest rate is 6% in the first year, 6.5% in the second, and 7.75% from the 
third onwards. **Processing charges; legal charges extra + Processing+mortgage charges # Processing charge 

^ During the last one year from the date of final prepayment 


Your Property 


Source: Apnaloan.com 


Delhi Rental and Capital Values Mumbai Rental and Capital Values 

The NCR region witnessing rampant high-end residential development ac- А fair amount of activity is being witnessed from the NRI investors as well 
tivity is a testimony to its inherent attractiveness. Gurgaon and Noida as genuine end users looking at housing options. South Mumbai continues 
would continue to offer quality, residential development. to witness upwards pressure on prices. 


Rental value (apt) Capital value 
(Rs/month) (Rs/sq. ft) 


Rental value (apt) Capital value 


Location Location 


(Rs/month) (Rs/sq. ft) 


Vasant Vihar 1lakh-1.75lakh 8,500-12,000 
Panchsheel Park, Def. Col. 60,000-80,000 5,500-6,500 
Prithviraj Road, Golf Links 1.25 lakh-2 lakh 10,000-13,000 
Mayur Vihar Phase | . 8,000-14,000 2,000-2,400 





Bangalore Rental and Capital Values Hyderabad Rental and Capital Values 


Residential market continues to witness hectic activity in terms of new The residential sector continues to show fair amount of activity. The de- 
projects by leading developers. There has been growth of both horizontal mand is mainly driven by the new age IT & ITES industry . 
and vertical apartments offering variety of choices. 





е ЕТС К? ce xa 
Cunningham/Brunton Rd. = 40,000-1!аКһ 2,200-3,800 
Sadashivnagar _ 50000-80000 2,000-3,500 1; 
Indiranagar _ 25,000-80,000 1,800-2,600 ..10,000-20,000 1,000-2, 
Koramangala * 25,000-70,000 1,400-2,500 Notes: The Delhi rental rates are for 1,800-2,500 sq, ft apartments (for Mayur - 
Jayanagar/JP Nagar  ...20,000-60,000 1,300-2,200 Vihar, its 1,200-1,800 sq ft). The Hyderabad rates are for 2,000 sq. ft apart- 


мес ments, апа the Mumbai rates are for 1,000-1,800 sq. ft apartments. The Ban- 


Source: Cushman & Wakefield India Research galore rates are for 1,500-1,800 sq. ft apartments. 
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"by mala bhargava 





CyberMedia and edits 

Living Digital. You can 

email her at 

malab@cmil.com | 


Mala Bhargava is with | 
| 
| 





Wi-Fiin | 
the office | 
will bring 
different — 
benefits 
to | 
different 


you work 








Wi-Fi wonders in 
a static world 


FEW months ago, the BBC | 


reported a survey that showed 
how clueless home computer 
users are about Wi-Fi. A certain 
percentage thought a "hot spot" 
was something that went terribly smelly 
after being left out in the sun for too long! One 
group thought it meant you're in trouble with 


your spouse. 


That was in the UK. Better not even think of 
asurvey like that in India. So much for the wire- 


less revolution. There is no point in companies, | 


service providers and the rest of the clique 
complaining about lukewarm responses from 
consumers — in business, organisations or 
homes. Little or nothing has been done to 
demonstrate the experience, benefits, and 
change in the quality of life that wireless com- 
munication could bring about. 

Not that this is an easy job. A friend of mine 
recently picked up a high-end Centrino note- 
book. "Great!" I said. "Now you can go Wi-Fi." 


He had the grace to look interested and politely | 
asked me what that would do to his life. І have | 


to admit I was more than a little stumped. 

The problem with telling someone about 
the advantages of Wi-Fi is that there is no one 
benefit that will fit everyone and all situations. 
Sadly, the only communication potential users 
get about Wi-Fi is that it helps you get rid of a 
bunch of messy wires (that isn't something any- 


one's deeply preoccupied with) and that you | 


can surf the Net anywhere. Neither seems par- 
ticularly compelling. If had to sum up the ben- 
efits of Wi-Fi, I would talk about freedom to 
access and be accessible, to be connected with- 
out having to think twice about it. What that 
would do to your own work life depends on 
how your usage would evolve. 


Experiencing Wi-Fi technology in an office | 


quickly manages to change work style. In my 
own organisation, we've 'unwired' all our of- 
fices as part of ‘Project W’, an initiative to evan- 
gelise Wi-Fi. The increasing number of note- 
book users now find the new flexibility making 
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a difference. For instance, when I travelled to 
my Bangalore office, it would take time to find a 
free network cable, get online, and be accessi- 
ble to my team back in Delhi. I used to just give 
uponitand tell them to wait. Today, all I have to 
do is open up my notebook. While I'm at corpo- 
rate meetings, I stay connected with my team, 
relaying action points and information to 
them. A lot of things start getting done even 
before I'm out of the meeting. And yes, І can get 
on the Internet and keep myself entertained if 
the meeting gets to be too much ofa drag. 

Wi-Fi at home changes usage too. It's also 
relatively inexpensive. And even if you have a 
laptop, the working space in your home is 
probably defined by where your connectivity is. 
Wi-Fi frees you from that location. The option 
of mobility will let you move around from table 
to TV, couch to bean bag. Many new notebooks, 
just as those based on Intel's Centrino technol- 
ogy, have Wi-Fi built in. If you have an older 
notebook, you need to buy a Wi-Fi card, around 
Rs 2,000 to Rs 2,500 from companies like D- 
Link and Multi-Tech. 

The next step is getting a device to connect 
to. This depends a bit on what your internet 
connectivity at home or small office is. A Wi-Fi 
router with a network connection is what those 
lucky few with Ethernet need. Otherwise, for 
those with a DSL broadband connection (often 
over their phone lines), it's ideal to have a Wi-Fi 
router with a direct DSL-in port. The cost is 
about Rs 6,000 to Rs 9,000 from vendors such as 
D-Link, Linksys and others. If you have a router 
with Ethernet in (and not DSL), then you need a 
DSL modem with an Ethernet output, either 
from your broadband service provider or off 
the shelves elsewhere. That's about it. The total 
cost is Rs 8,000 to Rs 10,000. 

Sadly, the government only allows indoor 
and on-campus use of the 802.11b or Wi-Fi. 
Anything else, including outdoor use or using 
the faster 802.11g, requires a licence. But if 
enough people experience Wi-Fi, even indoors, 
we will be a more connected nation. ж 


Make a difference with your words. Express yourself loud and clear. Because у e what you s nd what you say has a lot | 





Not OK 








Not OK 











what you read. Outlook. It’s no nonsense, It’s sharp. It's bold. Could you say that about you. 
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vogue 


SHELLEY SINGH 





OLD news and cold food. If 

there was a recipe to destroy 

the reputation of a swank 

hotel, the two would figure at 

the top of the list of ingredi- 

ents. Thankfully, the food is 

served as you like it — hot. As for news, 
the hotels don't rely just on the good old 
cable TV anymore. They get newspapers 
beamed in via satellite, printed and de- 
livered to a guest before they hit the 
stands in the cities they're published in. 
Traditionally low on high-tech, 
five-star hotels in India are now using 
tech-toys to help speed up everything 
between check-in and check-out. 
What's on offer is a world apart from 


| takes to fly in The Wall Street Journal, Le 





what was earlier passed offas high tech- | 


nology — a basic database 
system, ERP, a magnetic 
key and, perhaps, some 
movement sensor oper- 
ated automatic lights. 

If you are hotel-hop- 
ping in India today, you 
will come across a 
plethora of tech-tools 
rubbing shoulders with 
tastefully done rooms and 
massage chairs. For 
starters, heres how hot 
news is being served. Not 
so long ago, the latest in- 
ternational newspaper 
you could get was two 
days old. That's the time it 


DILEEP PRAKASH 


Hotel guests can check in with a 
smart card and check out with 
an SMS. But they had better 
keep track ofthe mini-bar... 


SILICON 
UITE 





Monde or The Guardian into the hotel 
room in India. 

InterContinental Parkroyal claims to 
have overcome the problem. A few 
months back it invested in a newspaper 
kiosk, which, at an average of $5 per pa- 
per, serves up a menu of 120 interna- 
tional newspapers from 58 countries. 
There is a similiar kiosk at JW Marriot in 
Mumbai, while Chola Sheraton in 
Chennai will install one in a fortnight. | 
The Oberoi Group is planning to offer | 
live newspapers in Delhi by the end of 
this quarter. The Taj Mumbai helped the 
former US ambassador to India, Robert 
Blackwill, catch up on the news by 
printing the latest editions of The New 
York Times and the WSJ. 

Delhi-based Consilnet, a hospitality | 
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technology service provider, has tied up 
with Netherlands-based Satellite News- 


| papers to market newspaper kiosks in 
| India. The Dutch company collects 


global papers and converts them intoa 
special printing format. This is then 
beamed via satellites to kiosks around 
the world, ready to be printed on 
A3 sheets. Pankaj G. Thakar, CEO (global 
operations), Consilnet claims the 
editions are available at the kiosks 
30 minutes before the print editions hit 
the stands. 

Hospitality chains are out to make 
even the formality of booking a 
room a breeze. Book a room with the 
Oberoi Group and you will get a confir- 
mation via SMS. You could also check 
out by just sending an SMS to the re- 
ception. This service is for frequent 


Demand for Wi-Fi hot 
spots is increasing, and 
‘cyber butlers’ provide 
tech support to guests at 
the InterContinental 
Parkroyal 


ASHISH SAHI 








guests who have already given specific 
» payment instructions. 
Guests can expect more frills while 
checking in, which usually takes about 
5-8 minutes even for a frequent guest. 
ITCWelcom Group will soon have smart 
card locks to keep information on 
guests and allow instant check-ins and 
check-outs. The 128-bit encrypted chip 
on the card stores the menu of data 
needed by the hotel — name, prefer- 
ences, billing instructions and passport 
details. What it calls ‘check-in on the fly’ 
will reduce the check-in time to sec- 
onds. But if technology has its way, even 
these smart cards will be passé soon. 
Some international hotels are already 
testing biometric check-in systems. A 
з thumb scan will help save time at do-it- 
_ ¿your-self receptions. 
~ Inside the hotel, your communica- 
tion needs are addressed by Wi-Fi hot 
spots. Wherever you are, the lobby, the 
poolside, the restaurant or the room, 
your Centrino laptop will talk to the 
802.11b Wi-Fi port connecting to 
the Net. No Centrino? No 
problem. The hotel will 
give you a wireless 
; , access card for your 
laptop — gratis. 
However the 
. wireless facility 
itself is not free. 
Password. pro- 
tected, it will add 
. Rs 600-800 to the 
-bill for a 24-hour 
- connection. One- 
hour of Wi-Fi 
coupons cost Rs 200. 
TheOberoi Group has put Wi-Fi in 
over 1,800 rooms across its properties in 
Mumbai, Kolkata, Chennai, Bangalore, 
Gurgaon and Delhi. So have the Taj 
Group of Hotels, InterContinental 
Parkroyal, ITC Welcom Group and 
about 35 other hotels in India. "Demand 
for Wi-Fi will soon be like the fixed 
phone in a room — people will expect it 
to be there and always on,” says Arijit 
Bhattacharjee, general manager (infor- 
mation systems) ITC Welcom Group. 
-.. Andif your Wi-Fi laptop isn't able to 
... Connect to your remote office server, 
. dont panic. Just buzz for the ‘cyber but- 
- ler’ Available 24x7, he’s по greenhorn 
geek, but a friendly diploma-holder in 
computer software. Parkroyal and 
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The West Side Story 


W HEN it comes to gizmos, Indian hotels are not too far behind others in the 





| 
Asia-Pacific region. Yet, they still have something to learn from some of | 
the conveniences that hotels across the world offer. Wireless hot spots | 
are a given, Concealed plasma TVs are hip — push a button and out comes the 42" | 
inch screen from the wooden panel. | 
If someone rings while you are in shower at the Peninsula Hotel in Hong Kong, | 
don't worry. The telephone digitally filters out the sound of running water. The | 
Peninsula Group has its own R&D lab with a staff of 19, including eight engineers 
working on guest room technology. | 
At Singapore's Grand Hyatt, the cyber butler is virtual and you order cookies | 
and fresh towels via TV commands. The Tokyo Hilton accepts reservations by SMS | 
and even texts you wishes on your birthday. | 
At Sheraton Hotels across the US, guests can check їп and out without waiting | 
at the front desk. There are no people; it has been converted into ado-ityourselfre- | 
ception. Smart kiosks at the lobby help guests change room categories, get extra | 
keys and pick up messages. | 
There are some pitfalls too—in a bid to go high-tech, hotel shower controls re- 
semble joysticks in fighter jets. It can be a challenge to fathom the knobs except by | 
naked experimentations with hot and cold! Thankfully, the Peninsula's R&D statf 
claims that ease of use is its motto. Others would do well to follow this. m | 





in Oberoi Kolkata, the reception will 
know exactly what time you like dinner 
served, what magazines you read and 
even how you like tea — with or without .. 
milk. The future will be even smarter. - 
The Taj Group is looking at embedding 


Maurya Sheraton have 
: three butlers 
each. They | 
' are there to as- | 
sist guests on | 
any technology | 


relatedissue. | loyalty cards with radio-enabled REID 
He will | tagsto better capture how the guest is 

also tell you | using the card. 
howto use the | Despite this impressive array of 


| 
interactive TV, | tools, technology isn't universally ap- 
which displays | plied in hotels in India. According to the 
^ suchinformation | Federation of Hotel & Restaurant Asso- 
as the bill, theho- | ciation of India, just 23.395 of Indian 
tel's information page, | hotels have a central reservation sys- 
and in emergencies likea | tem, 18.9% have electronic key cards 
fire, trigger off an alarm. Mini- | and 81.6% provide an Internet (mainly 

bars are already on IP networks — reach dial-up) facility. 
foraKit-Kat and the sensor will detect it. Experts like Indrani Ghose, vice 
The bar will be replenished before you | president (IT), East India Hotels (The 
take the last bite. Oberoi Group), believe that unless tech- 
Inhotel rooms, thedaysofbulkyTVs | nology is used selectively, it could back- 
are numbered. Thin is in. About 70 | fire. In fact, she discourages: waiters’ 
rooms at Taj Mumbai boast of 42” flat- | from taking orders on PDAs as they 
screen displays. ITC Welcom Group too | spend more time playing with the 
plans to install flat screen TVs in the | screen and less time attending to the 

rooms (italready provides TVsinthetoi- guests’ needs. 

let). It is also looking at Blackberry, the That's just a dampener. After all, 
mobile GPRS-based service forinstant | most new technologies have had a roar- 
information on stocks or weather. ing start. As you enjoy the Wi-Fi hot 
Actually, information capturingand | spots, warm cookies and the printer- 
data mining are areas where todaysho- | fresh news, technologists around the 
tel chainsexcel.Ifyouarearegularatthe | world are working on more tools to 
Oberoi's Mumbai property andlandup | make your hotel stay hassle-free. = 
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Harish Bijoor 
CEO, Harish Bijoor 
Consults Inc. 


Iread just about anything —and I just 
finished my first e-book. Must say I 
hated it. I normally read two to three 
books ata time. I have just been 
through my sixth reading of CATCH- 
22 by Joseph Heller. A friend intro- 
duced me to this masterpiece when 
Iwas 18 and it seems I reread it every 
three years! It brings sanity to a world 
that takes itselfa bit too seriously. 
Yossarian is my hero! I'm also in the 
midst of AUSER’S GUIDETO THE 
BRAIN by John Ratey. This is a fasci- 
nating account of how your mind 
works. Though itis listed as a self- 
help book, | think itis fiction. Who 
can really understand how the mind 
works? And I am working my way 
through Eckhart Tolle's The Power of 
Now, but it is slow going. m 


ALERT 

Mindstretch 

Debkumar Mitra (Penguin Books) 
There is only one way a 
book like this can be 
taken up — at leisure. 
For recovered puzzle 
addicts, it would be 
easy to lapse into an 
old habit, but for oth- 

ers it could be a bit of a... errr, 

stretch. This book belongs to a 

genre that few people have time 

for after getting into the hurly- 

burly of work life. But if you 

have the time, getting hold of 

a copy wouldn't be such a bad 

idea, after all. 





ABHEEK BARUA 





RVIND Virmani certainly 
around the bush. Unlike most 
other books on economic 
policy, his book, Accelerating 
Growth and Poverty Reduc- 
tion, is devoid of unnecessary prelude 
and preamble and gets straight to the 
point. The point, in this case, is about 
the effectiveness of economic reforms 


does not believe in beating | 


in India. And he should know. As senior | 


economic advisor to the Ministry of Fi- 
nance and the planning commission in 
the 1990s, Virmani was an integral part 
of the group that pushed through the 
liberalisation agenda. 


dominant feature of this new paradigm 
isafocusonasmaller and more efficient 
government replacing the all-encom- 
passing mai bap sarkar of the past. This 
is an implicit recognition that 'govern- 
ment failure’ — that is poor governance 
— isa far biggerissue today than market 
failure. To quote Virmani on the subject: 
“In too many places, government is part 
of the problem and not part of the solu- 
tion. We must recognize the strengths 
and weakness of the people and the 
state, and allow and encourage each to 


| play its due role in economic and social 


He essentially has two objectives in | 


writing this book. The first is to 
outline an integrated 
game plan for taking the 
reforms process forward. 
The second is to prove that 
the diverse measures of 
the reforms agenda were 
not ad hoc initiatives with- 
out any clear framework. 
Instead, he emphasises, 
they are part of a coherent 
unifying paradigm. The 


SELECTION 


Frankly 
speaking 


ЕМ his irreverent pulpit, Frank 
Simoes commanded a view of In- 
dian advertising afforded to few oth- 
ers. It helped his congregation that he 
was “born with a gift of laughter and a 
sense that the world is mad". 

In Frank Unedited, a collection of 
50-odd stories written between 1977 
and 20041 for various publications, we 
have the picture of a life painted in 
Impressionist daubs. And as such, it 
can be viewed in layers. 

Most of the stories look back at 
times lived four to 40 years before. 
Reading them linearly, as arranged, 





development." 

Virmani sets out a vision for India's 
future revolving around the ‘3 Es’: em- 
ployment, entitlement and empower- 
ment. This E-trinity would address what 

the economist sees as 






ACCELERATING 
GROWTH AND 
POVERTY 
REDUCTION 


\ Policy Framework for 
India’s Development 

By Arvind Virmani 
Academic Foundation 


one is hauled back and forth through 
a defining period in Indian advertis- 
ing. In his time, the ad world changed 
from being a club of brown sahibs, 
when “Wharton and Harvard were vul- 
gar American kindergartens’, to the 
emergence of icons like Gerson da 
Cunha, Kersey Katrak, Alyque 
Padamsee and Subhas Ghosal. 

It's also a very per- 


sonal history, 

where even his Foo 
Rampur hound = 
Snowy and cat Y з 

О'Саї find their 


place. At another 
level, it's a history 
of Bombay — not 
Mumbai, mind you. 
We get to meet 
inimitable charac- 
ters like Sandy 
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E-trinity of growth 


the principal problem of 
the Indian economy — 
‘disguised’ unemployment, 
and the associated problem 
of poverty, the dismal record 
of providing public goods 
and social security and inad- 
equate access to education 
and information. The rest of 
the book deals with the processes and 
strategies that will enable the Indian 
economy to finally achieve these ‘3 Es’, 

The author's experience as an in- 
sider in government is reflected in his 
ability to go beyond the broad brush- 
strokes of macroeconomics and focus 
on the nitty -gritty of policy making. For 
example, in the first chapter, "Integrated 
Policy Framework for the Next Decade’, 
heruns through the entire gamut of pol- 
icy proposals ranging from tax struc- 
ture, the public distribution system, the 
public debt management act, Internet 
telephony and LPG subsidies. 

Some of his prescriptions sound a 
tad unconventional, which is surpris- 


ing, given his credentials as an estab- | 


lishment economist. He recommends, 


for instance, an active collaboration | 


between NGOs and civic groups to 
ensure government accountability in 


Solomen, a white Jew who taught 
Simoes to box, Bhagwan Wadhwani, a 
seller of bras who taught Simoes how 
sex works in ads, and Mr Fison, the 
only other person on the planet who 
shared Simoes's passion for Under- 
wood typewriters. 

The major seismic events of the 
times find resonance in the pages. For 
the ageing 'Saraswat Brahmin Roman 
Catholic Goan', Ayodhya was too 
painful a disgrace to bear. It comes 
back to haunt him time and again. 

The first article from Simoes that 
got published in The Times of India 
was the 50th one he had submitted. 
Guess what was it was about. It was 
about how it felt to have 49 articles re- 
jected. As his longtime friend Dom 
Moraes comments, that sense of self- 
deprecating humour and persever- 
ance defined Simoes. 





ARVIND VIRMANI is director and 
chief executive of the 
Delhi-based Indian Council for 
Research on International 
Economic Relations. He was 
earlier senior economic adviser 
to the ministry of finance and 
adviser on development policy 
to the Planning Commission. 


———————————— 


providing public goods. 

The book draws on the experiences 
of the Asian crisis in defining a roadmap 
for financial reform. The critical lesson 
to be drawn from this imbroglio, he 
pointsout, is the need fora clear distinc- 
tion between control and regulation. 
Control systems, in his definition, typi- 
cally make organisations do things that 
are not perceived to be in their self- 
interest. These have to be replaced by 
systems of regulation that are designed 


| to protect the collective interest of hon- 


est, efficient firms. While such a trans- 
formation appears simple enough, Vir- 
mani points out that it entails a huge 
change in mindset within government. 
On the issue of capital account con- 
vertibility, he points out that the Asian 
crisis bred some irrational fears about 
capital convertibility that need to be 
corrected. The right strategy now, he 


All that sex 
and greed 


EEPING through the 
keyholes of board- 
rooms is turning out to be 

a voyeur's fantasy come 
true. All those middle- 
aged (sometimes elderly) 
businessmen are having 
one hell of a time, with wild 

lifestyles resembling those of 20- 
something rock stars and football 
icons. In INC — Tales 
of CEOs Gone Wild, newspaper 
columnist Christopher M. Byron 
chronicles the rise and fall of celebrity 
CEOs. This book (published by John 
Wiley & Sons) paints these corporate 
high-fliers as driven by sex and greed 












BOOKMARK 








says, would be one that continues to 
increase capital mobility and, at the 
same time, keeps focussing on critical 
structural reform in the fiscal system 
and the banking sector as a necessary 
safeguard. 

The book isn't without its draw- 
backs. Some of the chapters are drawn 
from lectures that Virmani delivered at 
various forums and retain the sort of 
terse, telegraphic quality that one asso- 
ciates with powerpoint presentations. 
These could easily have been fleshed 
out to make them more readable. Quite 
often, the analysis tends to be need- 
lessly filled with jargon. It could have 
been made more lucid without com- 
promising the rigour. 

Finally, while Virmani provides a 
comprehensive prescription for what 
needs to be done to achieve his E-trinity, 
there is little discussion on the road- 
blocks in implementation. Given his 
vast experience in government, one 
would have expected him to have a lot 
to say on how pressure groups work to 
preserve the status quo. Hopefully, Vir- 
mani is saving that for a sequel E 


Abheek Barua is senior economist, Crisil 
Centre for Economic Research 


and drunk on power. No 
prizes for guessing who 

they are. Starting with the 

legendary Jack Welch of 
GE, who apparently liked to 
hang out in bars to pick up 
women, the book zooms in 
on lesser-known but more 
notorious characters like Ron 
Perelman of Revlon, AI 
Dunlap of Sunbeam and 
Dennis Kozlowski of Tyco. 

Byron offers much sleaze: 

Perelman and his mistress cavorting 
in Paris, believing that his wife knew 
nothing of the secret affair; Dunlap 
pointing a knife at his first wife and 
saying, "| often wondered what human 
flesh tasted like," and, of course, the 
serial womanising of Kozlowski. 
Recommended for those with a taste 
for the excesses of success. ж 





BUSINESSWORLD 73 3 MAY 2004 











O орий DIL 















OME elections, voters are carpet-bombed. | 

And the likes of Shyama Devi think their 
lives may finally change. In case you have 
forgotten, Shyama Devi was one of 21 
women (plus one child) killed in Lucknow 
on 12 April, in the stampede for 12,000 free saris worth 
Rs 40 each, Not that the saris were completely free. For the 
saris, and perhaps widow pensions and cash, the 15,000 
' women who attended had to fork out Rs 20 each. 

This happened not in the badlands of Bihar but in the 
prime minister's own constituency. Lucknow is hardly the 
back of beyond. Whether the families of the deceased will 
actually get to see the promised ex gratia payment of 
Rs 1 lakh or not is besides the point. Whether the Code of | 





orever developme 





| 






After the Lucknow Б. Atal Bihari Vaipayoe! isre- . 
ported to have remarked: "Those who have lost their near 
and dear ones will be helped both by the government and 
God." Let's leave God out of the reckoning. What have 
successive governments. done to improve the lot of the 
poor, apart from the promises made at election time? It is 
precisely because so little has been done that one speaks 
of the anti-incumbency factor that gives members of par- ue 
liament only a60% chance of being re-elected. n 

This is not just about the NDA governments uk um 


record; the Congress has performed no better. Other 


United (actually disunited) Fronts weren't significant. < 
enough to matter. However, there is always ће hope that 
change is in the offing. The BJP has metamorphosed from 





- Conduct. was violated is also - aparty obsessed with temples 
not the issue. What matters is to one that is keen to develop 
. that 675 million voters will If politics is the art of the the country, and the Congress | 
. vote, or can vote, in India's 14th impossible, economic has finally got back to taking 
‘Lok Sabha election. You don't development is the art of the ownership of reforms. Or soit | 
- need fancy opinion polls to fig- would appear. | ee 


ure out what these voters want. 


шоону ороо 


But | look cost s * ? (m ; 





They want electricity, drinking 
water, sanitation, sewage treat- 
ment, roads, hospitals, educa- 
tion, employment, low prices 
сапа law and order. And that, 
indeed, is what governments 
. aresupposed to deliver under 
"the rubric of governance — 
"sometimes directly, some- 
times indirectly by creating a 
facilitating environment. This 
list of expectations hasn't 
changed since 1947. And, as 





every Human Development Report confirms, Indias | 


‘track record is pathetic. Look at some of the most 
depressing statistics: 42% of the population above 15 is il- 
literate; 7995 is below the international poverty line of 


people living on less than $2 per day; 7296 don't have | 


access to sanitation, 84 million households don't have 
access to electricity and 40 million are registered with em- 
ployment exchanges. 

Had it been otherwise, spending Rs 60-80 crore on an 


India Shining campaign would have been unnecessary. | 


. Without the marketing gimmick, the product would have 
spoken for itself. Because the product has warts, hype is 
necessary. At the same time, it is also the reason why vot- 
ingrates are higher among the poorer sections. 

For them, development (or the lack of it) has always 


been the centrepiece of electoral discourse, notwith- | 
| while the likes of Shyama Devi: 


standing caste, religion, mandir and masjid. The poor 
votein the hopeofgetting a government that will improve 


~ their lives. 





H 


| tions, we will. again be talking of development. 


rates of 8% Ша become the 
norm? Where will resources for - 
- public investments, especially 
important for. agriculture, - 
come from? Where and how 
will the 10 million jobs per year 
be created? If 6?6 of GDP is go- 
ing to be spent on education and 4% on health, еге 
must be a credible programme for increasing public rev- _ 
enue and prioritising public expenditure. Neither 
maifesto is specific on this score. Both have been pre- 
pared by parties struggling to overcome an opposition . 
party mindset. They know howto be negative: масо — 
oppose. But neither the BJP nor the Congress has a a 
structive agenda because they 2 are clearh not the! 
partiesofgovernance. — : 
Therein lies the tragedy f for the electori 
choice. Whichever of the two parties heads: 
that comes to power: will find itself shackled by the con- 
straints of alliances that engenders populism. Develop- 
ment will become hostage to the politics of coalitions. If 
politics is the artof the impossibl ; economic develop- 
mpossible. Onceina 
lose their lives in the 
vain hope of a handout. And in the next round of elec- 
а. 


ASHISH SAHE 2. 
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Use Yahoo! messenger 
through your 


mobile 


‘> 









— Yahoo! Mobile Services, YMS!, brings the 
Yahoo! Instant Messenger to your mobile 
phone. Simply sign-in using your mobile, 
and chat with your friends without using a 

PC or an Internet connection. 


No matter where you are, you will never 
miss a message with Yahoo! Messenger on 
your mobile*. Now that's what we call, 
being mobile in true sense. 


To sign-in now, just sms "msgr"or 
"messenger" to the YMS! no. 8243 
Stay signed-in forever. Stay connected 
forever. Don't just sms, YMS! 


For more details on messenger on mobile, 
ringtones, wallpapers, picture messages, 
mobile games and more, log on to 
www.yahoo.co.in 


DDW/091/022 





www.yahoo.co.in ‘YAHOO! Mobile 


INDIA 


" Service available for: Airtel, Escotel, Hutch, Idea, Oasis, Orange (Mumbai), RPG & Spice (Karnataka & Punjab) subscribers 
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There was a lady who wanted some tips 
On how to come to grips 

With the desert thirst 

Froma hunk named Hearst 


She got her answer when he wet her lips. 


Stori, the spiciest brand of men's wear, is available at all leading outlets in India. 
E mail: into@StoriWorld.com, www.StoriWorld.com. 
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Unpatriotic Cover | h 


О Iwas offended by the highly 
patronising cover text (BW, 

26 April) which stated, “... India 
is finally learning the moves in 
the great game”. It was highly 
unpatriotic, considering the 
various economic, social, and 
other impediments we have. 1 think we аге 
doing a great deal better than many ‘globally developed’ 
nations. Kindly give this a thought. 


Jaishri Gopalan, Chennai 





TRADING FOR RESPECT 

India seems to be learning the 
intricacies of global trade. But given the 
growth of the Indian economy and the 
promise it holds for the future, free 
trade with smaller economies will end 
up benefitting the latter more than 
India. India should see that it integrates 
its economy with larger economies and 
trade blocs like China and Asean, 
creating a win-win situation for all. 
Siddhartha Raj Guha, Jabalpur 


| study hard, knowing that if he gets 

an IIM seat he can arrange for the 

Rs 30,000 fee to be paid. It is not a big 
deal. He can become a CEO. This is real 
freedom. This is real democracy. Those 
with money always resist these moves 
in order to take the competition down, 
so their children and their rich friends" 
children can get seats. 

Vasudevan, posted on BW website 


A VEILED EXCHANGE 
Your cover story ‘The Rupee Takes 
Wing (BW, 19 April) reminds me ofa 
story which used to do the rounds in 
foreign exchange dealing circles in the 
late 1980s. Chief dealers of three major 
banks in the UK used to lunch together 
| regularly at a London restaurant. One 
day, when the British pound rose 
sharply against the US dollar, an 
enthusiastic reporter tracked them 
down and asked about this jerky 
currency movement. “We did it and 
you have to find out the cause, "came 
the pat reply. 

You have done painstaking research 
and taken incisive interviews of those 
who matter. And at the end, our 
predicament is the same as that of the 
above reporter. 

Sekhar Basu Mallik, Kolkata 


DR JOSHI, YOU ARE RIGHT 

People who earn lots of money are 
probably sending their children to 
expensive coaching courses, which 
help them get a seat in апу ПМ. (‘Dr 
Joshi, You Are Wrong’, BW, 26 April) For 
them, a fee of either Rs 30,000 or 

Rs 1.5 lakh is peanuts. But for the son of 
acountry school teacher, Rs 1.5 lakh is 
impossible. He has to drop the idea of 
doing an MBA at any ITM. His dream of 
being a CEO will remain a dream... 
Thanks to Mr Joshi, that same son can 


CORRECTION 

In ‘Slip Slidin' Away’ (BW, 19 April), 
Ргореоп5 revenues until December 31 
2003, were incorrectly stated as 

$4 million. The correct figure is 

$11 million. We regret the error. 
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The right management should do more than just protect. 
It should also enable. 
eTrust* Security Management Software 


With eTrust security management software, your information isn't just safeguarded from interna! and 
external threats. We provide authorized customers, partners, and employees with appropriate acces 






can help your business grow. In addition to securing data, eTrust also provides a single view of your s 





environment, so you can make real-time decisions based on comprehensive information. If you're looking 
for ways to minimize risk while maximizing your potential, or to get à white paper, go to ca.com/security 
or email us at cainfo-india@ca.com. 


Computer Associates* 
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, Broadband 
Gets A Hand 


Irai's broadband paper is finally 
out. It seeks to free up access and 
funding across technologies and 

players. Now the action begins. 
Pradip Baijal: Setting the 
stage for a revolution 


Ballots & Bourses ^ survey that shows how stock- 
market investors are likely to behave in this election year. 


WTO asa developing nation, Brazil scores a rare goal 
against the US in the latest WTO ruling on farm tariffs. 
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Big Blue 
Bets Big 
On India 


After seven years in hibernation, 
IBM has started making big moves 
in India. Its workforce has tripled 
in four years to 15,000. It has over 
$1 billion in strategic outsourcing 
deals. Its $750-million, 10-year 
Bharti Tele-Ventures deal is the first 
ТТ on demand’ contract in India — 
a concept IBM is pushing 
worldwide. The company has 
grabbed larger shares of the server, 
laptop and commercial PC 
markets. Its India Research Lab 
and Linux Competency Centre are 
of strategic importance to its global 
gameplan. The exports business, 
IBM Global Services, is growing 
fast. In 12-18 months, Big Blue 
could give the other IT majors in 
India a run for their money. 





= 
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Politics As parties assiduously woo the Muslim vote 
bank in Uttar Pradesh, it is clear that the minority matters for 
a majority in Indias largest state. 


Dabhol Is a solution to the contentious issue finally 
in sight? Can the conflicts of interest be overcome? 


Consumer Lifestyles How to spend it and how 
to save it. A survey of consumer attitudes in seven countries, 
from which we pick the data relevant to India. 


IFC in India south Asia 
director Dimitris Tsitsirtagos sees a 
big growth opportunity in funding 
private investments in Special Eco- 
nomic Zones and distressed assets. 


Dimitris Tsitsirtagos: Spottinga M 
good opportunity in ‘bad’ assets > 
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44 ABB India’s Amazing 
Change Exercise 


The company has started on 
a remarkable change exercise 
— in strategy, systems and 
spirit. And the recast is 
bearing fruit in numbers, 


Ravi Uppal: Awakening a > 
sleeping giant 
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24 Manifestos Ifthe Congress sees itself as a party of 
the masses, the NDA sees itself as a party of the future. 


28 Outsourcing india has made deep inroads into the 
US market, but China has a tight grip on Japan. And that 
would give it a springboard to bid for other, larger markets. 


40 Film Financing co-productions are becoming a 
bighit with filmmakers as they search for elusive capital. 
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ss Ном Missed Being 
Jack Welch 


It takes more than guts to reach the 
top ofthe global corporate ladder. 
Апа it's perhaps just too much to 
expect the average Joe to step into 
agreat mans shoes. 





« Jack Welch: Tough act to follow 


66 Bookmark The fizzy life and popping times of one 
ofthe most iconic brands on earth. 
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From Akers to Palmisano 


N 1992, when IBM re-entered India, John Akers was still 

its chairman, its global revenues were hovering around 

$67 billion, and the biggest computer company in the 

world was struggling to figure out how to sort out its 

troubles. IBM was still wedded to mainframes when the 
market was shifting to distributed computing. It had lost the 
lead in PCs, was struggling to find a footing in the workstations 
market, and seemed too slow-footed to battle nimbler rivals 
| like НР Compaq (the merger hadn't taken place and Dell was 
not yet the king of PCs) and Sun. The Internet revolution was 
still far away. 


From the beginning of its second stint in India, it was clear that 
IBM was not immensely interested in the country. Though it 
had a chance to come in as the majority shareholder, IBM pre- 
ferred to form a equal shares joint venture with the Tatas. The 
Indian company — Tata Information Systems — was primarily 
interested in selling AS/400 mini 
| computers and PS/2 systems. It 
| wasalow-key operation. And it 
| remained that way for the next 
seven years even though much 
was changing at the IBM head- 
quarters in Armonk. 


Businessworld 


* 


In Armonk, Akers was finally 
shown the door and Lou Gerst- 
ner was brought in. The former 
| RJR Nabisco chief did an amaz- 
| ing rescue act and turned IBM 
into a going-concern once again. 





Meanwhile, at the fag end of his tenure, things started changing 
| inIndiaas well. First, IBM bought out the Tatas. It also started 
chasing orders far more aggressively. By the time Palmisano 
took over at Armonk and Abraham Thomas took charge as the 
country manager India, IBM India had moved into high gear, 
though not too many people noticed it at that time. 





The two announcements it made in the last two months — the 
| Bharti deal and the Daksh takeover — are forcing everyone to 
| lookat IBM India in a new light. In our cover story, special cor- 
respondent Shelley Singh traces the way things changed at 
ІВМ India іп the last 36 months and how Palmisanos vision for 
Big Blue is forcing some of these changes. 


Meanwhile, on page 44, don't miss the story of how another 
hoary MNC— ABB — is u ndergoing its own transformation. 


(D... it 


rose y 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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TRAI'S BROADBAND RECOMMENDATIONS 


Shake-up signals 


NBUNDLE, compete, 


achieve. That, in short, is | 


the message of the Telecom 


Regulatory Authority of In- | 


dia's (Trai) final recommendations on 
broadband in India. The 113-page pa- 
per defines broadband as an always-on 


data connection with a minimum ca- | 


pacity of 256 kbps. But the meat really is 
in its 12-odd recommendations, some 
of which are bound to cause mayhem. 
If adopted together, they could take 
India to 20 million broadband sub- 
scribers by 2010 reckons Trai chairman 
Pradip Baijal. He reckons the recom- 
mendations will help "slaughter the 


TO REACH 20 MILLION 
SUBSCRIBERS BY 2010: 





prices of broad- 
band”. Kunal Bajaj, 
the consultant for 
Trai who worked 
on the report, reck- 
ons that two rec- 
ommendations are 
key for that — re- 
ducing the cost of 
equipment and 
unbundling. 

Take the third 
recommendation 
on unbundling. It 
suggests that all 
players must un- 
bundle the local 
loop to allow any- 
one to offer data services. In other 
words, Bharat Sanchar Nigam (BSNL) 
and Mahanagar Telephone Nigam 
(MTNL) would have to open access to 


their 42 million subscribers to anyone | 


who wants to offer Internet access, en- 
tertainment or other services. 

It could be 'bit stream’ or ‘shared’. In 
bit stream the incumbent will invest in 
making its wires broadband capable 
and lease it out to private operators. In 
shared unbundling, the private compa- 
nies have to invest in upgrading and 
share the revenues. The incumbents 
have to revert within 21 days of the re- 
port being accepted by the government 





on the terms they plan to offer to private 
operators interested in using their net- 
work. The deadlines are important be- 
cause in the US and the UK service 
providers stalled on co-location, pricing 
and everything in between. 

In an ideal situation, unbundling 
completely opens up the market to 
competition. Don't expect that. While 
Bajaj is hopeful that all the opinion- 
building in the government and indus- 
try will help, the fact is BSNL and MTNL 
have been monopolies for too long to let 
go without mounting a challenge. 

Ifithappens, there are a host of other 
recommendations that free up compet- 
ing technologies. The idea is to let every- 
one into the game, be they cable opera- 
tors, Internet service providers, 
terrestrial wireless operators and even 
direct-to-home (DTH) operators. A cru- 
cial recommendation is the fifth one. It 
suggests taking away the restrictions on 
VSATs. That means prices of broadband 
in rural areas can go down by 40% or so 
reckons B.G.Bhalla, secretary general, 
VSAT Service Providers Association. 

The fourth recommendation says 
DTH operators should be allowed to of- 
fer Internet services. That would make 
two-way wireless broadband possible. 

For the report to become policy, wait 
tillthe new government takes office. Wi 
VANITA KOHLI-KHANDEKAR & ANUP JAYARAM 


















Rational expectations | 


How will the Lok Sabha 

elections affect the bourses? | 
We got a taste on 27 April 

when the Sensex lost 213 

points (3.696) after exit polls | 
showed that the BJP-led 

NDA might not be able to 

get a clear majority. Value- 

Notes Database did a survey 

of 233 market participants 

on their post-poll strategies 

and expectations. BW has 

the results 





es 88s 888 


What if the NDA government 
retains/loses power? 


E increase my Wi Sellto book Ш Retain my 
rtfolio 


investments profits po 
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Do you think the Sensex will [ 
cross 6500 this year? 






14 
} 


86 





INTERNATIONAL TRADE 


US faces the 
Brazilian samba 


RAZIL achieved a first of sorts 

last week when the World 

Trade Organization (WTO) is- 

sued a preliminary ruling in 

which it upheld the charge that subsi- 

dies the US was giving its cotton farmers 

over and above what was permitted un- 

der WTO rules were adversely affecting 

Brazilian cotton growers by taking away 
their export market. 

African countries like Mali, Chad, 

Benin and Burkina Faso that depend 

heavily on cotton exports to keep their 


precedent for complaints against other 
developed МТО members and trade 
blocs like the European Union (EU) that 
have steadfastly refused to reduce agri- 


| cultural subsidies even as they tried to 


economies out of the dumps also stand | 


to gain from the WTO ruling. 


get access to markets of developing 
countries. In fact, global trade talks 
stalled last year essentially over this is- 
sue, 

The G20, a group of developing na- 
tions that has emerged as a force in the 
international trade arena in recent years 
strong enough to take on the might of 
the US and the EU. It has taken up the 


| cause of the agriculture-led economies. 


If upheld after the likely appeal, this | 
ruling could force the US to reduce sub- 
sidies on cotton and, thereafter, on other 
agricultural products. It could also set a 





And the ruling has established Brazil as 
the clear leader of the bloc. 

For India, however, the implications 
are not unambiguous since its position is 
different from that of Brazil. The latter 
wants access to protected markets in de- 
veloping countries right away because it 
has products it can sell there and is being 
prevented from doing so by trade barri- 
ers erected by rich nations. 

India, on the other hand, is looking at 
protecting its own market for agricul- 
tural products even as it comes under in- 
creasing pressure to open it up. So far In- 
dia has held out on the grounds of 
addressing livelihood concerns. mw 





| When will the Sensex breach | 
| the 6500 mark? 

















What percentage return do 
you expect in the next year? 











Wil Before the ВИ By August E Less than 10% Ш 20-30% 
elections 2004 
| Bi Immediately та ву {Һе епа E 10-20% ш Over 30% 
after the elections of the year | 
mes Al! figures in % 
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ANAND SINHA 


SECURITISATION LAW 


Stamp duty 
stumble 


HE securitisation law 
passed in December 2002 
drastically cut the red tape 
that banks have to go through to 
sell off assets of defaulters. But 
blocks remain. Stamp duty is one. 
Many banks, instead of selling 
off assets by themselves directly, 
plan to sell them to the Asset Re- 
construction Company of India 
(Arcil). However, high stamp duty 
rates in many states mean that 
the sales tend to be extremely 
costly. Arcil currently has bought 
up Rs 6,600 crore of debt from 
various banks and financial insti- 
tutions at only Rs 1,600 crore. 
When a bank assigns control 
over a loan (and the underlying 
security) to Arcil, most states 
treat it as a sale on which stamp 
duty has to be paid. In many 
states stamp rates are 3-10%. 
Worse, the stamp duty has to be 
paid on the value of the debt, not 
on the actual value of the asset. 
So a Rs 60-crore loan that has 
turned NPA may have been sold 
to the ARC for just Rs 10 crore, 
but the stamp duty has to be paid 
on Rs 60 crore. When the ARC re- 
structures and sells the asset, 
stamp duty has to be paid again. 
“We have approached state 
governments for help in resolving 
the issue," says S. Khasnobis, 
COO, Arcil. Maharashtra, Gujarat, 
West Bengal, Karnataka, Andhra 
Pradesh, Chattisgarh and Orissa 
have changed stamp laws to al- 
low a maximum stamp duty of Rs 
1 lakh to be charged on such as- 
signment of debt to the ARC. 








NDIAN exports have continued to 

» F rise over the past year despite an 

* appreciating currency. Why? 
Economists at credit rating 

‚ agency Crisil have developed an in- 

novative measure that can help ex- 

plain this mystery. it's called the pa- 

rameter of competitiveness, or 

PARC. Conventional measures of ex- 

port competitiveness compare the 

. value of the rupee with the currency 

. values of our major trade partners 

. like the US, Europe and Japan. 


exporters compete against domes- 
+ tic producers in those countries. 


: assumption — Indian exporters 
. compete with exporters from other 
* countries to capture markets in the 
. major economies. So the value of 
* the rupee has to be compared to, 
. forexample, that of the Mexican 
> peso rather than the euro. 

Between July 2003 and January 
2004, the rupee appreciated 
. againstthe dollar but fell against 
' most of its competitor currencies. 
, Hence export competitiveness was 
not blunted. 

However, the PARC index fell in 
. February, from 19.3 to 18.3. This is 
because the rupee gained against 
most other emerging market curren- 
cies in the PARC index, other than 
the South African rand and the Pe- 
ruvian new sole. The appreciation of 
the rupee was very steep against 


of the index — the Brazilian real and 
the Mexican peso. 

We'll have to see how this turn in 
the PARC index affects our exports 
in the months ahead. 


AS 


TLL be interesting to see how 
China manages its exchange rate 
‚ in the months ahead. its govem- 
' ment has been under pressure from 
the US todet the yuan appreciate 
ii Wes dollar. Nothing of the 


| sort has happened till now. Will that 


; nior Chinese central banker has now 
| dropped a hint in a recent interview 

| with the Financial Times that an ap- 

| preciation could be round the cor- 

» These measures assume that Indian | 
| tem is good. We think that a floating 
| system is good." 

The PARC is based on a different _ 
| maintain their competitiveness. 


| "It's fairly apparent that pricing 

| power is gradually being restored 

| and...threats of deflation, which 

| were a significant concern last year, 


; issue for us." 


i China and Japan, which were both 
_ close to deflation a year ago, are 


; wonder both economists and the 
two currencies that account for 25% | 


, Parliament. They have even decided ' 
| to ignore the excellent annual re- | 
; sults being announced. An analysis 

| of 201 results by Business Standard | 





шшш о LEN BEDE ALTE IE 


; by letting the yuan appreciate. 
| Since 1994, China has held the 


| 33% and net profits by 56%. At 
` least India Inc. is shining! ш 


by Niranjan Rajadhyaksha 























change soon? Many believe it will. 
The reason: China’s economy is 
growing at a pace that makes its 
government uneasy. 

One way to cool it down a bit is 


yuan steady against the dollar. A se- 


ner: “We don't think the fixed sys- 


That should help our exporters 


5 


EFLATION. R.I.P Мапу econo- 

mists were worried through 
most of last year that falling prices 
could wreak havoc in the global 
economy. These worries have now 
abated. Here’s what US Fed chair- 
man Alan Greenspan said recently: 


by all indications, are no longer an 


The new worry could be inflation. 


now experiencing mild inflation. No 


bond markets think interest rates 
will harden in most big economies. 


Æ 
HE equity markets have turned 


jittery because of the exit polis 
that point to the possibility of a hung 


TENNER ERARAS ea 


shows that net sales have risen by 


а 
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New Nokia 7600. The shape of things to come. 


Once in a while, something unique comes along, that breaks the mould and redefines the way things 
should look. The Nokia 7600 does just that. But its radical design will not only complement your creative 
and unconventional spirit, it will also take you to the threshold of a new age in mobile technology. 
Powered by 3 Generation Technology!, the Nokia 7600 expands current network capabilities, delivers 
faster downloads, richer browsing? and on-demand video streaming’. It also has an integrated camera, NOKIA 
video recorder, and music player, all melded together into a single, stylish communication tool. 


It'll reshape the way you live. 7600 


С) Digital Camera and Video Recorder С) 65k Colour Screen QO MP3/AAC Music Player 
O 29 MB Dynamic Memory С) Bluetoothi & IR connectivity (© xHTML? for Rich Browsing Experience Www.nokia.co.in 
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1. 3" Generation Technology on WCDMA Network. Also compatible with GSM 300/1800. 2: GPRS, WAP HSCSD. EDGE, XHTML. email, data transfer speeds and other mobile services are network орай е. tentént perfe oiie: 
dependent. MMS-related services are dependent on the network as well as on the compatibility of the devices used and the content formats supported MMS, email, WAP browsing and rec Veloted features in abr рио? 
operate using TCP/IP technology and thus will only be available if supported by network Operator Please check with your local network provider 3 Multisiot HSCSD and GPRS are needed for abd ideo streaming. networkMervice 
provider dependent, Bluetooth ís a registered trademark of Bluetooth Si; Inc Devices need to support Bluetooth wireless technology Interoperability between the phone and other products With Bluetooth wireless technol 

5 not guaranteed and depends on compatibility For more information оп the compatibility of the phone with other products that Support Bluetooth wireless technology, Р check with the талии \ 





Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered abhones. í 
Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd. email us-at: fokiavebag@nokia.com | ] 
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Dial M for a majority 


The minority in UP matters for shoring up national numbers 


HE great scram- 

ble over the Mus- 

lim vote is on in 

Uttar Pradesh 

(UP), where the 
community can swing poll 
results in as many as 23 of the 
80 Lok Sabha seats. With the 
contest in UP narrowing 
down to a race between the 
Samajwadi Party (SP) and the 
BJP for the number one posi- 
tion, the minority vote has as- 
sumed an importance it did- 
n't have in the last elections. 
The SP needs Muslims to 
back it up en bloc so that it 
can better its previous elec- 
tion record and bag the 40 
seats it wants. The BJP has to 
ensure that the community 
splits its votes between the SE 
the Bahujan Samaj Party (BSP) and the 
Congress to get to first place with the 
backing of the upper castes. 

As the first phase of polling drew to a 
close and the BJP switched focus to the 
next two phases that cover UP, a subtle 
game has been evident. Statements 
came from none other than Prime Min- 
ister Atal Bihari Vajpayee and NDA con- 
venor and defence minister George Fer- 
nandes, hinting at а secret 
“understanding” between the BJP and 
the SP They said this not just once but 
several times, and Vajpayee muddied 
the waters further by adding that there 
was a distinct possibility of the SP lend- 
ing a helping hand to the NDA after the 
elections, if necessary. Lesser BJP lead- 
ers picked up the cue quickly and soon, 
the propaganda had spread through ОР. 

You didn't have to look too hard to 
figure out what was afoot. The com- 
ments were part of a thinly-disguised 
ploy to spread confusion among the 
Muslims and stop them from voting en 
masse for the SP. A combination of Ya- 
davs and Muslims will prove unbeatable 
in a fragmented scenario, in which the 





Split some, win some: 
Vajpayee (above), Amar 
Singh and Mulayam 
Singh Yadav (far right) 


BJP can only lay claim to 
upper caste votes. The 
BJP’s hope, thus, lies in 
splitting the Muslim 
vote so that the thresh- 
old for victory is a mere 
20-23% vote share. 

The saffron cam- 
paign has put the SP on 
the back foot. Mulayam 
Singh's lieutenant Amar Singh felt com- 
pelled to repeatedly deny that the SP 
would support the NDA after the elec- 
tions. Meanwhile, Mulayam Singh went 
running this week to CPM general sec- 
retary Harkishan Singh Surjeet — the 
Third Front's conscience-keeper and 
kingmaker of the United Front govern- 
ment in 1996 — to clarify that his party 
would have no truck with the NDA. He is 
believed to have urged Surjeet to ex- 
plore the possibility of forming a non- 
BJP non-Congress government with the 
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regional parties. 

Simultaneously, the SP 
launched a counter cam- 
paign to create an impression 
that Mulayam Singh would 
play kingmaker, if not be king, 
in the next government. It 
was a last-ditch attempt to 
convince the Muslims to 
place their faith in the SP. 

The results will reveal 
whose tactics have worked. 
Of the 32 seats in eastern UP 
for which voting was held on 
26 April, Muslims hold the 
key in atleast 17. And they are 
a deciding factor in six seats 
in western UP where polling 
will be on 5 May. They are also 
present in significant num- 
bers in a host of other seats 





including Vajpayee's constituency Luc- 
know, and can influence the outcome in 
combination with other groups. 

With the NDA numbers slated to fall 
dramatically in the South, where the 
DMK is now with the Congress and the 
TDP fighting an anti-incumbency wave, 
it has become imperative for the BJP to 
score high in UP. Only in the largest state 
of India can it hope to make up the 
numbers the alliance is expected to lose 
inTamilNaduandAndhraPradesh. Wi 

ARATI R. JERATH 


A Company's net worth is 

Rs. 23.08 crores. 

If the total nos. of shares issued 
and subscribed is 1 crore, 

what is its Book Value? 


Figure it out. 
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Or let us do it for you. With InvestSaathi - Wealth Management Solutions from 
IL&FS Investsmart. We have a team of investsment advisors to build and customize 
an investment plan that fits your income, priorities, and your dreams for the future 
A plan based on in-depth market research, mature insights and above all, experience 


Because when it's your money that's at stake, it makes sense to rely on experience 


With a presence across 37 cities, as part of 

InvestSaathi - Wealth Management Solutions, we offer: 
> Equity Broking and Derivatives 

> Mutual Funds* 


~ Insurance 1 NVEST.4 
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~ Portfolio Planning and Management We make your money work for you 
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25527861/2, Whitefie 
28411455/2163, Infantry Road 080-25323251/2/3 Jayanagar 080-26557873-875, 26557870 CHANDIGARH 741541/636/393. CHENNA 
24405501/2/3; COCHIN - 0484-2384671-74 COIMBATORE - 0422-2211730/4275/4485/2823; DELHI - 011-2331 GOA - Panaj )832-2 13 
2235191; HYDERABAD - 040-23320323/31/37/38/44/55; JAIPUR - 0141-2371621-23/26; JAMSHEDPUR )65 198; KOLKATA 





22813257-60, Tata Centre - 033 - 22883068/69/71/81, Salt lake City 033 - 23212689-90; MUMBAI - Bandra (W 
BKC 022 - 2659 3483/3047, Fort 022 - 22634903-4; PUNE- Deccan Gymkhana 020 4030810-13, Karve Road 020 


559259- 655 





Reg. office: The IL&FS Financial Centre, Plot C-22. С Block, Bandra Kurla Complex, Bandra (E) Mumbai - 400051 
SEBI Reg. nos.: BSE - INB011020832 - M. No.125, NSE - INB231020833 M No.10208; Derivatives (F&O): NSE INF23102083 
PM/INP000000498, АМЕ! Reg. No. (ARN) 0025 - MF 





3, Merchant Banker: MB/INMOO! 
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S there a solution in sight to the 

contentious Dabhol issue? Last | 

week, when lenders to the Dabhol | 

Power Company (DPC) met in 

Singapore, it raised hopes ofa res- 

» olution. Sources say that the offshore 

lenders to DPC have agreed to take a 3096 

' cut on their outstandings — although 
the lenders themselves were 

tight-lipped. Ear- 

; lier, the central 
"' govern- 


| 

| the Special Purpose Vehicle (SPV) 
| formed by the Industrial Development 
Bank of India (IDBI) to take over the out- 
standing debt of foreign lenders. This is 
after it was decided at the finance min- 
istry level that the offshore lenders 
would be given 70% of their outstanding 
debt of $310 million. 















entry of new sponsors. The idea: if you 
acquire the foreign debt, it may be easier 





conflicting interests, with people wear- 
ing more than one hat," explains an 
official with a prospective bidder. 
Take IDBI. It is a lender, guaran- 
tor (it's given guarantees to the 
US exim bank) and has taken 
over the assets. Similarly, GE 


і 






ФЧ MAR Khayyam may have 
E | waxed eloquent about living 
i Ffor the present and not worry- 
. ing about the future, but most Indians 
clearly: dont subscribe tothe Persian 
philosophers. hedonistic views. This is 
_ clear from a recent consumer lifestyle 
. Survey done by MasterCard Intema- 
Попа! in seven countries — Egypt, 


QL What is more important, 
enjoying your wealth now or 
saving it for later? 





. Kuwait, Lebanon, Saudi Arabia, Винир car 

. United Arab Emirates, India and Travelling when & where you like 

_ South Africa. Respondents were be- Having a premium credit card 
: tween 18 and 64 years, witha sav- _ Membership of an exclusive club 

ings. account, a home/auto loan and a 2+ None of these 


plastic: card. Although there were © Now W Later Ei Don't know | r 


huge regional variations in some an- 


ment decided to extend a guarantee to | 


The SPV is meant to pave the way for | 
the exit of the offshore lenders and the | 


and Bechtel are equity holders as wellas | 


to resolve things locally here. But that's | 
easier said than done. "There's a lot of | 


| CONSUMER LIFESTYLES SURVEY 


Material mat ers 


THE DABHOL POWER CORPORATION STALEMATE 


Solution? Not so fast 


contractors to the project. Even the Ma- 
harastra government is a guarantor, a 
buyer (through MSEB) as well as an eq- 
uity holder. 

So, if IDBI were to find a solution, it 
maynot be palatable to others, who may 
think the bank is trying to maximise its 
position. "I dont see a quick resolution. 
With all its baggage, problems and lock- 
ins that you have to deal with... and all 
the litigations that goes with it, it's going 
to be really tough,” said Anil Ambani, 
chairman, Reliance Energy at a recent 
press conference. “The only hope lies in 
a negotiated settlement. If we let the 
courts decide, it could take years,” says a 
finance ministry official. 

One problem plaguing the project is 
the lack of a sponsor. “You need a driver, 
aneutral party (like the BIFR or Supreme 
Court in other cases), who can sponsor 
the solution,” says.a power sector expert. 
GE and Bechtel could play that role, or 





02, These аге some things people have said they 
aspire for, Which ones do you aspire for? 


New home/other property — 





^ Q4. Who makes investment decisions in your 








swers — while Indians would rather а cwn ^. household? 

save up the money to spend later, S your own home or a car? 

Kuwaitis favoured enjoying their шуен m— #5 

wealth right away, there was а соп- My spouse ШЕШЕН 10 

sensus in other areas. Consumers Husband & wife jointly AIM 2 4 

across all markets were emphatic — T Father or mother MINIM З 

about owning their own home rather. GE Don't know/others анак 13 

than a car. And no one was interested. 8. А + ў a 7715 a 
ge: S Home = Саг 2 Don't know 2 All figures in % 


dna golf club membership! 
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STAR vs SET үү h еге 
10 tackle 


АМ beat Star Plus 

a Pardee nbi el t you watch the 

# Entertainment Television 
(SET) is taking Star Plus head on in 
its strongest slot — 10:00 p.m. Pri- 
me time, 8:00-11:00 p.m., is when i 
most channels get almost 80% of election coverage 
their ad revenues. Star Plus had it all 


Stakeholders & Stands 


GE-Bechtel: Seeking $400 million for 
their 85% equity in DPC plus $140 
million in contractual claims 


Enron: Bought out by GE-Bechtel. 
Could gain if it wins arbitration case. 


MSEB: Keen to restart the Phase-| 
and sell power at Rs 2.80 per unit; 
challenging GE-Bechtel's acquisition 

Indian lenders: Want to use SPV to 
shift project to new sponsors. Not will- 








ing to take big hit or invest more past up стах эч ages Ki 
(KGGK) at 10:00 p.m. and Kyunkii 
Foreign Lenders: Keen to recover | | ease air kabhi Bahu Thi st 10:30 Says a lot 
principal and interest. Being asked to p.m. This week SET is pitting Yeh 
take a 30% hit on their outstandings Meri Life Hai against Kahani... 
which has been dominating the slot 
the Central government could step in, for four years now. SET executive 
but officials probably fear a post-mor- vice-president Sunil Lulla reckons his a b out yo ч. 
tem. “The process of bid and sell can take show will give viewers an alternative. 
place in 3-6 months if you have the will, SETS Jassi Jaisi Koi Nahin at 9:30 
the ability and the backing. Here, every- p.m has done well. He says: "Jassi 
body wants a solution to be thrust on has been getting 6.5 (on ratings). So i 
them,” says an observer tracking the if we are able to funnel viewers from Li ke are yo u 


Dabhol issue. If that helps in resolving Jassi to Yeh Meri Life Hai, we can still 
the case, so be it. Is the Central govern- take viewership away from KGGK." E 


ment willingto play that role? Е VANITA KOHLI-KHANDEKAR T } 
RANJU SARKAR a global citizen? 
Q5. Which of the following Q7. Which of the following would you do in 
statements would you agree you received $2,000? 
with? 
peso ae deposit CESS ын 
monty a let Save / in bank 69 
1 worry about Invest in shares 7 


M T Pay credit card bills BEEN 25 





30 -times 
E | never worry Buy a luxury item emm 22 
узше o Buy necessities EE / 
Q6. Which is more important to Give it to family НИ 32 
you, your career or your personal 
life? None of the above @ 4 
о 10 20 40 60 70 
2« Q8. If you have a lot of money, which country 
would you want to spend your retirement? 
Home country [me ^. 
E Career — Personal $ Don't know/ Middle East B2 IBY BIC 


life no comment Africa O 


Q6. Does technology make your Asia 8 2 WO R L В, 


life hetter? Europe B 2 
North America O x 
о bbcworld.com 
ш Yes 
Don’t know O 
ино 0 10 40 80 100 





Demand a broader view 
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CORPORATE RESULTS 


Home run in Q4 


HE fact that Corporate India 

has done well in 2003-04 is old 

hat. But the performance was 

not equally good throughout 

the year. It is the showing in the last quar- 

ter (January-March) that has been the 
home run for a number of companies. 

In this respect, Bharti Tele Ventures 

takes the cake for its last quarter num- 






| MAR-03 | 
2,5911.6 





Sales (Rs cr) 
Other income (Rs cr) 


Sales growth (%) 
„А Ж 





Quarterly progression 
JUN-03 | SEP-03 | DEC-03 


2,2970.8| 2,6921.0| 2,8639.7 КЖ УЛ Ж 








MAR-04 


1,192.0 





bers with profit after tax (PAT) of Rs 619 
crore compared to Rs 134 crore of losses 
in the previous quarter. BWtook a lookat 
the quarterly results of 142 companies 
with operating sales of more than Rs 10 
crore and found that on all parameters, 
be it sales, or profit before depreciation 
and taxes (PBDT), or PAT, the last quarter 
numbers stand out. 

Interestingly, the other income com- 
ponents remained largely flat in all the 
quarters. This implies the growth for the 
whole year has been coming mainly 
from core operations. 


PBDT growth (%) 
PAT growth (%) 











The overall picture will emerge when 
all the pieces of the corporate results 
puzzle are available, but unmistakably 
2003-04 has been marked by high eco- 
nomic growth and corporate India is 
mirroring that faithfully. 

And what does the future hold? The 
Asian Development Bank (ADB) pro- 
jects an economic growth of 7.4% this 






fiscal for India. The bank has predicted 
that Indian industry would grow 10.2% 
in 2004-05 and 8.9% in 2005-06. An 8% 
growth is estimated for services this fis- 
cal and 9% the next fiscal. If that and the 
performance of the last fiscal is any indi- 


| cator, 2004-05 too should turn out to bea 


| good year for corporate India. 


а 
ASHISH AGGARWAL 





THE TOBACCO ADVERTISEMENT BAN 


Withdrawal symptoms 


HE ban on tobacco adver- 
tisements that will come 
into effect from 1 May is 
making a lot of people, mostly 
advertising agencies and man- 
ufacturers, reach for a smoke. 
The agencies will take a hit 
as companies slash ad spends 
from the estimated Rs 300 
crore or so a year. But how far 
is not clear. Some sources in 
the advertising industry put the 
initial cuts in ad spends at over 


80%. Others think marketers Empty space where promotional posters used to be 


will find new ways of pushing 

their products. The commonly used 
methods in other ‘dark’ markets are 
sampling, viral marketing and club pro- 
motions. There are also possibilities of 
manufacturers coming up with smoking 


lounges in airports and such spaces. 
According to industry watchers, the 
least affected would be big companies 
with strong brands in the market al- 
ready. Says an industry insider: “With no 
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options to do any brand-building using 
lifestyle imagery, it will be difficult to at- 
tract smokers (or chewers) to new prod- 
ucts, What one can still play around with 
are shapes and colours. And 
even then the recognition will 
be greater for existing brands.” 
Asks another: “What about 
foreign players who would con- 
tinue to advertise over satellite 
channels?” The case in point: 
sponsorships of sporting 
events like Formula1 motor 
racing. While they remain out- 
side the ambit of regulation, 
they will still be beamed into 
cable and satellite homes. 
After the pan masala fias- 
co, the efficacy of the ban 
would be suspect. As for brand 
extensions, some will continue, while 
new ones will be discouraged. So, Wills 
Lifestyle and Wills Classic will stay, as 
will Red & White Bravery Awards. ш 
NANDINI VAISH 


"SUO!339/8 URIpUy 


The BJP believes UO MBIA POM 


India will be 


the next Asian superpower. 
What do the 


superpowers believe? 


BBC World will cover the outcome of the Indian elections from a global perspective 

More journalists than any other international news channel will provide deep insights and analysis 
from across the country and the region. So you know what the elections mean not only for India 
but also for South Asia and the rest of the world. 

Don't miss it. 


BBC News: 24 hours a day 
Asia Today:Weekdays, 7am, 8am, 9am, 4pm and 8pm 





Question Time India: Fridays, | 0pm 


1B} BIC) 
WORLD 


bbcworld.com 


Demand a broader view. 





Watch how the elections 


will affect the man in Bihar. 
As well as 

the President of the 
United States. 


BBC World will cover the outcome of the Indian elections from a global perspective. 

More journalists than any other international news channel will provide deep insights and analysis 
from across the country and the region. So you know what the elections mean not only for India 
but also for South Asia and the rest of the world. 

Don't miss it 


BBC News: 24 hours a day 
Asia Today: Weekdays, 7am, 8am, 9am, 4pm and 8pm 








Question Time India Fridays, 10pm 


BI BIC) 
WORLD 


bbcworld.com 


Demand a broader view. 





IFC'S INDIA STRATEGY 


Of 'bad' assets 
& special zones 


NTERNATIONAL Finance Corpo- | 

ration's (IFC) director for South 

Asia, Dimitris Tsitsiragos, increas- 

ingly sees Special Economic Zones 
(SEZs) and distressed assets in India as 
bigopportunities. 

With the Securitisation Act upheld 
by the courts recently, management of 
NPAs and freeing of funds locked in | 
them is expected to gather momentum. 
Tsitsiragos said IFC is talking to itsinter- | 
national partners to draw up an India 
strategy for distressed 
assets that would in- 
clude firming up plans 
to set up an asset recon- 
struction company. 

Recently, IFC deci- 
ded to invest up to $50 
million in the equity of 
the Yangtze Special Op- 
portunities Fund. It in- 
vests in non-performing 
loan pools, distressed 
real estate assets and 
corporate restructuring 
opportunities in China. 

Javed Hamid, direc- 
tor (East Asia and the Pa- 
cific), IFC, is upbeat on 
the institution playing an important 
role in banking sector reform and re- | 
structuring of state-owned enterprises 
in China. His South Asia counterpart 
sees India as an even bigger opportu- 
nity. Tsitsiragos is looking at new tech- 
niques to free up distressed assets. The 
China fund, for instance, will be ableto | 
target single assets more effectively by 
bringing new management skills, 

The other sector that IFC is looking 
to fund in India is infrastructure. Tsitsir- | 
agos says when the Special Economic 
Zones Draft Bill 2004 is passed, it will 
add momentum to the development of 
SEZs. Currently, there are 14 approved 
and operational SEZs. Three are being 
established, and in 10 others imple- 
mentation is about to begin. 





Each zone offers big opportunities. 

| For example, in the Navi Mumbai pro- 
ject, to be executed through a special 
purpose vehicle, the capital cost of the 
entire project — spread over 4,377 
hectares — is estimated to be $520 mil- 
lion. The City and Industrial Develop- 
ment Corporation of Maharashtra is the 
nodal agency for this project. For strate- 
gic investors, management control and 
majority equity stake (51-7496) in the 
SPV is on offer. Companies setting up 





units in SEZs offer financing opportuni- 
ties to the likes of IFC. 

Going into big-ticket areas would 
possibly mean medium- to long-term 
tenure for its exposures. The current av- 
erage tenure of IFC's exposure is six 
years and its size is $1.1 billion. Of this, it 
financed $348.5 million (8095 through 
debt) in the 2003-04. India accounts for 
a bulk of IFC's business in South Asia. 

Competition is fierce in the funding 
space and international organisations, 
including banks, are leveraging their 
brand names and expertise to get a big- 
ger share of infrastructure. 

Tsitsiragos spelt out the possible ar- 
eas that IFC is keen on — ports, airports, 
telecom and power, 

ASHISH AGGARWAL 
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an afterthought. Interestingly, the 
link to the correctly dated press re- 


The Securities Appellate Tri- 
bunal (SAT) had set 31 March as the 
deadline for Sebi to issue its final or- 
der in the Arora case. If Sebi hadn't 


by the regulator. ш 
VIKAS DHOOT 


tby omkar goswami 


Thoughts on the 





The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. Hecan 
be reached at omkar. 
goswami@ cergindia.com. 


The need | 
of the 

hour is a 
sensitive, 
carefully 
crafted 
strategy | 
to deal 
with US | 
public 
opinion | 
оп BPOS . 








BPO backlash 


N THE past year, 12 state legislatures in 
the US introduced anti-outsourcing 
bills. Yet, none passed muster in both the 
houses. Indiana cancelling a $15-million 
contract with TCS in November 2003 
seems like a thing of the past. The Democratic 
presidential candidate, Senator John Kerry, no 


longer lashes out at “traitorous” American | 


companies that are exporting jobs overseas. 
And while he introduced a federal bill in Nove- 
mber 2003 which would require call centres to 
identify their physical locations, it seems un- 
likely that it will become a law. 

Some people have, therefore, begun to be- 
lieve that the political heat against BPO in the 
US is just part of the 2004 election rhetoric. Af- 
ter November 2004, the anti-BPO sentiments 
will get a quiet burial. I don't think the matter is 
so simple though. No doubt, the pre-election 
shrillness will die down and Republicans will be 
loath to pass trade-restrictive, anti-BPO bills. 
However, to believe that the protests against 
BPO will disappear by next spring is naive. 


Let’s understand why. The US has gone | 


through two major structural transformations. 


The first began with the Civil War, when the | 


Union decisively proved the economic superi- 
ority of the factories of the North, which forced 


agriculture to give way to manufacturing. This | 


transition occurred over six decades. The slow- 
ness of it — coupled with benefits of the phe- 
nomenal US economic growth up to the Great 
Depression — hid the pains of this evolution. 
Then came the second transition, whose 
endgame is still being played out in interior 
USA. This was the change from manufacturing 
to services. It began independently in the Eise- 
nhower era, but intensified with the growth of 
Asian manufacturing and the oil price shocks 
in 1973 and 1979. Initially the Japanese, then 
the Koreans, and finally the Chinese showed 


| thatina globalised world, the US did not enjoy 


1990s, factory after factory shut down; and 
thousands of blue-collared workers found it al- 
most impossible to be re-trained as service sec- 
tor professionals. Two demographic factors les- 
sened the pain. The first was the college-going 
baby boomers who went into the service sector. 
The second was the US's open immigration 
policy that ensured plentiful supply of labour, 
and kept the job market flexible and efficient. 

Today, the same logic of globalisation and 
competitiveness is forcing a third wave on the 
US — one in which growing segments of the 
service sector are being farmed out to signifi- 
cantly cheaper destinations abroad. Economi- 
sts are going blue in their faces trying to explain 
why this increases US corporate productivity 
and profits, and why it will eventually benefit 
the economy and the people. But people train- 
edinservices now fear that their skilled jobs will 
go to equally or more proficient Asians, who of- 
fer these at a fraction of the US prices. 

To them, it looks like the end of the line — 
because what is left after services go away? As 
the Federal Reserve chairman Alan Greenspan 
told the Congress: "The capacity of (displaced) 
workers to find a new job that will eventually 
provide nearly comparable pay most often de- 
pends on the general knowledge of the worker 
and the ability of that individual to learn new 
skills." Greenspan is no anti-BPO activist, but 
he realises the enormity of the challenge. It's all 
very good for economists to discuss the long- 


|! term economic benefits of trade. But these ar- 


comparative cost advantages across à vast | 


range of manufactures. This transformation 
was more painful. Throughout the 1980s and 
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guments ring hollow for those getting unem- 
ployed, or having lower standards of living. 
Thelogic ofoutsourcingis irresistible. And it 
will happen — just as agriculture gave way to 
manufacturing and services. Which is why it 
would be foolhardy to believe that the anti-BPO 
sentiments will blow away. It is also why we, in 
India, need to speak softly, crow less about our 
IT skills, develop counteracting strategies, open 
investment to US companies and dramatically 
reduce our trade barriers. These won't eradica- 
te fears in the US, but could assuage them. W 


Your company 
turns to you for 
infrastructure 


security. 


So, where can you turn? 


Security is a primary concern for all of us. That's why we've developed an array of new tools and guidance, 
centralized at microsoft.com/india/security. It's a resource you can turn to for timely news, education, and 
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tools, training and guidance to plan and manage your 
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The Congress sees 
itself as a party of 
the masses; the 
NDA sees itself as a 


party of the future. 


By Ashok V. Desai & 
Arunima Sinha 


N the agenda of the National 
Democratic Alliance (NDA), 
Atal Bihari Vajpayee "poses" 
in front of the sheer sand- 
stone wall of Parliament, a 
pillar of strength in an im- 
maculately tailored, single-cuffed, 
three-quarter-length kurta, a smart 
dark waistcoat equipped with a pen, a 
billowing, lined dhoti, polished pathani 
chappals, and sunglasses. Here is a man 
of fashion — but also a man ofauthority, 
aman to whom you can leave the affairs 
of the state. Here is a man in command; 
he will command the commander-in- 
chief of Pakistan to keep peace, and the 
rain gods to drench India. He is the man 
of the future; even if he has to leave the 
future unguided, the future once 
touched by him will fly India into the 
heaven of advanced nations. 
On the Congress manifesto, an at- 





NDA'S SELF-IMAGE 


ralism and federalism. 
and with Pakistan. 
performance. 


х and the Internet. 


AGENDAS & 


THE TWO FACES 


€ Brought in stable, purposive government. 
@ A united coalition reflecting the nation’s harmony, diversity, plu- 


@ Took new peace initiatives in Jammu and Kashmir, the North East 
@ Its sound policies led to strong economic 


@ Ushered in the connectivity revolution —roads, ports, phones 


@ Created two million homes a year. 
€ Generated 10 million jobs a year. 


NDA’S IMAGE OF THE CONGRESS 


@ The Congress thrust the country into low 

economic growth for fifty years. 
@ Created conflict in the North East and Jammu and Kashmir. 
6 Starved infrastructure of investment. 


tentive Sonia Gandhi bends benignly | 


over the masses, dressed in a Gujarati 
handloom sari, the palloo demurely 
draped over the head, along red dash on 
the forehead evidently planted by a 
fawning amateur. She is holding the pe- 
titions she has been handed; below her, 


villagers — women, children, and in the | 


background, men processing behind a 
portrait of Indira Gandhi. Here is a 
woman of the people who would take 
the government to the people. She is the 
woman to make the women of India 
come to the fore. Backwards, forwards, 
scheduled, unscheduled, downtrod- 
den, sidelined — all will be properly 
docketed and made to develop. 

On the inside cover, the NDA agenda 


has a poem saying, “I think I will makea | 


new India." There are two errors — "san- 
таап” is spelt as "sammaan", and “vi- 
jay” is made feminine. But otherwise it 
is an anodyne poem which everyone 
would understand and no one would vi- 
olently disagree with. It is the kind of 
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poem that would have been recited by 
the prime minister when pressed by ig- 
norant, fawning journalists. 

On the inside cover of the Congress 
manifesto, a scholarly pseudo-poem, 
whose every line starts with "a time to...". 
And at the back, a recital of reasons for 
voting Congress. A lot of Cs clatter away 
here — the Congress's contributions, 
commitments, concerns, charter, clar- 
ity, conviction, compassion, consis- 
tency. Also much repetition; one feels 
the Congress cannot think of many rea- 
sons for asking for a vote. The best rea- 
son for voting the Congress is the alter- 
native — if you do not want the whole of 
India to turn into a Gujarat, if you do not 
want 29 Uma Bhartis as chief ministers, 
vote for Congress. But the Congress is 
too polite to say that. 

The NDA’s agenda begins by blow- 
ing its own bugle — and why should it 
not? Before the last elections it had is- 
sued “An Agenda for a Proud, Prosper- 
ous India"; in the five years, the NDA has 


PRUPAGANDA 


OF THE MIRROR 


CONGRESS’S SELF-IMAGE 
© Only all-India party; present everywhere. 






€ Won independence. 


© Industrialised the country. 
€ Created the public sector. 


€ Youthful and dynamic. 





local institutions. 


€ Ushered in parliamentary democracy. 


© Established IITs, IIMs and RECs, 

€ Led in poverty reduction and rural development. 
© Created the Indian middle class. 

© Gave workers fair wages and job security. 

€ Made India the world's fourth largest economy. 


€ Will build a strong Centre with strong states and empowered 













CONGRESS'S IMAGE OF NDA 


€ NDA increased unemployment exponentially. 


| @ Brought in a period of low and unstable growth rates. 
| @ Brought distress and destitution to farmers. 


€ Organised carnage in Gujarat. 


9 Prime Minister is a master of flip-flop. 


© Raised corruption to unprecedented levels. 





given the country prosperity and cause 
to be proud. Unprecedented high 
growth, peace with Pakistan, reconcilia- 
tion with border people, swelling ex- 
change reserves, low inflation, globally 
competitive industry and services, lots 


of houses, food for work, school for all | 


children — it is an impressive catalogue 
of achievements, tall claims and lucky 
breaks. At the time of elections, it is cus- 
tomary for ruling parties to take credit 
for luck. Great monsoon? Well, what do 
you expect? The prime minister has a 
hotline to Indra. 

The Congress cannot, of course, take 
credit for them, since it was out of 
power; but then it takes credit for being 
what it is — a nationalist, secular party 





ofthe poor and the downtrodden. And 
then follows a commentary on the mis- 
deeds of NDA which may have been 
written by Indira Gandhi. She is at any 
rate on top of the page, looking rather 
cross and dishevelled and holding two 
documents. Maybe they are entry per- 
mits to whichever part of heaven she 
went to; maybe the class she was admit- 
ted to was not quite to her liking; maybe 
they put her in the queue for admission, 
and she does not quite like the waiting 
room. Anyway, under her disapproving 
glare, NDA is accused of having thrown 
millions out of employment, reduced 
the growth rate of the economy, dis- 
tressed farmers, organised riots, taught 
children religious hatred, corrupted the 
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government, insulted democratic insti- 
tutions and kowtowed to the US. It 
sounds rather shocking — and rather 
unconvincing. It would have carried 
greater conviction if the Congress had 
marshalled a few facts and figures. 
There is a certain air about its manifesto 
which suggests that its writers were not 
fully engaged, or they thought them- 
selves to be so authoritative that people 
would believe anything they said. 

After these preliminary insults, the 
Congress manifesto gets down to its task 
— saying what the Congress would do 
with power. It is aimed at its favourite in- 
terest groups. Every rural family will be 
guaranteed a hundred days of employ- 
ment on public works. On May Day 
every year, the Congress government 
will publish a national employment re- 
port. Credit to farmers will be doubled 
in three years. Their tubewells will be re- 
paired. Farm workers will be paid the 
minimum wage. A third of the seats in 
legislatures will go to women; 30 per 
cent of local authority funds will be 
spent on women and children. Women 
will be given complete equality in law 
with men. Reservations will be ex- 
tended to backward classes amongst 
non-Hindus as well; the private sector 
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will be encouraged to adopt 
reservations. Unorganised 
workers will get social secu- 
rity. Hawkers will be given a 
legal right to space on urban 
streets. It would be great if 
hawkers and non-Hindu 
backward women read this 
manifesto. But only urban, 
upwardly mobile Anglo- 
phones are likely to read it; 
and amongst them, the 









manifesto will lose the Con- or all by 2010. 
gress a lot of votes. It de- public spending on educ 
serves credit for the courage care to rs of GDB ee 
and honesty with which it | 2 
has tried to alienate them. 

Оп economic іѕѕиеѕ ће  . CONGRESS 
Congress is surprisingly ® Fast growth to benefit all. 


vague. Taxes as a proportion 
of GDP must be raised by at 
least a fifth. The Congress 
does not know what to do 
about the yawning revenue 
deficit, but promises to 
come up with a plan within 
30 days of coming to power. 
That should give it plenty of 
time to think up something. 
After all this pandering to 
interest groups in the Con- 
gress manifesto, the NDA 
agenda is a refreshing study 
in contrast. Here, interest groups take a 


back seat; the agenda is all about India, | 


about making India an economic su- 


perpower — the food factory of the | 


world, global manufacturing hub, ser- 
vice provider to the world, centre of the 
knowledge economy, global destination 
of tourists, patients and students. Every- 
thing is on a grand scale. Rs 500 billion 
will be spent in the name of Jayaprakash 
Narayan on agricultural infrastructure, 
Rs 150 billion on railways, another Rs 
200 billion on unfinished railway pro- 
jects, Rs 170 billion on railway safety, Rs 
50 billion on railway stations, Rs 1 tril- 
lion on ports and shipyards, Rs 400 bil- 
lion on power projects, and Rs 5 trillion 
to link rivers. Small figures like Rs 10 or 
20 billion are small change strewn 
across the pages. These NDA guys cer- 
tainly know how to spend money. On 


where they will get it, they are rather | 


vague. But after all, itis expenditure that 
generates income. The millions that the 


candidates for the elections have de- | 


clared as their wealth this time, and the 


| 


| 
i 





. 6 Double agricultural credit by 2007. 
: ® Promote dairying, fisheries, agro-processing. 


6 Free movement of agricultural goods across the 
country. 


€ Make sure farm workers get minimum wages. 


6 Increase public spending on education to 6% of 
the GDP on heal 


® Reliable power to every family in four years. 


@ Guarantee everyone 100 days of employment оп 
public works. 


6 Spend 30% of local authority funds on women's 
programmes. 


care to 2-3%. 


billions they did not declare, must have 
come from someone else's expenditure; 
so the NDA has got its antennae trained 
in the right direction. 

Then follow a few hundred 
promises: some grand, some unwise, 
some stupid. You are invited to the 
launch ceremony of the second Green 
Revolution by the prime minister on 15 
August 2004. The first ever train will 
steam into Srinagar before 15 August 
2007; the prime minister wants to be on 
it. All revenue records will be comput- 
erised; leasing of agricultural land will 
be allowed. The 1,551 farmers’ call cen- 
tre service will be extended to all lan- 
guages and regions. Production of 
pulses and oilseeds will be raised and 
imports stopped within five years. Cow 
and her children will be protected; if 
they starve under NDAs protection, 
they can hardly complain. And it does 
not matter; NDA has not promised to | 
give them a vote. A law will be passed to 
ensure that Sonia and her descendants 
will never become prime minister or 
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president or whatever. Shep- 
herds will have their own De- 
velopment Corporation. A 
stop will be put to inspector 
raj within six months — at 
least, strong measures will be 
taken. 

Half of Fortune 500 com- 
panies will be persuaded to 
do a big part of their R&D in 
India. Foreign scientists and 
professionals will be made 
welcome in India. An Indian 
rocket will put an Indian on 
the moon in 2008. Every city 
will have enough pay-and- 
squat toilets within three 
years. Two | world-class 
theme parks will show 
tourists how civilised Indians 
lived in the Vedic age. A hun- 
dred pilgrimage centres will 
receive public investment. 
The glory of Nalanda will be 
recaptured; 25 universities 
апа 100 colleges will be 
raised to international stan- 
dards. Two hundred flyovers 
will be built every year in 
smaller cities. Those who fol- 
lowed Murli Manohar Joshi's 
measures to indigenise edu- 
cation will wonder what in- 
ternational standards mean to NDA; 
others will wonder why small cities are 
particularly hospitable places for fly- 
overs. But need does not matter. Ever 
since the BJP-Shiv Sena government 
gave contracts to loyal builders to build 
flyovers all over Bombay in the late 
1990s, flyovers have been very fashion- 
able with the NDA. 

This is not the place to spill all the 
NDAS plans. But the above random list 
should whet the appetite of those who 
would believe party manifestos. And 
even if you do not believe them, the 
NDA agenda will lift your spirits. What- 
ever one may think of their ability, seri- 
ousness or understanding, the NDAs 
carefree, forward-looking nationalism 
makes better reading than the Con- 
gress's sanctimonious, self-congratula- 
tory nationalism. a 





Ashok Desai is consulting editor of The 
Telegraph. Arunima Sinha, a student at 
the Delhi School of Economics, is a 
research associate at Businessworld 
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N arecent flight out of Tokyo, 
an Indian gentleman beside 
me experienced some mo- 
ments of great agitation 
when the stewardess hand- 
ing out our meals could not 
understand what a pickle was. 

“These Japanese,” he muttered, 
“they don't know anything." 

"She's Korean," I said gently, con- 
cerned that he could spend a lifetime 
with a grudge against the wrong nation. 

"Its all the same," hesaid as he gazed 
distastefully at the bland noodles that 
would have to suffice as his lunch. 

Observing such cultural cross-con- 
nections can be amusing. But India's 
north Asian blind spot is beginning to 
cost it — and benefit China. 

Over the past year, while India has 
consolidated its position as the premier 
provider of outsourced services to the 
US, China has sewn up the Japanese 
market for itself. 

Numerous software and business 
process outsourcing (BPO) firms have 
mushroomed across China's coastal 
cities. By effectively leveraging their 
cost-competitiveness, location, and 
cultural and linguistic affinities with 
Japan, the firms are steadily establishing 
themselves as the outsourcers of choice 
in the Japanese market. With Japan's 
economy in recovery mode, they are 
raking in the money. Dalian Hi-Think, 
China's largest software exporter, says 
over 7096 of its $12-million revenues 
now comes from Japanese clients. 

In contrast, Japan, the world's sec- 
ond largest economy, accounts for less 
than 5% of India's outsourcing revenues. 
According to a recent Nasscom report, 
while the Indian software industry's US 
revenues grew marginally last year, rev- 
enues from Japan fell 25%. 


Springboard Japan 


It could be argued that India has the En 5 

sweeter deal. After all, the US represents J) 
over 60% of the global outsourcing mar- 
ket and 67% of India’s outsourcing rev- 
enues, while Japan accounts for 5% of 
the global outsourcing market and 2% 


of India's outsourcing revenues. 


Past positive: China's colonial era 
trading cities are leveraging their past 
to woo global clients. More than 4,500 
South Korean companies have 
invested over $5 billion in Qingdao 
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India has cracked the US code. But China's 
tightening grip of the Japanese market would soon 
allow it to lunge for larger western markets. What 
should Indian companies do? By Jehangir Pocha 


But analysts say China is using Japan 
as a springboard to catapult itself into 
the US and other global markets. The 
US-based Gartner group estimates that 
by 2007 China's outsourcing industry 
could come from behind to match — 
maybe even overtake — India’s, totting 
up revenues of over $27 billion. 

Hogwash, say some. China does not 
have the English-speaking skills or es- 
tablished processes needed to make a 
go of it in services outsourcing. 

But at least one man thinks China 
can do it. Last month, Kenichi Ohmae, 
Japan's famed management guru and 
strategist, inked a joint venture deal 
with China's Neusoft group to set up a 
BPO operation in China that would pro- 
vide Japanese clients with accounting 
services, back office processing and call 
centre operations. The company, called 
Dalian Neusoft, is based in the north- 
eastern Chinese city of Dalian, a colo- 
nial era trading city that has long been a 
favoured base for Japanese companies 
operating in China. Its CEO Allan Chai 





has already said he plans to double the 

company’s staff of 200 by June 2004. 
Why did Ohmae, one of the 

shrewdest business minds of our times, 


invest his personal money in China and 
not India? While India's newly-liberated, 
tech-savvy entrepreneurs have been the 
trailblazers of the BPO industry, China's 
bureaucratic plodders have carefully 
pieced together the few advantages 
China possesses in this field to con- 
struct a BPO strategy that is beginning 
to pay off. Its elements are simple — lo- 
cation, culture, and something experts 
are calling the consumer chain reaction. 
By emphasising China's linguistic, 
cultural and geographic nearness to 
Japan, Chinese BPOs are convincing 
Japanese clients that they can effectively 
integrate into existing consumer care 
and back office operations in Japan. 
“Once China wins Japanese clients, 
South Korean, Taiwanese, and eventu- 
ally US clients will follow,” says Tang Xi- 
aochun, a Chinese venture capitalist, 
The key element in this strategy is 
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Future stock: China has sunk 
$7 billion into technical and 
English education. All 
graduate students, like 
these ones, learn English 


not a person or company, but 
the places. Dalian, for exam 
ple, has been a critical link in 
Sino-Japanese trade since the 
1930s, when it was an inter 
national trading centre 
Then, its proximity to Japan 
just an hour' flight away 
made it a favourite with the 
Japanese mercantilists. As 
China liberalised, Japan's fa 
miliarity with Dalian helped 
the city receive about $6-bil 
lion investments from across 
the North China Sea. 
lapanese companies tend 
to locate in clusters and cre 
ate “mini-Japans” where their 
staff can feel more at home. Dalian’s 
Japanese-built buildings, its familiar 
streets and cuisine are reassuring to the 
Japanese. Significantly, the intense ani 
mosity that many Chinese feel against 
the Japanese for the atrocities commit 
ted during the 1930s and the Second 
World War is also relatively muted in 
Dalian. Now the city is a beachhead 
from where China is launching its inva- 
sion of Japan's outsourcing market 

Wang Yanhui, Dalian's deputy dire 
tor of foreign trade, recently said her 
goal was to make Japanese investors see 
Dalian as an extension of their home 
base, not a foreign location. 

Though Dalian has always had a 
large Japanese-speaking population, it 
is investing heavily in coaching locals in 
the language. City streets sport numer 
ous signs in Japanese and restaurants 
offer perfectly-prepared and 
katsu-dong. Japan's unique manage- 
ment styles, language and social prac 


sushi 


tices, which made the process of out 
sourcing difficult for Japanese firms, are 


+” 





depth 


also well understood in Dalian. 

Dalian's government says it expects 
to receive $100 million in outsourcing 
revenues from Japan this year. Across 
China, the number is expected to touch 
$500 million, about 30% of Chinas total 
outsourcing income. 


How The West Is Being Won 


Evidence is mounting that China's 
Japan success is indeed igniting a con- 
sumer chain reaction. China can offer 
South Korea and Taiwan the same ad- 
vantages and many Chinese companies 
are rapidly expanding BPO opportuni- 
ties in both these markets. 


Take PacificNet, a Hong Kong- | 


owned BPO based in the southern city 
of Guangzhou. The company began life 
by offering call centre services to Hong 
Kong-based firms, but it is now seeing a 
boom in demand from Taiwan and 


South Korea. The company has said it | 


plans to double its staff strength to 5,000 
this year and expand its offerings to in- 
clude back office processing of insur- 
ance and other financial products. 
China has many regions where peo- 
ple speak Korean and most Chinese can 
read the Korean script. And that helps in 
technology as well. English and other 
western-language software is written in 
what engineers call a ‘single byte’ code, 
that is, a computer language capable of 
256 different combinations. However, 
Chinese, Japanese and Korean, which 
are written in symbol forms and have 
thousands of characters, need to be 


written in ‘double byte’ code which can | 


allow over 65,000 combinations. 
Indian engineers have little experi- 


ence with double byte-enabled soft- | 


ware and Indian IT applications cannot 
be easily ported to north Asian systems. 
Chinese BPOs completely bypass this 
problem, saving millions in develop- 
ment and systems integration costs. 
Significantly, there is also evidence 
that the consumer chain reaction is 
slowly spreading to US-based compa- 
nies. The easy availability of staff trained 
in BPO operations in Dalian recently led 
Accenture to choose the city as its base 
for a 1,000-person software-develop- 
ment unit. Within months, close com- 
petitor BearingPoint (formerly KPMG 
Consulting) said it would quadruple the 
staff at its own outsourcing centre in 
Shanghai. Further south, another com- 


nounced that it would expand its BPO 
facility in Guangzhou by 100%. 
ConnectITChina, a Shanghai-based 
research firm, says that China's software 
outsourcing industry is on track to dou- 
ble over the next two years to reach $5 
billion. Tang says that while US compa- 
nies recognise India's strengths and 
leadership in IT, they also realise that es- 
tablished players must pay higher 
wages. When BearingPoint recently 
chose China over India as its BPO base, 
the company said Chinas lower salaries 
were part of the reason. Economists say 
this will remain sustainable for at least a 
decade, as the cost of living a middle- 


Б. Present pertinent: Even a second-tier Chinese city like Nanjing offers world- 


d 
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class infrastructure, leading over 8,000 firms to invest $18 billion in the city 
* è 


class life in China is lower and the num- 
ber of graduates hitting the job market 
every year higher. 


The Indian Dilemma 


“How much should this worry India?” is 
the most-repeated query I face when 
talking to Indian outsourcing execu- 
tives. The question is far more profound 
than the person asking it often realises. 
Traditionally, Indian business think- 
ing has identified companies closely 
with their countries. Most Indian man- 
agers think of themselves in national 
terms and see their future as dependent 
on the actions of the government. When 
they see the strides the Chinese govern- 
ment is making in outsourcing they see 
this as competition from an Other. 
Management gurus say that in a 


| globalised world successful companies 
petitor, Cap Gemini Ernst & Young, an- | 






must necessarily see themselves as 
global players, not national entities. 

N.R. Narayana Murthy, chairman 
and chief mentor of Infosys Technolo- 
gies, says Indian software firms can be- 
come the main beneficiaries of China's 
investments in outsourcing by locating 
in China — in effect, outsourcing to 
China the work US clients outsource to 
India. The economic imperatives for 
this are impeccable. 

While India’s entrepreneurs have 
propelled themselves into the global 
outsourcing arena, its stodgy govern- 
ment has been slow to provide them 
with the backup needed. For example, 
Nasscom says India is ill prepared to 
produce the one million software engi- 
neers it will need to achieve the national 
goal of $50 billion in software exports by 


2008. India's investments in telecom 
and other supporting infrastructure lag 
China's. An American visiting Bangalore 
recently noted that the road connecting 
the city to Infosys was worse than most 
provincial roads in China. 

In China, the problem is the reverse. 
While the Chinese government is creat- 
ing excellent outsourcing infrastruc- 
ture, Chinese entrepreneurs have been 
unable to take full advantage of it. For 
example, China has invested over $7 bil- 
lion in technical and English education. 
Every Chinese graduate is being trained 
in English and over two million non-de- 
gree students are currently enrolled in 
English-speaking courses. China is also 
forging training partnerships with 
multinationals and foreign universities. 
IBM alone will train 100,000 Chinese 
students, and it is expected that China's 
workforce of 200,000 software engineers 
will grow by 2596 every year for the next 
five years. Industry observers are also 
impressed that China has invested over 
$25 billion in telecom and outsourcing- 
related infrastructure — more than 
twice as much as India. 

Yet Chinese software companies 
have not developed the depth — 
processes, execution capabilities, and 
sales networks — of their Indian coun- 
terparts. Neusoft, China's largest soft- 
ware company, has just over 400 em- 
ployees and the average Chinese 
software developer has just 70 employ- 
ees, This inhibits their ability to attract 
new graduates and major clients. 

The promise of marrying Chinese 
infrastructure with Indian professional- 
ism is too alluring to ignore, says Girija 


Pande, the Asia-Pacific head of TCS, 
which established operations in China 
about two years ago. “Our long-term 
goal is not just to enter the Chinese mar- 
ket but to integrate China into our 
global delivery system,” says Pande. 


No Middle Path In The Middle Kingdom 


Foreign companies drive many high- 
growth industries for which China is fa- 
mous. For example, last year China 
made waves by becoming the world's 
leading manufacturer of laptops, but 
over 80% of that industry is owned by | 
Japanese, US and Taiwanese firms. 

There are murmurs that this pattern 
could repeat itself in software. At the re- 
centWorld Economic Forum meeting in 
Beijing, the buzz was that India's top 
four IT firms could end up controlling 
over 40% of China' IT service exports. 
Apart from TCS, Infosys, Wipro and 
Satyam, 15 other smaller Indian soft- 
ware companies like MphasiS and iGate 
Global Solutions have established bases | 
in China. Each company says it has 
plans to expand rapidly, either organi- 
cally or through acquisitions. Aptech, 
NIIT and other Indian training firms 
have also set up over 100 centres across 
China and are currently training over 
20,000 Chinese software engineers. 

But as the current backlash against 
outsourcing in the US shows, impecca- 
ble economic imperatives increasingly 


| have to face irate workers and national 


sentiments. How long will it be before | 
Indians realise the ill effects of outsoure- 
ing to China? And how will they react? 
Pande says there are some questions 
being raised over whether Indian firms 
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should share their expertise with Chi 

nese competitors and train Chinese en- 
gineers. “There is a fear that the Chinese 
will learn from us and then go off on 
their own,” says Pande. “This is negative 
thinking. If Indian firms do not train the 
Chinese, someone else will... India 
needs to learn how to work with China.” 

But he sounds uncomfortably like 
the defenders of outsourcing in the US 
who are increasingly playing off the 
back-foot. Clearly, there is no compari- 
son between the scale of US outsoure- 
ing to India and potential of Indian out- 
sourcing to China. Yet the fault lines 
between economic imperatives and na- 
tional sentiments are the same. In fact, 
they are likely to be more heightened in 
India, especially vis-a-vis China. If this 
happens, India, which has been remon- 
strating the US for restricting outsource 
ing, could come to face its own rhetoric 

For the Indian outsourcing industry, 
2004 will be the year of making a choice 
— act as true global entities, or operate 
along national lines. Of course, it could 
decide to tread a middle path and invest 
marginally in China. But halfway 
choices yield mediocre results. The very 
premise of outsourcing is that services 
should be sourced from where they are 
the cheapest. 

"I doubt Indian companies will be 
able to maintain their lead in (IT-related 
services) if they stay ‘Indian’,” says Tang, 
who believes the Philippines will corner 
the premium end of the market because 
of its superior strengths in language, ac- 
cent and cultural issues, and that China 
will have the low-cost edge. “India,” he 
says, "could be caught in the middle." Ii 





XTRAORDINARY things have been 
happening at IBM India in the past 
36 months, but not too many peo- 
ple picked up the cues initially. The 
100% Indian subsidiary of the 
world's largest IT firm had been so 
slothful ever since it re-entered the 
country in 1992 that few noticed any difference 
when it finally woke up. You couldn't blame in- 
dustry analysts for missing the signs — after all, the firm had 
done nothing spectacular for years, It had crawled up to sales 
ofjust $300 million by 2000. It had set an ambitious target of $1 
billion by 2002, but didn't even seem close to it. 

That's why when Samuel Palmisano, chairman & CEO of 
the world's largest IT firm, was in Delhi in May last year and 
made a point of calling on Bharti group chairman Sunil Mittal, 
the meeting was passed off as just another courtesy call, After 
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Team India (L-R): Abraham 
Thomas, MD; Inder 
Thukral, strategy & 
marketing; M. Ganesh, 
SMB; C. Mahalingam, HR; 
Swarup Choudhury, 
systems and technology; 
Ashish Kumar, global 
services; and Alok Ohrie, 
personal computing 





all, during his two-day visit, he also met IT min- 
ister Arun Shourie, Karnataka chief minister 
S.M. Krishna, government officials, and IBM 
India’s customers. Outsiders couldn't catch the 
real import of such a high-profile visit. 

Sam Palmisano is no ordinary СЕО. As the 
head of the $89-billion IBM, he has 165 coun- 
tries to cater to. That's why the fact that he was 
visiting India just over a year after taking 


| charge from Lou Gerstner should have alerted industry 


watchers in the country. That Palmisano was the only IBM 
CEO to have ever come to India was also ignored by IT watch- 
ers here and abroad. 

Nobody picked up the next five clues either. Palmisano 
was followed by Steve Mills, senior vice-president(software 
group); Nick Donofrio, senior vice-president (technology and 
manufacturing); Frank Kern, general manager (Asia Pacific), 
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who oversees 19 of the 165 countries оп the IBM тар; Satish (OO 
Khatu, general manager (Asean and South Asia); and Paul 
Horn, senior vice-president (research). This was an unprece- 
dented number of high-profile guests for IBM India — all in a 
space of 10 months. 

To outsiders, they seemed to be preoccupied with the In- 
dia team, government officials and customers. But inside its 
headquarters on Bangalore's Airport Road, IBM India manag- 
ing director Abraham Thomas was overseeing a quiet trans- 
formation. And doing things extraordinary. In March-April, 
when Big Blue came out with two big bang announcements in 
quick succession, the industry couldnt ignore it any more. 

At Delhi's Taj Mahal Hotel, IBM's Tim Shaughnessy and 
Coleen Arnold, and Bharti chairman Sunil Mittal announced 
that over the next 10 years Bharti Tele-Ventures would out- 
source all its IT requirements to IBM for $750 million. With 
that, IBM raised the curtains on its biggest deal ever in India. 
We'll come to how that deal (termed Project Taj) was struck 
later in the story. But within a month of the Bharti deal, IBM 
India sprang another surprise. It announced the buyout of the 
four-year old email and voice specialist call centre Daksh eS- 
ervices for $160 million. 

It was then that IBM India’s backroom work of the past 36 
months came to light. Well before the Bharti and Daksh deals, | .|———— ——— —— 
it had already sewn up nearly $1 billion worth of multi-year 


Big Blues plans for the 
country could see it 

emerging as the largest IT 
player. By Shelley Singh 




















maintenance and service contracts. These were from nine p in India | 

new customers, which included ABB, Syndicate Bank, Central First stop: $1-billion turnover (2003-04 

Board of Direct Taxes, Government of Pondicherry (for devel- revenue: $650 million) 

oping a master plan for e-governance across 16 departments), Focus on: Strategic outsourcing, Global 

and Tata Steel. Almost all of these orders had been picked up Services, Linux, IT on demand 

over the previous three years. Target areas: Banking, telecom, finance, 
industries, government, SMBs 

Add To Favourites: India REP MEIN AEN GA шы тыш 

Theurgency with which Big Blue has been actingoverthe past RISING MARKETSHARE 





36 months is in stark contrast to its actions in the eight preced- Dese oc 


ing years. Notes an analyst while talking of the 1992-2000 pe- 
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riod: “There was a certain complacency and arrogance — IBM Зб лел ИЕ 1 
could dominate the market and sell anything on the strength | i Wat 
of its brand. That contributed to the company not being able 20)» | = 

to meet the target earlier.” 


Many things have changed over the three-year-plus 10- 
+: v tenure of managing director Abraham Thomas. Under his ' _ 
_ watch, IBM India has doubled its revenues to over $650 mil- Ol a 

_ lion. The number of employees has grown from just 4,500 Servers Desktops Notebooks 
ee three years ago to 15,000 today — and the company is adding Market reach: Currently in 160 cities; 200 by end-2004 "Wu 
"about 400 every month. (Though he refuses to talk about it, ioci ace Eg A 
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Sam Palmisano is the first IBM CEO 
ever to visit India. In 2003, he 
named India as one of the four 
emerging business opportunities 


Thomas is tipped to take up a senior 
position in IBM Singapore soon. His 
family has already moved there and 
he is currently operating out ofa hotel 
in Bangalore.) 

But Thomas's contribution in 

shaking up IBM India is only part of 
the story. The other part is that India 
has suddenly started becoming far 
more important to the people in Ar- 
monk, where the global headquarters 
is, simply because of Palmisanos vi- 
sion for Big Blue. Palmisano is betting 
heavily on Linux, on-demand com- 
puting, and emerging markets to en- 
sure IBM's growth in the future. And 
India, with its army of programmers and well-developed off- 
shoring capabilities, has a role to play in all the three areas. 
In 2001-02, a part of the $1 billion IBM spent in promoting 
Linux went towards setting up the Linux Centre of Compe- 
tency in India. In 2003, a share of its $1-billion research budget 
for e-business initiatives has come to the India Research Lab. 
Last year IBM acquired 13 small companies around the world. 
Two of them — Rational and Trigo — have a presence in India. 
At the same time, IBM India's success in services seems to 
be rubbing off on hardware. Its share in nearly every market it 
sells in has improved. It sold 23,736 notebooks last year and 
grew 103% in notebook revenues, while the market grew 72%. 
In servers, IBM notched up 31.4% marketshare in 2002-03, up 
5.8% from the previous year, almost catching up with HP. In 
the fourth quarter of 2003, it actually emerged as the market 
leader for the first time. And, in storage solutions IBM grew at 
more than double the industry average rate of 41.2%, at 111%. 
The new aggression has been noted by rivals. Says Sangita 
Singh, chief marketing officer at Wipro Technologies: “On ser- 
vices, IBM is willing to subsidise 10-15% to get business. We 
run into them and Accenture very frequently.” 

Its growth and reach has been dramatic. 
From 200 partners in 80 cities two years back, it 
has moved to 375 partners in 160 cities to mar- 
ket desktops and entry-level servers. The next 
step is to expand to 500 partners in 200 cities. It 
plans to do this by end-2004. Of course, a grow- 
ing market and reduction in excise duty from 
39% to 19% have helped IBM grab the opportu- 
nity. The company claims that in the last seven 
quarters it is the only branded player with a 
quarter-on-quarter growth in the SoHo (small 
office, home office), multimedia (all-frills com- 
puters) and notebook markets. 

There are two ways of looking at where IBM 


Colleen F. Arnold and Tim Shaughnessy did all 
the groundwork at IBM for the $750-million 
Bharti Tele-Ventures deal — the biggest that 
Big Blue has bagged in the country 
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India stands today. First, for all its 
business deals in India so far, it just 
about tops $650 million in revenues. 
That makes it just 0.73% of the par- 
ent's global revenues. In size, it's even 
smaller than some homegrown or- 
ganisations like TCS, Wipro and In- 
fosys — all of which are in the $1-bil- 
lion club today. It will be a while 
before IBM India can make any signif- 
icant contribution to its parent's 
global kitty. 

The other side ofthe picture is that 
despite its minuscule size, of late, In- 
dia is increasingly becoming a desti- 
nation of choice for IBM whenever it 
is planning to start something new. In 
1998, IBM set up a research lab at IIT- 
Delhi to tap scientific talent in India. 
The lab is only one of eight such re- 
search facilities that Big Blue has in the world and the third in 
Asia — the other two being in China and Japan. 

The IBM Solution Partnership Centre in Bangalore is one 
of IBM's 10 such facilities around the world. The Linux Devel- 
opment Centre at Bangalore is one among seven such units 
worldwide. The team at India Research Laboratory at IIT 
Delhi, which is working on 15 projects, is not just locked up in 
a room writing code, but goes out in the field to solve cus- 
tomer problems. Says Р. Gopalakrishnan, director, IBM India 
Research Lab: "It is on-demand innovation services. We have 
researchers going out with customers to solve problems like 
supply chain optimisation." 

In January this year, IBM named India as one of its four 
emerging business opportunities (EBO) and deputed Inder- 
preet Thukral, an expatriate, to oversee the India strategy. An 
accomplished speaker, Thukral has been especially desig- 
nated as director in charge of marketing and strategy at IBM 
India — a role that didn't exist before. This is also the first time 
in IBM's history that geographies rather than technologies or 
verticals are seen as new opportunities. How serious IBM is 
about EBOs can also be seen from the fact that Palmisano 
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keeps a hawks eye on the way 
things are playing out in the 
countries — he keeps a 'hit 
list’ of the rival companies’ 
largest clients and tracks what 
is being done to poach them. 

Says Frances Karrmouzis, 
research director and IBM 
watcher at Gartner US: “IBM 
India doesn't boast the kind of 
campus and presence that 
Wipro has in Bangalore. Yet 
whatever it does in India is 
watched closely in the US. 
The Bharti deal got wide at- 
tention in the US.” 

Says an analyst: “The re- 
turn on investments in India 
are higher than in mature 
markets. This, apart from tap- 
ping India for global delivery 
of services, has brought in the 
India focus. Enterprises in the 
US want to know the India 
strategy of IT vendors. At a 
level, the focus on India has 
also been pushed by cus- 
tomers wanting to cut costs.” 

Now, the India decisions 
are vetted by a team compris- 
ing Bruce J. Harreld, senior 





that and started operating in India as a 100% sub- 
sidiary. Marwaha was subsequently elevated — 


Heads above the rest 


Project Taj: Gateway to India 
Even a personal note by competitor HP's global 


е Microsoft 


ІВМ affair with India began 
way back in 1962, when it first 


è Cisco 


vice-president (corporate Company Manpower | today he is vice-president (worldwide sales, per- 
strategy) and head (EBO); è IBM | sonal computing), IBM Corp. Ranjit Limaye, an 
Kern, Khatu, Thukral, and | ІВМ veteran, was deputed as country manager. 
Thomas, The relevant special- ө HP |  Limaye, in India until 2001, oversaw the nascent 
ists are called in for specific | | IBM India and also gave it the magic target of 
deals, as was done for the ө Accenture | $1 billion in sales. Thomas took over in January 
Bharti Tele-Ventures contract è Oracle freue pu | 2001. Meanwhile, Lou Gerstner handed over 
(more of that later). |: ole Oe tis charge to Sam Palmisano at Armonk in March 
e EDS . 2002. And things accelerated at IBM India. 

The Return Of IBM ' 

| 

i 

1 

d 


stepped into the country. 
Everything was fine until 
1978, when the then Janata 
government decided to boot 


out Coca-Cola, IBM and some other foreign corporates. 

In 1992, heartened by liberalisation, it took another shot at 
India. This time, in a joint venture with the Tatas. IBM set upits 
registered office at Golden Enclave, Airport Road in Bangalore. 
There was nothing dramatically different that IBM did this 
time. Revenues came from selling and maintaining AS 400 
minicomputers that were shipped from Singapore. The prob- | 
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CEO Carly Fiorina to Sunil Mittal couldn't prevent 
Big Blue from clinching Project Taj. The deal, 
which took 15 months to close, is a story spread 
over India, Australia, Tokyo, Singapore, New York, 


| Inclinching the contract, besides HP IBM also beat Oracle. 
The pivot in Project Taj was Bharti Tele-Ventures's corpo- 
rate director for IT & technology Jai Menon. He had recently 
quit the Armonk giant to return home. Even before Menon 
had settled down at the Bharti headquarters in Qutab Ambi- 
ence, Menon got a call from an old friend, Colleen E Arnold, 
general manager (global communications). IBM was on the 


i 
lem was that India was just too small a marketto botherwith. | roadto clinching Project Taj. 
| 


Things changed somewhat when Ravi Marwaha was ap- | 
pointed country manager. Marwaha believed that India could 
Беа good market for IBM and made a strong case for buying 





The friendship did open the door for IBM, but it took a 
while before it took charge of Bharti's data centre in Gurgaon 
and took 200 Bharti employees on its rolls. While Menon con- 


out the Tata stake in the joint venture. In 1999, IBM did just | vinced Bharti that IBM could provide the best capability to de- 
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Mr. 5,000 Desktops 
Updated with the 
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App in 10 Minutes 


Q MOTOROLA 


T 








“We performed over 807,000 successful software 


deployments to 65,000 desktops in 2002 alone and 
[ h saved over 247,000 administration hours.” 


Steven Bramson 
Senior Systems Architect, Motorola 


Microsoft - 





Windows 
Server System 






Make a name for yourself with Windows Server System. 
Microsoft Windows Server System makes 
Motorola's infrastructure easier to manage. Here's 
how: using Microsoft Systems Management Server 
and SQL Server, powered by Windows Server, 
Motorola conducts system inventory of their 65,000 
desktops from one location, identifies necessary 
system updates, then deploys those applications 
across the enterprise automatically. It's software 
that helps you do more with less. Get the full 
Motorola story and a hands-on management tool 
at microsoft.com/wssystem 


Windows Server System™ includes these products 
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Operations Infrastructure 9 Systems Management Server 

Application Cente 

Operations Manager 

Internet Security & Acceleration Server 

Windows Storage Server 
Application infrastructure SQL Server 
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Information Work infrastructure Exchange Serve 
Office SharePoint™ Portal Server 


Office Live Communications Server 
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ABRAHAM THOMAS 


We will be 
Numero Uno 


Abraham Thomas is managing di- 
rector, IBM India. In his tenure, 
IBM India doubled its turnover to 
about $650 million. Excerpts from 
an interview. 


Bi IBM India always had a goal 
of reaching $1 billion turnover. 
Why didn’t that happen earlier? 
We were slow to change. Also, the 
Indian market was not that big 
earlier. It is opening up now and 
we are strengthening our position. There is an internal 
timetable to reach the $1 billion mark. We are also 
working towards our goal: to be the number one player 
in the Indian IT market. 


E How important is India to IBM? What exactly does 
the EBO (emerging business opportunity) tag mean? 

Last year IBM named four countries — India, China, 
Brazil and Russia —as EBOs. This enables us to tap IBM 
expertise around the world. The kind of investment of 
time (15 months) we made in the Bharti Tele- Ventures 
engagement at various levels, including our chief Sam 
Palmisano meeting Sunil Mittal, conveys how impor- 
tant India is to IBM.... Now we also have Inder Thukral, 
who came in January, to specifically oversee marketing 
and strategy in India. This role was non-existent earlier. 


W What areas are you focussing on? 

SMB (small and medium business), financial services, 
industrial, telecom and pharma. SMB is the fastest 
growing segment. Services is our fastest growing divi- 
sion. The second growing area is software. 


IB But your costs are high. How will you compete 
with Infosys, TCS or Wipro? 

The pointis, are they focused on the Indian market? We 
are in India to tap talent, provide services worldwide 
and to grow in the Indian market. We do compete with 
domestic players and we also have partnerships with 
them. The difference is the ability to execute — leader- 
ship, people, training and our global expertise. 


E You moved into a hotel. Are you moving on? 

It is up to my bosses to decide what I do next. As of now, 
I continue to be in India. Where I stay, or what colour of 
shirt I wear, is immaterial. 
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liver services for its increasing sub- 
scriber base, it was IBM's own acces- 
sibility to key people that helped in 
no small measure. 

This was followed by a dozen 
meetings between IBM and Bharti. 
The key players included Thomas 
himself; Durga Kota, director at IBM 
Global Services Australia, who has 
now relocated to Delhi as director in 
charge of the Bharti-IBM relation- 
ship; the Tokyo-based Tim Shaugh- 
nessy, general manager (IBM Global 
Services); and Arnold herself. From 
Bharti’s side, CFO Akhil Gupta and 
Menon led the initiative. IBM scored 
over its rivals because Bharti consid- 
ered its delivery capability superior to 
that ofits rivals. Says Mittal: “HP head 
Carly Fiorina did write to us, but we 
believe that IBM is ina better position 
to service the contract." 

The clincher came in January in New York when Mittal met 
Palmisano again and barely two months later the deal was 
signed. IBM's other deal with Daksh will formally close this 
week. It started in October last year with Big Blue approaching 
Daksh with some sub-contracting tasks. 


NAMAS BHOJANI 


Global Market, Local Delivery 


Much of its services operations in India have grown thanks to 
IBM Global Services India, which started in 1997. Today, it is 
the fastest growing operation for IBM, with a headcount near- 
ing 9,000. Much of the ramp-up has happened in the last 24 
months. An August 2003 Aberdeen Group report noted how 
IBM Indiais the “jewel in the IBM crown”. IBM Global Services 
India offers a variety of products and application knowledge. 
This knowledge spans a range of customised solutions includ- 
ing CRM (customer relationship management), e-business, 
application servers, mid-tier technologies, database develop- 
ment, data warehousing, analytics and content management. 

From its centres in Bangalore, Pune and Gurgaon, a grow- 
ing army of code writers and technology trouble-shooters are 
busy servicing clients around the world. The team has dou- 
bled to a touch over 8,000 in two years. Says Nandan Nilekani, 
managing director, Infosys Technologies: “Whenever an MNC 
ramps up, it reaffirms how important offshore delivery is. But 
its costs are much higher. Its [[BM's] challenge will be to re-en- 
gineer to match the delivery capabilities of Infosys from In- 
dia." It's trying to get there. It has Global Delivery Centres in 30 
countries but none growing as fast as the India operations. In 
fact, its rapid recruitment is handled by 40 head-hunters be- 
sides the Web and print campaigns to invite new applicants. 

Consulting and research firm Gartner India's vice-presi- 
dent Partha lyengar points out that cost is an issue, and multi- 
nationals are learning to leverage the India advantage. "What 
matter in big contracts are global delivery, relationship man- 
agement, and domain expertise. MNCs are way ahead of do- 
mestic players in all three." 

The recent acquisition of Daksh adds to its email and voice 
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skills that were missing in the IBM India portfolio so far. The 
Business Transformation Outsourcing unit (that's what it calls 
its BPO operations), which had 450 people on its rolls, has now 
been bolstered with the 6,000-strong cohort from Daksh. This 
takes IBM ahead of Accenture in head-count and execution 


ability. Rival HP is currently looking at options to buy from the | 


market to strengthen its own delivery. The services thrust in 
India fits in perfectly with Palmisano’ global vision of focusing 
on the services business. 


The Future: EBO-led Growth 


Thomas and his team believe that the classification of IBM In- 
dia as an EBO is an important landmark. What EBO actually 
translates into is that “we get advice, counsel and ideas from 


around the world”, says Thomas, who reports to Khatu. He | 


adds: “We can now tap IBM expertise from around the world 
to do business here. Also, the kind of time (15 months) we 


spent on the Bharti engagement was only due to the impor- | 


tance given to India.” 

Tapping into its global resources for projects in India does 
give Big Blue an edge. If there is demand, say, for retail-related 
IT jobs, IBM can pull in its top retailing experts from a team of 
about 300, compared to just three or four that an Indian ven- 
dor can muster. 

The key growth areas that IBM sees now in India include 
strategic outsourcing, where it already has 10 projects. IDC es- 
timated this market to be $327.2 million in 2004. In business 
consulting, it will be leveraging the expertise it got in sectors 
like banking, telecom, industrial (auto, 
FMCG etc), pharma, biotech and the gov- 
ernment from the PricewaterhouseC- 
oopers acquisition. IDC estimates the 
banking consulting and IT market alone 
to be worth $1.4 billion, telecom $860 mil- 
lion, and the government opportunity at 
$677.5 million in 2004. IBM also seeks to 
penetrate the small and medium enter- 
prises where the IT demand is growing at 
an annual rate of 18%. IBM India also pro- 
vides Linux-based solutions apart from 
meeting the requirements in deep com- 


Infosys's Nilekani (В): “Can MNCs match 
the delivery capabilities of an Infosys?” 

Gartner's lyengar: “Delivery, relationship 
and domain expertise are what matter.” 
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puting (high-end servers) and digital media markets. 

The earlier reporting structure has also undergone a 
change. Now IBM India can directly interact with its US coun- 
terparts instead of going to Singapore, Tokyo and then the US 
as was the case couple of year back. In fact Palmisano, Mike 
Lawrie, global head of sales and marketing, and Harreld are in 
tele-meetings with Thomas and Thukral every six to eight 
weeks. Harreld, who is also the EBO head, calls in every month 
to check on India developments in all divisions. 

Says an analyst: “That kind of commitment from the top 
managementin an $89 billion company would not come if In- 
dia was not important.” IBM already has 10 strategic out- 
sourcing deals in India and is close to signing another one 
with a leading Indian bank soon. There is a special focus on 
high growth verticals like financial services, banking, telecom, 
pharmaceutical and life sciences. 

At $650 million today, the $1-billion target seems closer 
than ever before. Yet observers note that IBM may have to 
shake off another string attached to its past if it hopes to get 
there quickly: it must take decisions fast enough. Says an ob- 
server: “Some things have not changed. It takes a month to put 
a bid across a customer. The focus from the Asean heads has 
changed but a lot of bureaucracy has not. The IBM team can- 
not take an on-the-spot pricing decision.” An ever-cautious 
Thomas says that this has changed a lot, but a decision on 
pricing may not be taken on the spot — it has to be checked 
with the office to ensure parity among customers. 

Another area where it lags behind other MNCs in India is 
in filing patents. IBM India filed justabout 
75 patents last year compared to about 
150 by Texas Instruments and 125 by Intel. 

Nobody, however, doubts where the 
organisation is headed. Says Iyengar: “In a 
couple of years, IBM India will be a $1-bil- 
lion operation. From a satellite market 
dictated by project managers around the 
world, it is more hands-on now. In an- 
other 12-18 months, it will pose serious 
competition for TCS, Wipro and Infosys, 
as also to the multinationals.” 

Agrees Ashok Soota, chairman and 
CEO of Mind Tree Consulting: “IBM India 
has suddenly stolen a march over com- 
petitors. Now you see a company with a 
variety of skills and a new degree of ambi- 
tion. In the 1990s, we thought it would 
wipe out Indian players. That did not happen. But how the 
newfound aggression rolls out in the next 12-18 months 
would be exciting to watch.” 

Itis likely that the chief architect of all this may not be run- 
ning the show in India to lead the next round of growth. A 
change of guard is imminent, though Thomas would neither 
confirm nor deny it. Typically, a country head is moved within 
two years at IBM. Thomas has already exceeded that bya year. 

Even if Thomas moves on, he would have the satisfaction 
of having put India firmly on the IBM map. r 
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ILL the Indian film indus- 

try ever make it? Will it 
ever become an investor's 
paradise? For five years | 
now we have heard all 
sorts of noises in semi- 
nars, panel discussions and film forums 
about organised finance and industry 
status. Despite all that clamour, just Rs 
176 crore was raised through organised 
finance for 33 films in 2003, according to 
a paper by Sunir Kheterpal, head of me- 
dia and entertainment, Rabo Bank. 
That's peanuts compared to a total need 
for capital of about Rs 5,000 crore. 

Yet, today there are a dozen film 
firms that operate like corporate entities | 
and are churning out celluloid dreams 
faster than you can say ‘cut’. Almost half 
the films released last year were made 
by such firms. And they have been mak- 
ing films with good, clean money (See | 
"The More The Merrier'). From setting 
up companies abroad to tapping NRI 
money and trying out co-productions, 
the new breed of film firms are shaking | 
the money tree in different ways. | 
Take Adlabs's film arm Entertain- | 
ment One, which has made six films so | 
far, all of them co-productions. That | 
means Adlabs splits the costs and risks | 








with one or more firms. Siddharth Jain, | 
one of the new professionals in Indian | 
cinema, runs a one-man enterprise un- 
der the banner Klever Media. He has put 
together eight projects totalling $13 mil- 
lion, each with its own unique financing | 
model. Some are international co-pro- 
ductions, others use NRI money and | 
still others use special purpose vehicles. 
Marigold is a UK-Germany co-produc- 
tion by the US-based Hyperion Pictures 
of which Jain is the vice-president. Tiger 
Meatisan Indo-Chinese co-production. 

Now move to UTV. Both its big films 
this year, Farhan Akhtar's Lakshya and 
Ashutosh Gowariker's Swades are co- 
productions. К. Sera Sera's NRI inves- 
tors pick up low-interest money in Hong 
Kong or the US and invest it in films 
here. All of AB Corp's five projects on the 
floors are co-productions. Even Kalei- 
doscope, a firm funded by a clutch of 
angel investors and venture capitalists 
(VCs), went in fora co-production to de- 
risk Saathiya, its big hit of 2003. The Ris- 
ing, another Kaleidoscope film, is a co- 
production with Entertainment One. 

By the looks of it, co-productions are 
emerging as Indian filmdom's favourite 
financing tool. And it's a pretty unique 
funding model if you look at how films 


BUSINESSWORLD 40 10 MAY 2004 


are financed globally. Hollywood, for in- 
stance, usually uses co-productions be- 
tween companies for creative reasons, 
rarely financial. Occasionally Holly- 
wood studios do team up with other 
countries for reasons related to tax 
breaks. As Ashni Parekh, a media lawyer 
with Mumbai-based legal firm Nishith 
Desai and Associates, says: "Twenty five 
per cent of Hollywood films are fi- 
nanced by German taxpayers." 

Clearly, Indian filmmakers are brin- 
ing their trademark ingenuity in using 
co-productions as a financing tool. And 
given the dearth of capital, they do need 
to put on their thinking caps. We are 
about five years away from having large 
vertically integrated film firms. So in- 
vestors are chary. Yet, to scale up, these 
firms need money. While they make the 
transition, they are using anything that 





* Main Madhuri Dixit Banna Chahti Hoon 





L amm F F F 
helps, and co-productions do. Itisa bit | Co-production kings: AB 
Corp's P. Ramesh (L) and 


ofa chicken-and-egg situation really. To 
build up scale and organisation, funds 
are needed but investors will only put in 
their money in firms with scale and or- 
ganisation. So enter co-productions. 


Flattering To Deceive 


For some context, remember that we 
have been a prolific but unprofitable 
film industry for long. The 1,000-odd 
films made last year brought in Rs 2,500 
crore from box-office collections, barely 
half the money invested. Even if you add 
other rights (music, overseas, televi- 
sion...), itadded up to just Rs3,900 crore. 
Everyone thought the granting of in- 
dustry status in 1998, the entry of IDBI, 
banks and corporatisation, would 
change things. Initially there was a lot of 
action. Mukta Arts and Pritish Nandy 
Communications went public in 2000. 
The $41million-fund GW Capital picked 
up a27% stake in Shringar Films. Global 
consultant KPMG talked of creating a 
$40 million-$50million fund for financ- 
ing films. Soon after that, a group of US- 
based NRIs announced a $50 million- 
100 million film fund, signing up 
Nishith Desai and Associates as their le- 
gal advisors. And Infinity Venture's 
founders Saurabh Srivastava and Pravin 
Gandhi, along with Silicon Valley-based 
entrepreneur Kanwal Rekhi, became 
angelinvestors in Bobby Bedi's Kaleido- 
scope (See Lights, Camera, Inaction'). 


i. ] 





Klever Media's S. Jain 


Yet, most of the interest 
has fizzled out. Except for 
the angel investment in 
Kaleidoscope, the ICICI 
stake in PVR and GW Capi- 
tal's stake in Shringar, VCs 
have been passive. Ditto 
for institutional finance. About 73% of | 
the over Rs 100-odd crore earmarked by 
IDBI for film financing is lying un- | 
utilised, according to Kheterpal's paper. 

Itwas time then for some ingenuity. 

Sriram Chander, CEO, Chatterjee 
Group, explains why companies are 
turning to co-productions. He has in- 
vested about $5 million on behalf of the 
group in several film ventures. These in- 
clude a 20% stake in Pritish Nandy Com- 
munications (down from 5096 post its 
IPO in 2000), Crossover Films and 
Galaxy Entertainment. He reckons that 
while corporatisation has brought in 
discipline — signed contracts, shorter 
schedules, cost consciousness — it's not 
enough. From an investor's perspective, 
he says, "the weakest link is distribution 
and exhibition." 

Bank usually loan money or VCs in- 
vest it against agreements signed with | 
film distributors. However India has | 
thousands of distributors who do not | 
have a corporate structure or a balance 
sheet, which makes lending impossible. 








The Rising with Maya Movies, Saathiya with Mani Ratnam 


and Yashraj Films 


Darna Mana i 





** Special purpose vehicles 





BUSINESSWORLD 41 10 МАҮ 2004 





To top it, they routinely under-declare 
revenues, especially in the interiors. "Of 
the eight films that we have done, not 
one has got great returns from the hin- 
terland," says Ashish Bhatnagar, CEO, 
iDream Productions. "Unless you have 
strong companies in distribution, like in 
production now, it is going to be very 
difficult (to attract funds). All this talk of 
financing options is irrelevant till there 
is transparency," says Chander. 

Currently there are only a handful of 
organised distribution firms — Twenti- 
eth Century Fox, Columbia Tristar, 
Shringar, Rajshri Films, Mukta Arts, and 
now UTV — that report revenues. Some 
like Adlabs and Mukta have entered the 
distribution game happily. Others like 
UTV, which got in just three months ago, 
resent the need. "We would have got 
into distribution 2-3 years later, we are 
being forced into it because we can't 
trust the numbers. It is a mug's game," 
says UTV's CEO Ronnie Screwvala. 

That is not the case with exhibition, 
though. About Rs 3,000 crore is being in- 


Even as they 
wait for the VCs 
and film funds 
to come in, 
Indian film 
companies are 
trying out 
co-productions. 
By Vanita Kohli- 
Khandekar & 
Snigdha Sengupta 
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vested in 1,000 screens. In fact VCs seem 
to prefer exhibition. "An investment like 
PVR or Shringar is more of a retail ven- 
ture rather than media. The multiplex 
business is much more organised and 
there is a track record in terms of rev- 
enue flows," says Vikram Narula, direc- 
tor, GW Capital. Another couple of hun- 
dred crores is being put into digitising 
small-town theatres. Both of these in- 
vestments are ensuring 100% declara- 
tion from computerised theatres. But so 
far, these are just dents in the 12,000 
odd-theatres in India. Until multiplexes 
grow into large chains, they are not 
likely to capture a bulk of the revenues 
and offer returns to investors. 

Add to all this, a third factor — scale. 
An offshore investor would typically 
want to come in with a $100-million 
fund, at least. "That's Rs 450 crore. In In- 
dia, a Rs 25 crore-Rs 30 crore project is 
considered big," says Siddharth Shah, 
head (private equity practice), Nishith 
Desai and Associates. The biggest film 
project currently, Aamir Khan's The Ris- 
ing, is a Rs 35-crore project. Even when 
VCs or films funds want to invest in one- 
off projects, the Securities and Ex- 
change Board of India regulations, gov- 
erning them, bar them from investing in 
such projects, The way out is to set up a 
special purpose vehicle. "The problem 
is that in a special purpose vehicle, the 
laws governing companies come into 
play. For an offshore fund, this creates 
tax-related complications. If the project 
bombs... winding up proceedings be- 


come a major hassle," says Shah. These | 


are the issues that the N.K. Singh Com- 
mittee on creating guidelines for regu- 
lating film financing is grappling with. 

If banks, VCs and film funds are not 
taking off, what about IPOs? "Ina bull 
market, a film production company can 
raise money, but the investor experi- 
ence has been bad so far. This is not an 
IPO dhanda. Where it (ап ІРО) makes 
sense is in a diversified operation which 
has production, distribution and TV," 
says Kheterpal. He cites the case of Hol- 
lywood. Most film production firms that 
went for an IPO have either shut down 
or been acquired, largely for their li- 
braries. The debate on whether a 'just 
films' firm can go public or not is long 
dead in the world's most profitable film 


market. The five big studios now have | 


their fingers in every pie — theme parks, 








Lights, camera, inaction >» ` 
VCs wine and dine Bollywood but stop short of commitment 


April 2001: A group of Silicon Valley tech investors, including К.В. 
Chandrasekhar, Gururaj Deshpande and Kanwal Rekhi, set up India Lotus Inc to 
fund Imax's $10-mn Taj Mahal, slated for release in 2005 


September 2001: GW Capital - the $41-mn Ambit Corporate Finance-Gary 
Wendt joint venture ~ invests $5 mn in Shringar Films 


December 


2001: Infinity Venture founders Saurabh Srivastava and Pravin 


Gandhi become angel investors in Bobby Bedi's Kaleidoscope 


October 2002: KPMG outlines plans for a $50-mn VC fund with 


proposed investments from Fls, corporates and industry players. The 


fund never took off 


March ; 


Rs 38 crore in РУ, to make it the ptinaty vehicle for foraying into film 


distribution 


September 2003: ICICI Venture acquires Tata Infomedia for Rs 141 








crore. For film financing, it will adopt the consortium model ~ rope in х ai. 


multiple investors to bid for 5-6 projects together 


Apri il 2004 


merchandising, TV, cable, publishing, 
distribution and film production. In In- 
dia too, corporates like Adlabs, UTV, and 
K. Sera Sera are building up their portfo- 
lio and scale, even as they struggle with 
distribution and exhibition problems. 
Thetransition will take time and money. 


The Brotherhood Of Films 


This is where co-productions come in. 
They simply operate as one-off joint 
ventures that do away with the pain of 
searching hard for money. For example, 
AB Corp is co-producing a film with 
Keshu Ramsay's BMS Films. That 
means BMS and AB Corp take equity in 
the film, which is a project by itself. They 
split the costs and profits 50:50. "It has to 
bea win-win situation like a marriage," 
quips P. Ramesh, CEO, AB Corp. The 
deals and percentages vary from project 
to project. But the mechanics remain 
the same, irrespective of whether it is an 


|: US-based Vivek Wadhwa raises $1-mn from NRI gu 
investors to fund My Bollywood Bride, starring Kashmira Shah A 


individual filmmaker (like Sanjay Leela | 


Bhansali who is co-producing Black 
with Applause) ora corporate. Each film 
is a separate venture. To avoid any 
money issues, co-productions usually 


operate out of an escrow account, Says | 


Anshumaan Swami, CEO, Applause. 
But across five or eight or 10 co-produc- 


tions while the capital is split, the costs | 


are pooled. That means an Applause or 
UTV can do more films per year. It also 
means "we share profits and on a dan- 
gerous subject (for a film), the risk," says 
Manmohan Shetty, chairman, Adlabs. 
The other possible solution is co- 
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productions with international firms, 
says Shardul Shroff, managing partner 
of Amarchand Mangaldas and Com- 
pany. Canada, Germany, Italy and the 
UK all actively solicit co-productions. 
The idea for most of these countries is to 
finance local productions that can fight 
Hollywood's domination of their mar- 
kets. But, warns Jain, they have stringent 
norms. Marigold, a UK-German co- 
production that Jain is putting together 
for US-based Hyperion Pictures can do 
only specified location shooting outside 
the UK. Considering that almost 40% of 
its $9-million budget is funded by the 
UK government, that is a fair enough 
condition. For an Indian company to 
get direct benefits it is important that 
co-production treaties are in place. For 
example, ifwe sign the one we are about 
to with Canada then an Indian co-pro- 
duction gets easier access to capital, 
markets, visa and locations. If, say, AB 
Corp makes a co-production with 
Canada or Italy, it could get subsidies 
amounting to 30% of the film's budget. 
Besides, international co-producti- 
ons also help in pre-sales, another way 
to raise money. For example, since 
Marigold is produced by Hollywood- 
based Hyperion, it finds international 
distribution easier. So even in the tough 
North European markets that rarely buy 
Indian films, it sold for Rs 1 crore. 

Sure, the VCs, funds and banks will 
crowd in and the industry will get to see 
the money. But that's some time away. 
Meanwhile enjoy the show. Ж 
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HIS story has a beginning and | 

a middle. It doesn't have an | 

end yet. Its denouement can | 

come in many ways, in a few | 

months or after a few years. We 

do not even know whether we 
are now in the middle of the story or 
nearing its end, which may be happy or 
sad ora combination ofthe two. 

The story is about ABB India. It is | 
also about Ravi Uppal, its present man- 
aging director. Such stories are not 
uncommon іп corporate India, | 
particularly in the new economy. But | 
they are rarer in the sector where ABB | 
operates. The story is unique in ABB In- | 
dia's 70-year history. And it is significant | 


The makec 
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at 


for both ABB and Uppal. | 

The beginning was in the year 2001. | 
There were precedents and an- | 
tecedents, without which the story | 
would never have begun. ABB, in the 
year 2000, earned Rs 806 crore. It was 
then a curmudgeon that walked with | 
heavy steps and paused frequently for | 
breath. Its parent in Zurich was in trou- | 
ble, and ABB India was required to con- 
tribute more to the groups bottomline. | 
Chief executive officer Jurgen Dormann | 
called Ravi Uppal and asked him to lead | 
the company in India. 

For convenience, we will choose the 
present as the middle, In the year 2003, 
ABB earned Rs 1,503 crore. Its profit af- 
ter tax went up from Rs 54 crore in the 
year 2000 to Rs 124 crore in the year 
2003. It has had three good months this 
year; it earned Rs 441.36 crore, Rs 158 | 
crore more than the first quarter in the | 
previous year. ABB executives love to 
narrate the story so far. Some of them 
think the IT companies get too much 


publicity, and they would like some at- 
tention for their company as well. ABB 
India, they say, has changed signifi- 
cantly in three and a half years. 

That is part of the story. Sales figures 
both reveal and conceal things. How did 
ABB change? How much did external 
factors contribute? We do not see the full 
face of ABB, which now seems to move 
forward relentlessly like a river in spate. 


| 
i 
i 
i 


There are undercurrents that we cannot | 
perceive. The river itself is visible in | 
| himself, with only his secretary for com- 


some places, but disappears into cav- 
erns in certain other places. It emerges 
later with renewed force, but we do not 
know whether tributaries have joined 
the river in between. 








ABB is a company that deals with 
energy. It does not generate energy any 
more, but carries it from the power pla- 
nts to your doorstep. On 3 May, it will 


| enter your home too. Then you could 


buy electrical accessories for your home 
from ABB. It is a $400- million business 
for the ABB parent. Electrical accessori- 
es form a Rs 800-crore market in India. 
ABB now wants to connect with the wi- 
der public. This is a major strategic shift. 
But we are getting ahead of our- 
selves. Let's go backto the beginning. 


Change Begins At Home 


On 15 September 2001, Ravi Uppal en- 
tered the corporate office of ABB india 
in Delhi with mixed feelings. He had 
worked in ABB for 16 years and so was 
no stranger to the company. But he had 
spent five years after 1996 in Volvo as its 


i; Ravi Uppal, Managing Director 


"We want the common man to 
see and use ABB products" 
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country head. Volvo India, as Uppal cre- 
ated it, and ABB India were like chalk 
and cheese. Both had Swedish parents, 
but there ended the comparison. 

Volvo had an open office and an 
open culture to go with it. The ABB cor- 
porate office was layered with authority, 
each higher floor corresponding 
roughly with one's position in the peck- 
ing order. The managing director, as the 
highest official in the company, had the 
privilege of sitting on the top floor all by 


pany. "It had built-in regimentation," 
says Uppal. “I developed a dislike for it 


| immediately.” 


zi 
Б 
= 
E 
© 
< 
g 
a 
© 
© 
эй 
2 
= 
Н 
2 
<= 
2 
H 
= 
El 
2 
a 


For decades, ABB India was a hierar- 





Revenues. 
(Rs crore) |. 


chical organisation. Its headquarters 
in Delhi symbolised this, but there 
was more to the hierarchy than the 
office. Executives ensconced in cabins 
had become closed and inward-look- 
ing. There were privileges for the senior 
executives. Decisions were being taken 
ata leisurely pace. The global headquar- 
ters did not care for all these, and took 
note of the results. ABB India was not 
growing as fast as it should have. And 
ABB was looking towards India and 
China for future growth. 

Uppal was keen to take up the chal- 
lenge (Volvo was by then in cruise 
mode). Once Uppal agreed to join ABB, 
Dormann outlined his vision. “I do not 
want an Indian ABB, I want ABB in In- 
dia," he told Uppal, who had his own 
ideas of where ABB India should be. 
Dormann wanted double-digit growth, 
not an easy task in September 2001. So 
the targets were set soon. Double the 


Profits 


(Rs crore) 


2001 2002 2003 


turnover in less than five years. Grow ex- 
ports from 896 to 2596 of the volumes. 
Double the return on capital employed. 
And so on. 

Uppal’s discomfiture with his sur- 
roundings extended beyond the corpo- 
rate headquarters. He was uncomfort- 
able in Delhi, his hometown, a city to 
which he had become a stranger. An 
analysis showed that Bangalore was a 
better place for the headquarters, and 
Uppal needed no more persuasion to 
move the office to the south. That was 
after he had spent six months in Delhi. 
By then ABB was well on its way to be- 
coming a different company. 

The shifting of headquarters gave 
Uppal an opportunity for a total re- 
make. The new office did not have cab- 
ins. Uppal himself was the first to come 
out of his cabin. The open office is sup- 
posed to have bred openness in the 
mind immediately. “When sitting to- 


Return on capital 
(%) 


2000 2001 2002 2003 


CHANGE EXERCISE 


How Ravi 
Uppal is 
changing 
ABB 

India and 
recasting it 
in his 

own image. 
By P Hari 


Revenue per employee | 
50 (Rs lakh) 


Receivables 
(Days) 
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gether, people became more 
cautious of what they say and 
do,” says K.S.S. Rajan, former 
marketing head of ABB. “The 
younger people felt more 
comfortable.” Rajan had ex- 
perienced the ABB culture 
first hand for 26 years. 

Next Uppal changed the 
travel rules. No more privile- 
ges for the top management. 
Everyone travelled economy 
class, and everyone travelled 
by train from Mumbai to 
Vadodara. Everyone stayed in 
guest houses, unless ab- 
solutely necessary otherwise. 
Nobody stayed in five-star ho- 
tels. It was a revolution in the 
class-conscious ABB frater- 
nity. 

HR practices were the next 
target. "ABB had believed in 
the philosophy that team- 
leaders were responsible for 
non-performers in the team," 
says PC. Rajiv, head of HR. If 
someone did not perform 
well, it was the duty of the rest 
of the team to pull him or her 
upwards. So, few were pun- 
ished for non-performance. 
Conversely, few were reward- 
ed for performance. As these 
rules were changed, the compensation 
levels of performers went up. The chan- 
ges also widened the gap between juni- 
or and senior executives in terms of | 
compensation. 

The new ABB rewarded performers 
by introducing a strong variable com- 
ponent to the pay. Uppal also tried to | 
drill his vision and strategy into all em- | 
ployees. Communications became cen- 
tral. Harmeet Bawa, head of corporate 
communications, had to tell all emplo- 
yees what ABB did as much as he did to 
the outside world. He put up posters in 
all ABB offices: ABB makes automation | 
easier, ABB brings power to the people, 
ABB integrates seamlessly in real time... 

Some of Uppal's predecessors did 
not come from a marketing backgrou- 
nd. Like manufacturing managers and 
other technical people, their eyes were 
turned inwards, towards the company. 
Uppal came with a marketing backgro- 
und, and hence turned his eyes out- | 


| eral years working in Germany, and had 





wards. Even when he was heading ABB's 





Bazmi Husain, head (R&D) 
"India R&D can reduce ABB's time to market" 


industrial automation division, he wou- 
Id go on sales calls himself. He had then 
spent late nights in the office of Re- 
liance. He had camped for days at the 
ITC Bhadrachalam office to win an or- 
der for ABB's automation unit; its turn- | 
over had increased from Rs 35 crore to 
Rs 280 crore during his six-year tenure | 
as its head. | 
Now as the ABB India boss, he con- | 
stantly met heads of companies; Power- | 
grid, state electricity boards, NTPC... It 
was not that ABB heads did not meet 
customers, but Uppal brought a new 
level of urgency to it. He had spent sev- 


observed the environment closely. 
“Germans take their promises very seri- 
ously,” says Uppal. A promise in India 
came as rapidly as ricocheting bullets. 
Germans would ponder for a while or | 
for days, and then come back with a 
promise. “Once they make one, they | 
never break it," says Uppal. "I told every- 
body that they should take their promi- 
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ses seriously.” Customers 
have felt the change. Says K. 
Muniswamy, technical direc- 
tor of Bescom (earlier KPT- 
CL): “ABB has changed mark- 
edly. Now they monitor their 
projects so strictly that there 
is little possibility of delays.” 

Uppal also mingled freely 
with employees at all levels; 
people on the shop floor, the 
new recruits, administration, 
finance... “It was a big change 
in ABB,” says Rajan. “Queries 
used to go up through the hi- 
erarchy and the decisions 
used to come down through 
it. Top executives rarely inter- 
acted closely with those at a 
lower level.” Uppal also wan- 
ted to build a secular organi- 
sation, and hence did not like 
religious overtones to compa- 
ny celebrations. Ayudha Puja 
day, for example, is now being 
celebrated as Safety Day. 

ABB employees — not 
used to change, rapid or oth- 
erwise — now see these de- 
velopments through a magni- 
fying glass, The first 100 days 
of Uppal are given a special 
status. Those were the days, 
they say, when the company 
changed from a static, hierarchical 
company to a dynamic, 'gradeless' or- 
ganisation. The outside world may not 
take it seriously, but it means something 
to many ABB employees. Needless to 
say, not everybody was happy with 
these changes, but this did not matter to 
the top management. The company 
had been given a total remake. It stirred 
itself and got ready to run. 


Making Costs Count 


This is the story of ABB India. While ABB 
moved, its competitors did not stand 
still. The market has grown too, and it is 
a good time now for all of ABB's busi- 
nesses. The capital goods sector is on a 
boom phase. Power sector reforms, the 
world steel shortage, the Golden Qua- 
drilateral project, and new investments 
in the polyester industry (which expects 
the removal of textile quotas) all help. 
ABB, Siemens, L&T, Thermax and Hon- 
eywell are all growing quickly. ABB will 
continue to make money in the power 


and automation sectors. So will some of 
its competitors, but thatis another story. 
In September 2001, the sky looked 
bleak. ABB had been selling off busine- 
sses in the 1990s, and so remained more 
or less static for five years before Uppal 
joined. Now, when it wanted to move, 
the market stood still. Power sector re- 
forms had not started then, and there 
was excessive capacity in industries like 
cement, steel and petrochemicals. ABB 
had two businesses: power tech- 
nologies and automation technologies. 
It was tough to grow in either sector. 
ABB immediately started doing 
what many companies do in such cir- 
cumstances: cut costs. It made a big dif- 
ference to its profitability, but more 
about that later. The next measure was 
to widen its product portfolio. ABB up- 
graded its transformers from 220 kV to 
400 kV. It re-entered the high voltage DC 
market. ABB started to grow with the 
new products. When the power technol- 
ogy market grew by 6%, ABB grew 25%. 
The company then trained its eyes 
on its channel partners, increasing their 
number from 150 in 2001 to 400 now. 
ABB's channel partners had no real ac- 
cess to financing. Uppal then intro- 
duced a practice that he had learned 


P.C. Rajiv, head (HR 


"The earlier ABB did not believe 
in rewarding performance" 


from Volvo: customer financing. It was 
prevalent in the automobile sector, but 
not in the sector where ABB operated 
Uppal got some leading banks (IDBI, 
HDFC and ICICI) together and began fi 
nancing his partners for the first time in 
this industry. Now ABB regularly intro 
duces its channel partners to financiers 
Everybody gains ultimately: the banks 
get new customers to lend, the channel 
partners get access to finance, and ABB 
gets a committed partner. Says N.\ 
Chodary, head of corporate banking 
(Karnataka) at the Industrial Develop- 
ment Bank of India: "Channel partners 
would not have had access to loans 
without introduction from ABB. They 
also get money at lower interest rates." 
The automation sector, in the mid 
dle ofa slowdown, was difficult to crack. 
Here ABB did to the customer what it 
did to itself: help cut costs. It increased 
its services business by persuading 
companies to outsource the mainte 
nance of critical equipment to ABB 
These companies (in steel, cement, 
petrochemicals and other industries 
reduced their number of employees 
and, thus, costs. ABB then actively 
started promoting e-commerce; its rev 
enues through e-commerce touched 
Rs 40 crore last year. It has already 
reached Rs 20 crore this year. Exports 
started increasing, and 
Rs 219 crore at the end of 2003, com- 


stood at 


CHANGE EXERCISE 


pared to Rs 54 crore in 2000 
Market conditions were to igh i the 
period immediately after Uppal toi 


over, but ABB itself offered opportun 


ties for improvement. Now ABB h 
tightened its belt, improved efficiencit 
increased motivation, broadened the 


product portfolio, optimised the pro 
ucts-services-projects mix It is no 
harder to get returns through reorgat 
sation, but market conditions have in 
proved. And ABB is expanding its геасі 

On 3 May 


the retail electrical wiring accessori 


the company will ente 


market. The products are switches 
ulators, doorbells and so on. Some 

these products will introduce a new it 
telligence to hitherto dumb devices, b 
ABB is silent on the exact range of prod 
ucts. In Europe, ABB is known for intelli 


gent switches, air conditioning systems 


ventilation systems and so on, that op 
erate with sensors and can be controlled 
remotely. Says Uppal: "Our aim 


make ABB known to the wider publi 


The Fingym Factor 


On 19 April this year, about 35 ABB mai 
agers assembled at Hotel Le Meridien 
Bangalore. The occasion was a ratl 


unusual meeting called ‘Fingym he 


“For the first time, we paid 
attention to the cash in hand’ 
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rt for financial gymnasium. The associa- 
tion of finance with gymnastics was 
probably far-fetched; the meeting rese- 
mbled a class more than a gymnasium. 
It was the first such meeting this year. 
Fingym began a year and a half ago, and 
is held roughly once in four months. 

The participants were all managers 
of business divisions. None of them 
have had formal training in finance, but 
have to take decisions that have finan- 
cial implications. Fingym is their train- 
ing workshop. Training is widespread in 
all companies, but this new concept 
adopts rather unusual methods. 

The workshop participants have to 
study specific financial topics in ad- 
vance. How do you read and interpret 
an income statement? How do you 
analyse balance sheets? What does cash 
flow signify? What is structural analysis? 
And so on. There were 15 questions this 
time. The participants had to study 
these questions after consulting the fi- 
nancial controller of their business unit. 

Each participant has to send a ques- 
tion of his or her own in advance to 
K. Rajagopal, the chief financial officer, 
who allots these questions to be an- 
swered to other participants. The partic- 
ipants also bring the financial data of 
their business units. At the Fingym they 
make presentations, ask questions, and 
answer questions. At the end of the day, 
they take a test. Several people won 
awards on 19 April; two for the best pre- 
sentations and three for the best ques- 
tions and answers. Himanshu Gole, 
from the company’s Peenya unit, got the 
highest marks in the test. Gole, an engi- 
neer with no formal training in finance, 
certifies that the programme has im- 
proved his performance. 

Fingym is a serious game. For the 
last three years, ABB has put its finances 


under intense scrutiny. The word 'cash' | 


assumed a significance it had lacked 
until then. Costs were cut ruthlessly, 
which, in turn, translated into lower 
prices for its products. Rajagopal does 
not like the word ‘cost-cutting’. “We tell 
people to spend money smartly.” Smart 
spending will, of course, save enormous 
amounts of money. For example, ‘grade- 
less' travel rules save money. Travelling 
by train from Mumbai to Vadodara 
saved Rs 90 lakh last year. Utilising apex 
fares in airlines saved the company Rs 
2.3 crore last year. Smart spending ex- 


tends to all company activities — com- 
munication, stationery, electricity... And 
ABB frequently discovers new ways of 
smart spending. It is switching to Bharat 
Sanchar Nigam (BSNL) because it is 
cheaper; calls between BSNL customers 


are free. Efficiencies went up through | 


such measures, which also had their im- 
pact on prices and profits. 


Beyond Borders 


Uppal is not satisfied by just improving 
ABB India's performance. He wants the 
influence of the company to be felt 
throughout the organisation. He could 
achieve this through two things: exports 
and R&D. Exports make an immediate | 


impact on the bottomline. R&D in- 
creases the influence and respect. 

The recent increase in exports from 
ABB India was partly because ofa global 
strategy. Zurich wanted to build global 
centres of excellence for some product 
lines and India chipped in with two 
products. ABB's Vadodara plant is now a 
global source for 72.5 kV outdoor circuit 
breakers. Its Nashik plant is a global 
source for medium voltage outdoor cir- 
cuit breakers and magnetic actuators. 


| ABB does overseas projects too. The to- 


tal exports were at Rs 219 crore last year. 
ABB's target is Rs 400 crore next year. 
An R&D centre in India is a foregone 
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conclusion to many multinationals 
now. Compared to its competitors like 
Siemens and Honeywell, ABB was late 
in starting R&D in India. It set up a cen- 
tre in Bangalore last year to develop in- 
dustrial IT solutions. The idea had been 
brewing for a while, and Uppal quickly 
gave it finality. The Bangalore centre 
now integrates ABB's products. The 
number of employees there has been 
increasing, and now stands at 65. 

The scope for R&D in India has in- 
creased with the software content in 
ABB's products and solutions. In indus- 
trial automation, for example, software 
plays a key role in integrating and con- 
trolling processes. In the future, when 


25 


basic technologies of industries like 
steel and cement change, process co- 
ntrol technologies have to change too. 
The Indian R&D centre could then play 
a key role. Says Biplab Majumder, the 
head of ABB's automation business: 
"Impending changes in automation 
technologies would involve a lot of 
R&D." For the head of corporate re- 
search, Bazmi Husain, India brings in 
value other than lower costs. "Our work 
is rapidly scaleable, and we can cut 
down time to market too." 

Dormann did not want an ABB In- 
dia, but Uppal wants to give one to his 
successor, Fred Kindle. LI 
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. Forget the chicken and the 
egg. Do brands change first, 
_or do people change? 
Athanu thinks they both do, 
but in different directions. 


MEERA SETH 





THANU Das eyed the photo album lying | 
on the centre table. Fifteen minutes to go 
before Sammy (born Swami) emerged 
from his prayer room he calculated. They 
were to leave for a client meeting in Ban- | 
dra. The study walls were lined with books, | 
but the album with an unpretentious | 
‘photos’ engraved in gold, beckoned. 
Athanu opened it. There, veiled like a secret between cello- 


brother — black tikka on forehead, gold chain and cummer- 
bund, sitting on the mosaic floor with a hand on a Cow & Gate 
tin. Five sheets and four years later came Ramu, Sammy's sec- 
ond brother, same posture, same jewelry, his hand on a tin of 
Ostermilk. Three years later came Vani, Sammy's sister, with | 
the addition of gold bangles; she sat like those before her, hand | 
on а tin of Farex. Another three years and here was Sammy 
with a hand оп tin of Lactogen. | 
Athanu grinned for a long time. The brands changed, but | 
the consumer had not. For 11 years, the siblings had been fit-.. 
ted into identical poses, beatific expressions and eyes pop- | 
ping out as the camera flashed. The consumer had not 
changed, he thought. But then, there on the huge teak desk sat 
a silver framed picture with Sammy's surprise child, Vikrant, | 
who was born after 12 years of marriage, celebrating his first | 
birthday in the arms of Ronald McDonald. | 
. Just then Sammy breezed in chanting in low whisper, 
waved an agarbatti before his computer and breezed out. 
Athanu knew from experience, this was the last lap. He shut | 
the album and stood up. The wall behind him was dotted with | 





sayings: Saatchi & Saatchi: "If you only give people what they 
already want, someone else will give them what they never 
dreamed possible." Another by Akio Morita of Sony Corpora- 
tion said: "We don't ask consumers what they want. They 
don't know. Instead we apply our brain power to what they 
need, and will want, and make sure we're ready." Soon Sammy 
breezed in again and said: "Let's go; Duggal and Tarik are wait- 
ing in the parking lot. It's along drive to Bandra." 

Athanu's mind was in top gear. In the car, he told Duggal 
and Tarik of the quotes in the study. "But it always befuddles 
me,” he said, “what comes first, consumer or brand?” 

"It's symbiotic,” said Duggal, “and we have to exist and 
manage within that relationship.” Athanu smiled and said: 
“Phir bhi, think, do brands change or do people change?" 
Duggal was surprised: “If brands change because people 
change, then we are looking at reactive brand management." 
Athanu: Then most of what we see in the marketplace is reac- 
tive. Give me one example where a brand has changed. 
Duggal: There is Ariel's social responsive change: where the 


| husband was shown doing the washing. P&G adopted that ad 
| proposition for all south Asian markets, where men never do 


the washing. Take Fair & Lovely; its lady commentator is a 


| recognition of a modern woman's need to succeed in tradi- 


tionally male turfs. Social repositioning. 


| Athanu: Let me clarify, І am not implying that one causes 


change in the other. Lam asking which one of the two is the re- 


illustration: ANTHONY LAWRENCE 





BUSINESSWORLD 53 10 MAY 2004 





o 





ality? That people change? Or that brands change? There is a 
slight difference. No doubt brands change preferences. But 
before preference comes need. The need lies with the con- 
sumer. You. Me. I have this simple need: to be able to clean ef- 
ficiently between the buttons of my music system. So I use ear 
buds. Bud marketers have surely noticed consumers doing 
this, but then how can a bud, positioned for ears, be allowed 
for cleaning music systems? Who does it? But this is a dusty 
country, even the manual says keep music systems dust -free. 
So while I find dusty switches challenging, marketers are 
caught in a state of brand suspension. ‘IfI say to use the buds 
for cleaning dusty corners, they will stop using them for ears. 
Why lose that?' So they argue the dust proposition like this: 
‘Ah, no market there. How many people do that?’ 

Tarik: Then is it a myth that marketers meet consumer needs? 
If that's not so, then it presupposes manufacturers know what 
the consumer needs. My take is that consumers ask for what 
they need. Manufacturers give what marketers want to give! 
Athanu: That's my point. It seems brands are not born out of 
need gaps, but when a market appears promising. Brands 





don't change to adapt to needs. Consumers adapt. They use | 


ear buds. Funny thing is, there are many areas where a con- 


sumer habit has remained unchanged over the years; fromthe | 


grandmother of the 1960s to the granddaughter of 2000, both | 
use old banians for cleaning everything from fans to cooking | 


ranges. The consumer is not always changing . Manufacturers 
want consumers to follow them. But who is following the con- 
sumer? Consumer behaviour is not rational, plottable on an X 
andY axis. So, enter MR and extrapolators of qualitative be- 
haviour. And extrapolation is exactly that, assuming that a 
variable will behave like before, other things remaining con- 
stant. Truth is, other things don't remain constant! 


AMMY: But MR tracked the woman's fantasy of a 


husband experiencing the monotony of daily laundry. | 





Legend has it that the ad did very well for Ariel. Sales | 
went up. But did it bring in new users in the form of | 


men? Or, did it change the perception of washing laundry as 


being a gender thing? Ariel changed its identity through | 


positioning. Likewise, when Cadbury changed its positioning 
from ‘a gift for someone you love’ to'eat chocolates anytime; it 
changed the brand from a gift item to an edible snack. It was a 
good change. 

Did Cadbury change because people had changed? Didn't 
the brand change consumer perception? Cadbury only gave 
you more reasons for buying chocolates: gift some, keep 
some, eat some. It took the edge off the guilt trip that chocolate 
eating caused. The brand changed its personality a bit. 

Take Fair and Lovely (F&L). You are saying a woman is now 
a cricket commentator. Let's not be stupid. It still tells you, 


‘Honey, if you are dark you don’t get noticed. You are good | 
enough only when you are also light of skin. F&L has not | 


changed at all. But it has changed its target audience from the 


bride-to-be to the manager-to-be. The woman has changed, | 
see? From only a bride she has evolved into a studious, driven — 


woman, who became a manager. So F&L has not changed; 
only its target audience has changed. 

Athanu: Brands change based on marketers’ perceptions of 
need gaps. Consumers change as social structures change, 








economic needs vary. In the process both are at a tangent. A 
weariness sets in; marketers imagine it is a desire for freedom. 
Consumers are yearning to be freed from ‘some’ thing, yet 
even they don’t know what it is. But marketers talk of the spirit 
of freedom anyway, and give you cigarettes, sanitary napkins 
and cola under that spirit. Then they tell you taste the thunder, 
but instead you see the lightning flash and are reminded of 
unwashed laundry. 

Tarik: So let's look at why brands change, or rather, why 
brands prefer to tout their changes as being linked to changes 
in consumer needs. Brands are motivated to change when say, 
other brands introduce change. Example, launching price 


| variants to plug all price points. Philips' new DVD player for 
| Rs 4,000 came along with its own variant model at Rs 5,000, 


Beltek’s at Rs 4,900 and Videocon’s at Rs 5,500. 

Sammy: Mostly, it would seem that such changes are compe- 
tition driven. So scream value adds pitch and intensity, mak- 
ing it seem like a consumer-need-led-change, whereas it 
could well be attention-gaining, brand-led-pester- 
value that says, ‘Buy me, buy me, buy me’ Share of 
voice is very high among telecom operators to- 
day. Reliance India Mobile offers low price, 
free coupons, wide coverage and thus ‘Mu- 
jhme hai woh baat'. Airtel's Shahrukh 
says how much less money it takes to 
talk. Oranges ‘me and you in this beau- 
tiful world' campaign talks of just one 
thing: wide coverage. Once again, Or- 
ange' visuals, just as in the case of 
Ariel, drew a huge fan following. It. 
shook other telecom operators. Talk- 
ing of reactive brand management, 
the competition is pumping in more 
and more money into ad spots to blud- 
geon their brand into the consumer's 
mind. It's reactive management. 

Duggal: Yes, 1 agree, there is a whole bunch 
of reactive brand management. We know so 
many clients who were motivated to tweak for- 
mulation, composition, content and features with 
preambles like, ‘Now! In an all new pack!’ This rarely 
touches the consumer. I agree, marketing does seem to be 
largely about reactive warfare of one kind or another. Take the 
Cola wars. Shahrukh, Preity, Aamir, Ash — it's more like Star 
Wars! Then there are the soap suds wars with HLL and P&G 
andthe coffee bar wars between Barista and Coffee Day. 
Tarik: Face it, these are all price wars which point to a desper- 
ation to grab consumer following. Detergent prices have gone 
down, from Surf's' Dedh rupaye ka daagaur itni badi kahaani 
to Ariel's no-drama ‘ab dedh rupaye mein’. Coffee Day's prices 
forced Barista's prices lower. Laptops and scooters are talking 
prices; Lee and Excalibur are offering 60% discounts, so Shop- 
pers Stop has also offered up to a 60% discount. 

Then there are proposition wars. Duggal, you can add this 
to your list! Refrigerators, microwaves and cosmetics are all 
vying for the proposition of 'the independent woman, the 
woman in control’. You have Fair & Lovely with ‘kya saahas 
aapki khoobsurti hai ya khubsurti aapka sahas’. Then you 
have LG's busy woman and her ‘to-do’ list: 1 want to be in 
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shape — resolved by LG's microwave. Then, ‘I want to keep in 
touch with friends’ — settled by LG's CDMA mobile phone. 


Sammy: Oh, we forget the downgradation wars! IBM has ап | 


entry laptop at Rs 49,000 with basic features; more recently | 


you have the Maruti Versa at an entry price of Rs 3.35 lakh. 


с Every durables manufacturer is trying to reduce the entry | 
г price drastically. The question is: are consumers buying that? | 
_ Price competitiveness actually shaves off some features, so | 

|. the manufacturer ends up redesigning consumer need! It's | 
funny when you think ofit. A car at half the price, minus most | 





power features? They seem to have forgotten the original 
proposition that a car is a power symbol. 


Athanu: Therefore, do brands change or do consumers | 
change? Both are changing, except in their own direction! We | 


are talking of consumer need versus a delivery of those needs 
by the market. So does this mean the consumer is asking for 
low price? Maybe he is, but he is not asking for a downgraded 

















level, yes, the consumer is showing interest and de- 
sire for the category, he wants that AC, that car, 
that laptop. But the price very high. The mar- 
keter's intention is to grab those fence 
sitters. So he says: 'Ok, here, I have 
brought the price down; leven made a 
new product just for you.' But the 


lower price but the point is, it's still 
an expensive lemon! So what's the 
pointof downgrading? 
Now having raved so much, ex- 
amine why the consumer changes 
habits. With better alternatives in the 
same product category — either in 
price, perceived quality, or scientific 
breakthrough — a consumer could shift 
to a different product category to achieve 
the same results. Thus, Indian breakfast versus 


in technological changes, like upgrading to an MMS mobile or 
getting a digicam as opposed to a regular camera. 

Tarik: But even in this so-called symbiotic relationship, I see a 
disconnect. While the consumer is driven by convenience, 


economy and lifestyle, brands think of consumers in terms of | 


SEC segments. This does not necessarily benefit the con- 
sumer as much as it benefits the brand image and longevity. 
Then again, brands think in terms of available resources: ‘Can 
we add this improvement without cost plus?’ I recall Spa's case 
where consumers cribbed that the bottle cap came off with 
the seal. But a better cap and seal would increase costs and 
lower margins! So Spa is dithering. 


brand! We have ‘distorted hearing’ by marketers! At one | 


point is, this new product is not | 
what the consumer wants. Now | 
you are giving him a lemon for a | 








Kellogs cereal, regular shoes for morning walks | 
versus special fitness shoes from Reebok. Oritcouldbe | 





Sammy: Truth is, consumer transition is not tracked. Asacon- | 


sumer moves up the consumption chain, зеге is another in- 
house brand waiting to be consumed, so plugging price 
pointsis perceived as good enough. Where brands go wrong is 
:;; When consumer evolution happens in another direction, 
. "when they shift product categories altogether. For example, 


| 
| 
| 
| 
| 
| 
| 
i 
i 
i 





my wife comes from an all-stainless steel family. With time 
and advertising persuasion, she began to buy Tefal and Nirlep. 
As she got Internet savvy, her browsing added to her previous 
knowledge that aluminum and other metals were health 
hazards. She tried to find news from Indian marketers about 
the veracity of these findings; the ads were not informative. So 
one day she threw away all non-sticks and went back to steel. 
Tefal lost her, Nirlep lost her; and worse, she doesn't even read 
their ads because she is no longer in the segment for those 
kinds of utensils! 

Duggal: True! Organised brands are losing consumers to oth- 
ers, thanks to the clutter value. Recently my wife decided that 
since data was now only a phone call away, she would rather 
buy 2 kg packs. But her regular brand did not offer 2 kg packs. 
So she ended up buying another brand, and we now buy it 
regularly. But brands don't realise this shift, because it is usu- 
ally a trickle in the beginning. Kodak realised it when it gotout 
of the film roll business and into digital photography. People 
were leaving the traditional camera. Likewise, aata compas 
nies should realise that if now аага is just a phone call away, 
then women prefer very fresh aata out of this week's batch, 
which makes it even more sensible to have smaller packs!" 
Athanu: Years ago, we witnessed the historic shift from high- 
priced Surf and Ariel to the low-priced newcomer Nirma. The 
symptoms were similar. The shift was a trickle in the begin- 
ning, but most said, ' Tchah! So what do we call this shift from 
Tefal to steel, from 5 kg aata to 2 kg aata: consumer evolution 
or marketer silence? 


AMMY: Marketer distraction, Marketers are distracted. 
from improving their product delivery. The biggest dis- ` 
traction is MR, which diffuses focus by drawing atten- 
tion to quirks in behaviour which are passed off as 
‘emerging trends. Such MR has shown that consumers like 
Chocobombs, tweens worship Pokemon , that consumers are 
caught in consumerism and want to indulge their children. 
Now these may be true for miniscule segments, but to extrap- 
olate itto the whole of India is a bit too much. Marketers buy 
these insights and forget that a brand needs to keep improv- 
ing, delivering. So one insight might be that an independent 
woman likes good looking kitchenware... so they produce 
good looking kitchenware and forget about healthy kitchen- 
ware. Maybe for FMCG goods, brandingis all about triggering 
an impulse purchase through imagery. There is no such thing 
as relationship building — with the brand orthe consumer!" 
Tarik: Maybe it is because marketers don't really have control 
over the four Ps, Our client, Easy Plast, was asked for an invisi- 
ble adhesive dressing, and what they developed had an armaz- 
ingly complicated application procedure. Consumers re- 
jected it and the brand had to be killed after Rs 8 crore had 
been sunk in! Where there is a foreign tie up, product design is 
decided by parent companies overseas who are completely 
oblivious of Indian culture. How can they possibly decide ori. 
that? Andthe biggest Пор is colour cosmetics; some of these 
foreign brands offer colours that don't match Indian skin — 
tones. It is a totally top down approach; neither does the con- 
sumer get what he wants, nor does the marketer sell what he 
has! They end up putting more money in advertising and thé 
only group that profits is the media, And MNCs cry that they 
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| o are baffled by the Indian market! Product development can- 





gstuay 


notbe inherited! It has to work from the bottom up! 


o So most of the disconnect we see is among new MNC of- | 
; feri 


rings. And the onus for that lies in the way they manage their | 
India business through parent relationships. They impose | 
products on India that have succeeded in other ‘tropical’ 
countries, other ‘hispanic’ countries , other ‘developing mar- | 
kets’, other ‘third world countries. It's a simplistic extrapola- | 
tion of success in a country with a similar profile! Which is why | 
we have supposedly wise marketers clubbing India, China, | 
Brazil and Mexico as similar markets and using common mar- | 
keting strategies. Japan, Hong Kong and China are completely | 
different from India, Pakistan and Bangladesh. Just because of | 
economic growth and geography they club us together. Why | 
don't MNCs understand us, even superficially?" | 
Duggal: The biggest joke is fashion imports — I visited the | 
Nike showroom last November and they were showcasing | 
heavy woollens in a place like Mumbai! Who makes these de- 
cisions? And at the end of March, they have a sale where un- 
sold inventory is discounted by 6096. Even Wills Lifestyle Store, 
an Indian company, showcased woollens during this time. 
Whenever product design departments are out of the country, 
offerings get skewed. 
Or is it that marketers are caught іп a labyrinth of vaguer | 
and vaguer propositions? Products today sell the independent | 


woman proposition more than the cleaning proposition; allof | 
| 








its efforts are on knowing more about the independent 

woman than about cleaning. So money is spent on research- 
ing the new independent woman, not product refinement! 
Truth is, while the model has been promoted from housewife 
to CEO, the core consumer is still happily adding detergent to 


| herscourers, despite ad campaigns to the contrary:'Arre, dedh 


rupaye mein daag bhi nikal gaya aur khar khar bhi gaayab! 
Sammy: But do look at brands that changed because people 
changed. We have McDonald's and its 'Indianised' McPaneer 


| Wrap. Videocon discovered that washing machines were be- 


ing used to make lassi in Punjab. So it launched a special lassi 
maker for this segment with a basic tweaking of the washing 
machine. Then there is Nirma, which in keeping with the idea 
of low price, cut down its transport costs by transporting the 


| detergent packets in Sintex tanks at a miniscule cost. Then 


there is Pizza Hut's Tandoori Pan Pizza, Nokias 'Phone For In- 
dia’, Reeboks kurta pyjama exercise suit, the list is endless. 


| Athanu: Agreed. But look at why these brands changed. Be- 
|! cause the consumer was not changing. The consumer was not 
| making McDonald's a habit, even if he did enjoy the feel of the 
| place, because it did not give him his kind offood. McDonald's 
| had to change before the consumer found somebody else. I 
‚ would rephrase Saatchi's quotation on your wall as: ‘Ifyou give 


people what you already have, someone else will give them 
what they actually want" 


ARIK: Business growth lies in areas where the con- 
sumer is not changing. To date, housewives and 
cleaning ladies like a tad bit of froth in their floor and 
utensil cleaners, no matter if it is Clorox, Vim or 
Ajax... they will always add a fistful of Surf or Ariel. Now all it 


| takes is to ask these ladies why they do so, despite being told 
| through multi-million dollar ad spends that these are just 


laundry powders. These wise ladies will tell you this: floor 


| cleaners leave a smell that reminds you of hospitals, floor 


cleaners and scouring powders leave a film of white residue 


| that doesnot feel good under bare feet. So a dash of Ariel in the 


mix puts the smoothness back on the floor. 

Athanu: The bottom line is, who is investing in innovative 
technology? Today, most have access to the same technology, 
and hence we see more of me-toos. Once the core product ad- 
vantage disappears, plateauing begins and manufacturers 
rush to innovate and hair-split the product advantages to give 
superficial advantages. Thus you get fuzzy logic washers, foam 
free detergents, plaque removing toothpaste, no split-hairs 
shampoos, and black microwave overis. So tell me, how many 
variants of Ariel, Colgate, Surf and Sunsilk are available? Food- 
world says it chooses its range, andis not bullied by marketers, 


| yetitcarries 85 kinds of toothpastes! More of the same stuff. 


Sammy: Ho raha hai, innovation is happening. Nokia is 


| taking cellphones to the truck drivers, India's critical supply 
| chain! ICICI has something called fleet cards — debit cards for 
| truck drivers to use at petrol tanks and rest houses. Even 
| Haiers refrigerator where the freezer is at the bottom, ‘roz aap 
| kima jhukte hain...fridge ke liye bhi jRukna hai kya?’ 


Athanu: Maybe our marketers need to write this slogan: 


| ‘We don't ask consumers what they want. They don't know a 
| thing. We decide what they should want, in sync with our 
| topline growth!’ 
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The author is head (sales and market- 
ing), Giant Hypermarket. He has had 
retail experience in FoodWorld, Music 
World, Health & Glow and Metro Cash & 
Carry, where he handled marketing. 


RECALL my teens as the Bullworker 
Days. Back then, the most accept- 
able reading material was Reader's 
Digest, in which Bullworker adver- 
tisements appealed to youngsters. After 
making many requests, I got a Bullwor- 
ker, which I stretched everyday in the 
hope of sporting a superb physique. I 


Rajesh 


used or consumed. It has definite di- 
mensions and features, and delivers be- 
nefits linked to its features. In contrast, a 
brand is entirely intangible. It is im- 


| agery, a personality — things that are in 
| the mind. A product or a service can be 


built into a brand by highlighting a key 


_ feature or linking it to certain emotional 


or lifestyle perspectives. 

To give a real-life example, a boy and 
a girl are like products. When they fall in 
love, they are actually in love with the 
perceived imagery of each other. This 
imagery is linked to certain needs they 
have and the perceived fulfilment possi- 
ble. So they fall in love with a ‘brand’, 
built up by taking their needs into ac- 
count. Then, real life begins. The prod- 
uct delivery, in terms of each person's 


| behaviour in day-to-day life, determi- 
| nes whether the branding becomes 


felt powerful at being able to manage | 


this magnificent equipment. In time I 
moved on to sports, had a fling with a 
gym before settling down to fight the 
flab seated behind a desk. 

Today, when I see advertisements of 
home equipment for slimming and 
exercising on the TV shop, I am re- 
minded of my Bullworker. The eq- 
uipment today does not seem to 
have the personality of the good 
old Bullworker, although some of 
them might actually be better. 

This is the crux of the issue 
that seems to be eluding Athanu 
and his friends — the difference be- 
tween a product and a brand. Their 
entire discussion revolves around the 
word brand even as many facts are actu- 
ally relevant to a product. 

A product is tangible and can be 


stronger or weaker. An important factor 
is the way these products evolve as life 
situations change, like entering parent- 
hood, even as the basic brand remains 
thesame. Theother extreme is when the 
brand fails because product delivery 
fails. The marriage is over, regardless of 
whether they stay together or not. 

Having established the difference, 
let's move on to the question raised: do 
brands change or do people? If we are 
speaking only about products, there is 
no doubt that people change and then 
products realign with changing aspira- 
tions and expectations. But brands need 
to be sustained. 

A change in people is driven by eco- 
nomic.and social causes. Education lev- 
els, income levels or exposure levels 
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could rise independently or be linked. 
Once an upward change occurs, people 
aspire for a better life and in effect rise in 
the hierarchy of needs. Products cater- 
ing to these needs can be made avail- 
able, or existing products can be reposi- 
tioned in a contemporary setting. 

Let's look at the fairness creams that 
Athanu and his friends were comment- 
ing about. The basic product has not 
changed, neither has the consumer's 
need. What has changed is the social 
perception of expressing this need. Ear- 
lier, the need was linked to marriage, 
now it is linked to a career. This is more а 
case of communication being sensitive 
to contemporary issues rather than a 
case of brands changing. The imagery is 
still that of trustworthy support or a 
friend who will help in advancement. 
The field of advancement has changed 
from marriage to career, that's all. 

There was another good example 
discussed in the case study to denote 
how products change with needs, tho- 
ugh the brand remains the same: Ko- 
dak. The brand has always stood for 
excellent imaging or wonderful memo- 
ries. The basic brand promise remains 
unchanged, but the products and ser- 
vices have been aligned with changes in 
technology and consumer usage. 

Organised retailing challenges prod- 
ucts, whereas brands ally with retailers 
to become stronger. However, retailers 
who aim to become brands themselves 
threaten the product. This is because in 
most categories — especially FMCG — 
product differentiation is low. In such 
cases, an effective trigger such as display 
can counter weak brand appeal. Inter- 
nationally, brand owners are focussing 
on manufacturing and building brands. 
They leave the supply chain to org- 

anised retailing. These retailers 
offer width and depth of merchan- 
dise because the 'touch, feel and 
see' experience is the key diffe- 
rentiator between the products 
and brands. 
Great brands, like good mar- 
riages, keep going on and on. 
What change are some product 
features, communication platfo- 
rms and delivery mechanisms. The 
fundamental brand promise must 
sustain and survive because brands sur- 
vive on trust, and a changing stance is 
not conducive to building trust. a 
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ostudy analysis 2: Vivek Sharma 





Vivek Sharma is business director (ac- 
count management) at Ogilvy & Mather. 


O people change brands or 
do brands change people? It 
is hard to arrive at a definitive 
answer to this question. You 
can easily argue it from all perspectives. 
But clarity lies in how you define, in 
marketing terms, the three key ele- 
ments — Change, Brand and People. 

Change is the creation of new needs 
and wants amongst people. Brand is 
not just packaged goods, but also ser- 
vices, media, charities and corporate 
brands, People: How many consumers 
should change before the change is con- 
sidered real? To have an economic mar- 
ket value, a change must impact the ma- 
jority of the target segment. Now if 
change is defined as above, then brands 
cannot create all new needs and wants. 
Human needs are fundamental and ba- 
sic: those of health and hygiene, food, 
housing, finance, etc. These basic needs 
do not change, but their means of satis- 
faction keep changing over time. 

Real changes happen around socio- 
cultural, religious, political and eco- 
nomic areas. They bring about lifestyle 
and role shifts. Examples are working 
mothers, dual career households, or the 
need for economy prices. These 
changes create a fertile ground for other 
change trends. Brands need these fun- 








damental changes in people's lives to 


| take root and grow. If the change trends 
| are not present, brands cannot create a 


new need. For example, despite several 
attempts, tea bags have not really suc- 
ceeded because Indians boil their tea, 
while Europeans brew. Brands of fabric 
softeners (mostly for woollens) have 
been unable to make a mark in tropical 
India because cottons here are mostly 
starched, not softened. The mobile tele- 
phony brands took root because people 
wanted communication on the move. 
SMS became a youth fancy because the 
young are more open to the new tech- 
nology and need a quick, cheap mobile 
communication medium. The young 
were already open to technology and 
needed speed and convenience. Since 
the needs were already present, brands 
like Orange succeeded. Unless the envi- 


ronment creates a fertile ground with 


change trends, a brand alone cannot 
sow anew need. 

However, in the marketing context, 
if change is redefined as ‘catalysing, 
growing or altering an existing need’ (as 
against creating a new one), then, 
brands can make a difference. 

Media Brands: MTV and Channel V 
have catalysed many socio-cultural 
changes in the youth since liberalisation 
through the ability to laugh at them- 


selves. ‘Hinglish’ has become popular | 


and inculcated a sense of pride in Bolly- 
wood music and movies. The 'K serial’ 
brands have brought the consumption 
and grooming aspirations of a small 
town woman close to her metro coun- 
terpart. Downstream changes followed, 
as beauty parlours and gyms mush- 
roomed in small towns. KBC brought 
out the yearning for more money. In all 
these instances, the basic needs were 
present for these brands to catalyse a 
change in behaviour. 

If the brand Tehelka succeeds, it will 
alter the apathy of Indians towards their 
basic rights and catalyse a growing need 
to bea vigilant citizen. So, media brands 
can be powerful change catalysts. 
Charity Brands: Greenpeace is a strong 
brand, which has brought a big change 
in attitudes towards the environment 
and has enabled people to stand up 
against big corporations and govern- 
ments. Red Cross and Oxfam are other 
brands that have delivered economic 
and social advantages. Closer home, 
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CRY is an example of a charity brand 
that has brought about significant 
changes by spreading awareness. 
Services Brands: 'Goli ke Hamjoli' — 
the UN's branded programme to 
promote oral contraceptives among 
women — captured the increasing need 
for women's empowerment, and thus 
became a popular and powerful brand 
among women, chemists and social 
workers alike. 

Corporate Brands: Software brands like 
Infosys and Wipro have led the transfor- 
mation towards more informal office 
cultures. This was driven by young em- 
ployees' inherent need for informality 
and less hierarchy. Infosys set new 
corporate benchmarks in wealth cre- 
ation and redistribution by share issue, 
bonus and dividend distribution. It cap- 
tured the employees' need to be equal in 
the corporate world and to be rewarded 
like entrepreneurs. 

Packaged Goods Brands: Cadbury's 
Dairy Milk altered the way chocolates 
were perceived in the 1990s: from being 
a guilt-driven child product for special 
occasions to a guiltless fun brand for 
everyday consumption. This marketing 
change rode on trends towards luxury 
lifestyles and increasing affluence. 

Asian Paints catalysed the way peo- 
ple use colour in their homes. Riding on 
the changing consumer need for more 
visible social expression and the need 
for identity, Asian Paints successfully 
promoted the use of vibrant colours in 
homes. Clearly, it appears that media 
brands are the most powerful in 
catalysing changes, and packaged 
goods brands are the least powerful. 

Do conventional packaged goods 
brands have less power in leading 
changes or have they taken less initia- 
tive in doing so? Athanu and Sammy are 
right in pointing out the habitual re- 
liance of marketers on the traditional 
market research methods. These do not 
point towards real need gaps. 

The FMCG marketers need to lookat 
more novel research techniques to spot 
trends, identify real need gaps and sat- 
isfy the customer with real product in- 
novations. Nokia, Intel and Sapient 
used ethnography to spot need gaps by 
conducting behavioural studies on mo- 
bile technology users. Perhaps FMCG 
marketers aren't doing enough to lead 
changes in people. 
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WAS lying on my shrink's 

sofa, telling him how I 

felt pangs of low self- 

esteem when I read bio- 

graphies of towering global 

corporate personalities 
like Jack Welch. They have 
achieved so much and I so little. 
Mere machine manufacturing 
is all I had to show for my 
professional life, which has spanned 
over four decades. 

My life was wasted, | said, my full 
potential never realised. Tears rolled out 
of my eyes. As he passed the tissue pa- 
pers, my shrink empathised with me 
and said he would need more time to 
delve deeper into my personality to find 
the right reasons. 

After six weekly sessions, he deliver- 
ed the verdict: I could not ever, ever be 
another Jack Welch of GE, or Larry 
Ellison of Oracle for that matter. He said 
I did not love myself enough to be a real 
corporate hero: "That is why you got 
stuck at the level of a mid-size Indian 
company." He read out from his notes. 
"Seeing you through a Freudian lens, it 
seems you have a cross between an 
erotic and obsessive psychological stru- 


How | 








being 
JACK 


WELC 


missed 










the also-ran category,” I said. “1 
mean, where did I go wrong?" 

"Where you went wrong is 
that you had the choice of 

being a narcissist, but you 

chose to be predominantly ob- 
sessive instead. That is all there 
is to it," he said in a dismissive 
manner. 
"Tell me more," I said, 
demanding return on my invest- 
ment. | had paid a huge 
consulting fee. 

"To bea narcissist," he replied, “you 
have to have a grandiose, self promot- 
ing, distrusting and emotionally isolat- 
ed bent of mind. You said during the in- 
terview that you did not even have a 

media manager to promote yourself. 

That is why you are where you are." 

"You mean I should have hired 

aspokesman to tell the world how 
good I was?" 

"That is important, but it's not the 
first act. First, if you want to be a great 
leader, you have to love yourself so 
much that there is very little left to share 

with others. If you just want to be a 
good leader, you can love others. But 
to be great is a different ball game." 

"But Osho preached that love is not 
divisible!" I replied. 


NAMAS ВНОЈАМ 


cture. Accept it and move on,” he 
advised me. "Did you say erotic, 
doc?" I felt as if І had been 
caught with my pants down. 

"In your hypnotised state, 
you did mention that you often visit 
www.playboy.com. But Freud did not 
mean an erotic as an overly sexual per- 
son. An erotic is one for whom lov- 
ing is important, but being loved 
is most important." 

"Come on, doc, surely that is 
not sufficient explanation for re- 
maining stuck in company of those in 
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“That is one reason you did not 
make it big. The other attributes of nar- 
cissistic leaders are lack of empathy and 


poor listening skills, at least when they | 
are listening to anyone except them- 
“selves. You said during your sessions | 


that you are a counsellor, you are empa- | 


thetic, you listen, and that all these skills | 


- arevery important for your work. Look | 
at yourself, you can't be one thing and | 


then try to be another." 


I sighed at my own helplessness, ob- | 
_ they see themselves as larger than life.” 


serving an edge in his voice. 


“It is said that the difference be- | 
tween God and Larry Ellison is that God. | 


does not believe he is Larry. Look, let me | 
give you this straight. In one of the inter- | 
views, you mentioned that you were a | 
‘total quality’ man and that you believed | 


in teamwork, That makes you good, but 
not great. To be great, you have to charm 


the rank and file through rhetoric, and | 
not participation. You have to be para- | 


noid. You need to be self-involved. You 
have to overestimate yourself... What is 


the point of going into it anyway? You | 


are too old to reinvent yourself." He fin- 
ished with a tone of finality. 


"I am a consultant, and anything | 
you tell me about great leaders will help | 


me get along with them," I pleaded. 


“All right, if that’s your aim, here are | 
some more facts. It's not easy to impress | 


this variety. They are driven in business 
by power and glory. Unlike erotics like 
you, they don’t want to be merely loved. 


They want to be admired. They tend to | 
| be independent and aggressive, looking | 
for enemies and planning to destroy ' 
| have them listen to you. Everyone looks 

“I have seen some of that behaviour | 
in the world I move in,” acknowledged. | 

“Then you would have noticed that | 
while most people ask ‘why’, the great : 
leaders ask ‘why пог. While you play to | 
the rules of the game, they change the | 
| rules of the game. Even a perceived : 
threat can cause rage in them. In short, | 
| ing failure. That seemed to be true for 


them. Paranoia is their trademark." 


"Where does media management : 


come in all this? If someone is that 
good, then they will be noticed anyway,” 
І said innocently. 

"To be noticed is one thing, to make 
the covers of business magazines is yet 
another. That is what media manage- 
ment does for them. It makes them 
visible. They are fed when they see their 
pictures splashed across newspapers." 


"If narcissists are such great leaders, | 
how come many of them have down- | 


falls as great as their climbs?" 


"That happens when the virtues of | 


narcissists become their vices, when 


they become pathologically preoccu- | 
pied with themselves, when their ex- | 
| treme independence and self-protec- | 


tion leads to total isolation." 


"Surely there would be someone | 
who would advise them at the right | 
time, when their productive narcissism _ 
| have good news for you: obsessives like 


is turning destructive," I countered. 


It takes more than. 
guts to reach the top. 
of the global corporate 
ladder. A view from. 


. consultant must have. Therefore, what 


the shrink’s couch 


| global corporate leader, you can get by 


.. BOARDROOM BLUES. 





He shook his head and said: “It is 
mostly too late by then. It is very difficult 
to get near them. It is very difficult to 


like a pygmy in the great leaders’ eyes. 
They begin to believe that destiny has 
specially chosen them for mega-merg- 
ers. They throw caution to the winds 
and come to believe that anyone who 
blocks their plans is their enemy. Suc- 
cess breeds failure for them,” 

That was a new one: success breed- 


many cases Í had known. 

He continued: “The more successful 
they become, the more destructive they 
tend to be. They become increasingly 
isolated. That is why many end up divo- 
rcing their wives and marrying their sec- 
retaries. Their secretaries know them às 
well as any therapist would." Maybe the 
secretaries go one step further, I thoug- 
ht, They share the couch with them. 

"Does that mean they always end up 
in disaster?” I asked, trying my best to 
understand the breed. “In most cases, 
yes," he replied. “Some have the residual 
good sense to quit when the going is 
good, but most start believing that their 
past success gives them an excuse notte 
listen when contrary advice is given,” 

"But..." he continued, and I had. a 
glimmer of hope. "Enough about the 

narcissists, Let us talk about your plans. 
You said that you were a consultant. | 


you make good consultants. They like 
concentrating on constant improve- 
ment, which is what consultancy is mai- 
nly about. They set a high standard in 
communication, they resolve conflicts, 
they work for win-win situations, they 
listen, they are conscientious arid selt- 
reliant. These are the qualities a good 


you missed out by not being a great 


becoming a great consultant.” 
Then he became a bit philosophical 


; and ended by saying: “We come to this 
; earth to play our roles. Narcissists. dà 
| theirs, as do erotics. You do VOUS -AS 
an obsessive,” 


Maybe my time has finallvcome. Ж 
The author rose to be a СЕО. Then he guit 
to bea TQM consultant. But there's still 
something missing. Contact hinrat 
deekayjogs&vsni net. 





























M. Chandrasekaran 
Chairman, Impulsesoft 


I tend to read more than one book at 
atime. I have just finished re-reading 
THE LEXUS AND THE OLIVE TREE 
by Thomas Friedman. It is a few years 
old, but the author's views on globali- 
sation are compelling all the same. I 
am also going through The Simoquin 
Prophecies by Samit Basu. One of my 
children brought it home the other 
day and I was curious to read India's 
first science fiction-cum-fantasy 
book. It is proving to be enjoyable. 

I like to reread the authors І grew 
up with: Edgar Wallace, P G. Wode- 
house and George Mikes. As a family, 
we are passionate about books and 
one of my favourite pastimes is 
browsing through the small book- 
stores in Bangalore and discovering 


forgotten treasures. m 


ALERT 
Rise of the Vulcans 


by James Mann 
(Viking Press) 
RISE OF THE THIS book details the 
.VULCANS ^ rise of George Bush's 

4 foreign policy advisers, 
the self-named ‘Vul- 
cans' (an allusion to the 
Roman god of fire). 
Rice, Cheney, Rums- 
feld, Armitage, Wol- 
fowitz and Powell may not always 
agree, but they share a policy vi- 
sion that is focussed on the Pen- 
tagon and US military might. 

Mann uses careful research to 
explain the motivations behind 
some of the Bush administration's 
more incomprehensible foreign 
policy decisions. An important and 
educating read. Li] 
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D.N. MUKERJEA 


OCA-Cola is at once about 
controversy and all things 
American. There are a billion 
bottles of the sweet, fizzy 
drink that are sold around the 
world every day. And while 
millions love its taste, there are an equal 
number that hate Coca-Cola, seeing it 
as an in-your-face symbol of American 
corporate imperialism. 

The Real Thing is almost an official 
biography of such a product. It traces 
the birth of the drink to a post Civil War 
America, a time when the nation is still | 
confused about its identity and coming | 
to terms with the recent events. 
As the drink becomes popular, many | 
things change — from how it’s sold to | 
where it's sold to those who sell 
it. In this journey, you 
encounter characters 
such as Benjamin Franklin 
Thomas. He figured out 
that what was sold so far as 
asyrup concentrate mixed 
at pharmacists’ soda foun- 
tains would sell much 
more in bottles. Asa 
Candler, who bought the 
secret Coke formula from 
its inventor John Pember- 
ton in 1888, isn't sure if Coke's fu- 
ture lies in bottles. He relents finally 
though, and Thomas emerges as Coke's 
first bottler. 

While this book is full of such inter- 
esting details, what makes it truly fasci- 
nating is the insight that it gives into the | 
workings of a big transnational — the 
author had a reasonable degree of ac- 
cess to Coke's top brass — and its charis- 
matic and powerful CEOs. Most of the 
pages are devoted to Coke's story in the 
past few decades. 

Also, Coke's story is told mostly 
through the actions of its big, powerful 
managers, the guys who want everyone 
in the world to drink Coke. So although 
it is a biography, it emerges as a bio- 
graphy written within the context of 
aboardroom. 
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Praising ‘The 


You get a pretty good lookinto some 
of the more famous incidents that are 
today legendary, like the grand launch 
of New Coke and how it failed, Douglas 
Ivester's dismissal by Warren Buffet and 
Herbert Allen. These incidents are writ- 
ten as a matter of fact, without the au- 
thor standing in judgement. 

The New Coke fiasco begins inno- 
cently enough, with bottlers being 
sworn to secrecy — the staff is told 
to not even tell their wives where they 
are headed when they're called to dis- 
cuss the New Coke plans. The drink is 
launched subsequently and fails fa- 
mously, but barely tarnishes Roberto 
Goizueta's reputation. 

Hays treats Goizueta with plenty of 
deference and his story does make in- 
teresting reading. The son of a rich, 

Cuban businessman, 


THE REAL THING 


TRUTH AND lruth and Power at the 


POWER AT 


Coca-Cola Company 


THE COCA-COLA 


By Constance L. Hays, 
Published by Random 
house 


COMPANY 


ар 


he joins Coke іп Cuba 
but is forced to leave home thanks to 
Castro. His story then turns into the 
classic American fable — the immigrant 
who works hard and ends up being 
the head of one of America's iconic 
corporations, even though many of his 
American colleagues can't even pro- 
nounce his name. 

Goizueta, who remains one of Coke's 
legendary bosses (Bob Woodruff is the 
other), changed Coke in more ways 
than one. Hays writes that Goizueta was 
most concerned about what kind of 
legacy he would leave behind and how 
posterity would view him. Early on, that 
forces him to diversify the company's 
business lines. The toss up is between 
entering the pharmaceuticals business 
or the entertainment business. He 


BOOKMARK 





Real Thing’ 





EXCERPT 


VESTER stood before them in his winter coat: pale, but with the scars of 
the past year hidden, his demeanour still exuding the confidence he was 
famous for. They could have asked him any question at all and he would 
have answered with poise and self-assurance.... 
This, Buffet and Allen observed, was the chairman of the Coca-Cola 
Company, the man who had succeeded the great Roberto Goizueta, their 
hero, who had created a new Coca-Cola Company from the winking embers 


of the old one.... 


Perhaps they reflected on Ivester’s achievements for a moment, noting 
that he had solved all kinds of thorny problems, like the US bottling situa- 


tion, for Coke. Perhaps they did not. 


Moments into the meeting, it was clear that they were not there to pay 
him compliments. They never sat down, never even removed their over- 
coats. In tones frostier than the air outside, they told him that they had 


lost confidence in him. 


chooses the latter, and Coke ends | 


up buying Columbia Pictures. That 
same concern about the nature of his 


legacy also propels Goizueta to launch | 


New Coke. 

The author also paints a detailed 
picture of the organisational culture of 
Coke (the name Pepsi was not to be 
uttered; it was referred to as 'the 
competitor or 'our imitator), the inter- 
nal power struggles and camps and so 
on. But what use really is a book such as 
this, part hagiography and part news- 
paper-style story telling? Many, espe- 


natory practices that keep African- 
Americans away from positions of 
power, in Europe it had to recall its 
bottles a few years ago after Belgian 


| school children fell sick. The list is pretty 


cially Coke's critics, would argue that it | 


seeks to unnecessarily glorify a corpora- 
tion that's been pretty ruthless in the 
pursuit of profit, and really doesn't care 
about anything else. After all, Coke does 


have a tendency to plunge from one | 


controversy into another with pre- 
dictable regularity. In India it is accused 
of using water infected with pesticide, in 
the US it has been accused of discrimi- 


CONSTANCE L. 
HAYS worked as a 
reporter for The 
News & Observer 
of North Carolina 
before moving to 
The New York 
Times in 1986. 
She covers the 
food and beverage 
industry 





long. All of this conjures the impression 
of a leviathan so intent on world con- 
quest that it doesn't really care for little 
glitches — even if they affect human life 
—on the way. 

While that may be one point of view, 
it's also equally true that Coke is one of 
the world's most admired corporations 
and it sells one of the world's best 
recognised brands. More importantly, 
despite being over a century old, the 
company still continues to innovate and 
grow at an admirable pace. So for any 
student of The Big Corporation seeking 
to understand what makes it tick and 
how it functions, this book will come in 
pretty handy. 

An interesting aside in this book 
are the references to India. This will 
surely become a trend as India 
integrates further into the 
global economy, and the Indian 
market becomes even more 
lucrative. Of all the contexts 
where India is mentioned, the 
most significant one has to do 
with the famous multi-million 
dollar write off that Coke had to 
take because of its bad strat- 
egies in India. mw 
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SELECTION 


Diaspora 
dynamics 


HE civilisation of India, like the 

banyan tree, has shed its benefi- 
cent shade away from its own birth- 
place... India can live and grow by 
spreading abroad — not the political 
India, but the ideal India.” 

It is with this promising quote 
from Rabindranath Tagore that THE 
INDIAN DIASPORA — Dynamics of 
Migration begins to track the Indian 
communities in Trinidad and To- 
bago, Britain, Canada, Mauritius and 
Malaysia that have evolved as dis- 
tinct diasporic entities. Edited by 
М. Jayaram, professor at the Tata In- 
stitute of Social Sciences, Mumbai, 
this volume (Sage Publications; 
Rs 340) outlines the 
unique socio-cultural 
histories of the In- 
dian diaspora and 
their economic and 
political pressures. 

Jayaram 
selects threads 
that are funda- 
mental to an un- 
derstanding of 
the diaspora: 
family relation- 
ships, social adjustments, lan- 
guage, ethnicity culture and, of 
course, religion. It explores such 
things as the uneven inclusion of 
Indian emigrants in Mauritius, the in- 
fluence of Indian Islam on funda- 
mentalist trends in Trinidad and To- 
bago, and the dynamics of language. 

Local Hindu organisations and 
Indian government agencies tried to 
preserve Hindi as the language of 
the Indian community in the 
Caribbean Islands. Jayaram notes 
that the choice of Hindi over the al- 
ready widely-spoken Bhojpuri is the 
primary reason why these efforts 
have failed. Though Indians consti- 
tute nearly 4156 of the population of 
these islands, they use Hindi only as 
the language of religious liturgy. 

For all its insights, it is difficult 
to recommend such a book. The 
heavy hand of the academic lies on 
this trove, crushing it with research 
references and footnotes that are 
far from illuminating. For readers 
made of sterner stuff though, there 
are rewards. 






BU 
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2 Why politics surprises 


T is not long before the results of the general elec- 
tions — and the state elections in Karnataka, 
Andhra Pradesh and Orissa — will become known. 
In the meanwhile, so many opinion polls and exit 
polls have been reported in screaming headlines. 
This is hardly the time to start speculating on what gov- 


ernments the next fortnight is going to bring. But it will | 


bring surprises; surprises are part and parcel of the way 
we form convictions about elections. 


Humans, especially of the journalistic species, are | 


more strongly affected by the more recent events. Till last 
October, the conventional wisdom was that the Congress 
had reached its lowest point in the 1999 general elections, 
and that its fortunes had been improving for the better 
ever since. It had won most 
state elections. It was ruling 15 
states and was a partner in 
power in one. It had trans- 
formed itself into a party of 
good governance; Sonia 
Gandhi held conferences every 
six months where Congress 
chief ministers reported on the 
progress they had made. The 
NDA rode the unruly horse of 
Central government with more 
enthusiasm than skill, and 
came close to being unseated 
every once in a while. But the 
lure of power kept it glued to 
the stirrup. 

Then, suddenly, unexpect- 
edly, the Congress lost Ra- 
jasthan, Madhya Pradesh and 
Chhattisgarh, and public expectations changed. The BJP 
was seen as a party in resurgence; with a little help from 
the monsoons and the economic cycle, it would sweep 
the polls. The BJP certainly thought so; that is why it ad- 
vanced the general elections. That is what much of the 
press also thought; and if it had any lingering doubts, the 
lavish ‘India Shining’ advertising campaign helped it to 
make up its mind. 

These expectations should have been moderated by 


Surprises are a part of the way 
we form convictions about 
polls. Even now, it is too early to 
conclude who would win 





doubton an NDA majority; the most graphic indication of 
it was the fall in the stock market indices. NDA is good for 
business; the Congress could be very bad for it if, for in- 
stance, it brought in reservations in private employment. 
But properly read, the opinion polls were not predicting 
an NDA majority; they were predicting a close result. 

Such a conclusion also fits in well with the trends in In- 
dian politics. The 1970s were the years when opposition 
to the Congress really emerged. Indira Gandhi put all op- 
position leaders in jail. She made being in opposition 
quite unpleasant, so it became imperative for opposition 
parties to leave the opposition, They combined and 
formed the Janata government; but it did not last long. 
The Congress came to power, and held it for ten years. But 
bereft ofachance at the Centre, 
the opposition parties tried 
their hand at getting hold of the 
states, and succeeded in quite 
afew of them. 

In the 1990s, the BJP re- 
vived the opposition alliance 
and brought it to power. This 
gave small parties another fil- 
lip: they could wangle a few 
places in the NDAs mammoth 
Cabinet with the few seats they 
won in Parliament. But the 
benefits of being small and re- 
gional, both at the state and the 
Central level, are exhausted; 
electors are bound to ask 
themselves why they should 
not vote for the Congress or the 
BJP the only parties with a 50% 
chance of coming to power. So in the recent elections, the 
number of seats going to third parties has declined. 

If this trend continues, the general election should see 
a fall in the number of seats that go to parties other than 
the Congress or the BJP. That does not necessarily mean 
trouble for the NDA, for the smaller parties’ loss may be- 
come the BJP's gain. But their loss would be of greater im- 


REUTERS 


| port to the BJP, which has mastered the art of forming 


opinion polls. Any single opinion poll is extremely unreli- | 
able. One does not have to wait till the election results | 


come in to conclude this; the very fact that the results of 
the polls differ so immensely is enough to come to that 


conclusion. Most opinion polls also give a margin of error; | 


and even those that do not are prone to error. The upper 
range of most of them gave the NDA a majority; the lower 
range mostly did not. But somehow, opinion makers were 
more attracted to the upper range than the lower one. 


coalition governments with them. 

The gap between a majority and the seats the Con- 
gress needs to win, even after its new alliances, is so great 
that the impossibility of its coming to power has mes- 
merised the press, but it has inferred too hastily that this 
means the return ofthe NDA. In concentrating on the im- 
possibilities of the Congress, it has lost sight of the NDAS 
uncertainties. Vajpayee is a master welder; he will proba- 
bly cobble together another majority. But before he does 


| so, we may see some upsets, excitement and horse trad- 


Hence the consternation when exit polls began to cast | 


ing. Uttar Pradesh may teach India some lessons. mi 
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"I can take it..... the tougher it gets, the cooler I get..." 
Richard Milhous Nixon 
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The Indian Opportunity | Wien bl 


Q Your cover story (‘Unwired’, BW, 3 May) | RE, D! [ 


proves that India is one of the most How india iseme 
powerful emerging markets in the world. If ‘adenine the 
you have the calibre to sell here, you can sell 

anything from hair combs to mobiles without . 
much hassle. Technology in India is obvi- 
ously catching up, because it is becoming a 

part of everyday life. Yet, for the cellular ~ 
sector to grow even more, rural India must 
be equipped. Are Indian companies ready for this? 


ponang 
Orid 





Sunil Chauhan, via email 


WHERE 15 THE VALUE? | Butsomehow psychologically we are 
India boasts little in terms of high- | still inert. 

value manufacturing (‘Value Chained | Krishna Moorthy Kasaravalli, Bangalore 
Up’, BW, 3 May), but India does boast 
some of the best brains. We must move 
up the value chain and create more Тат a software engineer, someone 
brands. Services may grow to who has supposedly taken a job away 
contribute more to our GDP butIndias | from his US counterpart, and thus a 
share of trade and manufacturing must | bully (“Moving Beyond Labour 

grow even more. Some may think that Arbitrage, BW, 26 April). 

the BPO growth showsthatIndiahas | Being with a big Indian IT company 
come of age, but I don’t agree. Intellects | has the advantage of facing the end- 

of great potential fall for fat salaries. client (read US client) frequently. The 
They should go beyond being just i inevitable question a client is asked by 
voice providers in call centres, and people in the US is: "What is the 
develop their own ideas. | foreseeable impact to your relationship 
Gaurav Maleri, Mumbai with Indian companies in the case of 
an anti-offshoring wave in the US?" 
The answers are politically correct. Yes, 


WOES OF THE FIRST WORLD 


W Mahesh Murthys views in his 


column 'Value Chained Up' (BW, 3 | they agree that the relationship is 
May), were very progressive. He | critical for sustenance and profitability. 
showed exactly where Indian | But, they would certainly not be cruel 
corporates lag. It is the right time to | towards the unemployed. It seems that 
develop a brand built in our own | worthlessness is no longer just a Third 
image. Today, Indians are equal to | World phenomenon. 


Wal-Mart has pressured retailers to 
ship jobs outside the US. No one but 
US citizens made Wal-Mart what it is 
today. They are shopping themselves 
out jobs, so why blame us? 

Unfortunately, innovations are still 
left to the West. Investing in research 
makes most Indian companies jittery. І 
have seen many research companies 
give in and many of my own 
company’s research initiatives come to 
a whimpering halt. Somehow, we 
prefer echoing the crowd. 

Harish Aneja, Bangalore 


everyone else in this globalised world. 


——————' 
0 Write in at | 
editor@bworidmall: com | 
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changing the urban landscape of India 





The Race To Power 


As exit poll results point to a hung 
"arliament, the horse trading has 
begun. Parties are busy working 
out permutations and combina- 
tions to form the next coalition 
government. In the process some 
unlikely prime ministerial 
candidates are emerging. 
4 Mulayam Singh Yadav: Can he 
rise from kingmaker to king? 
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The New 
Urban Life 


Indian cities, bereft of state finances, 
are taking steps that will turn them into 
commercially viable units. Much like 
companies. The real toil lies ahead, but 
it is great to see these elephants 
attempt to tango. 


Policy Advocacy 
Cities need to undertake land and 
property reforms if they are to attract 
any capital at all. 


A Tale of Two Cities 
As Indian cities suffer the same old 
problems, two have become models of 
urban renewal. Are they sustainable? 


Baby Steps 
Tirupur, Vadodara, Nagpur, Nashik and 
Vijayawada take small but innovative 
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False assumptions 

about customer rela- 

tionship management | 
(CRM) have led many a 
well-meaning com- 
pany into temptation. 
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most deadly CRM 
myths, and how to 
avoid them. 
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game, what are the chances of this company in the competi- 
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28 Idea Cellular 
Arch investor C. Sivasan- 
karan is trying to get a toe- 
hold in the company. How 
his presence can change 
the plotat Idea. 


C.Sivasankaran: > 
What's his big idea? 


42 Asset Recovery with the PwC recommendations 
on NPAs, one big piece of the bad loans puzzle has fallen into 
place. Will the other pieces fit in too? 
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unknown people flood 
your mailboxes with 
junk mail? And the 
kind of effort required 
to do so? Here's the 
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And that's why you 
wont get rid of it any 
time soon. 
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standing against Ram Naik. 
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state, nuclear fuel starts losing energy. Man can 
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strategy, used admirably by Microsoft and Re- 
liance, is practical and time-tested. 
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Dig, demolish, rebuild 


VER the past couple of years, a record number 

of flyovers have come up in Delhi. Andan equal 

number are under construction at the mo- 

ment. The first phase of the Metro rail system is 

up and running, and the second phase is being 
speeded up. Meanwhile, new pipelines to ease the water 
| problems in the city are also being laid. 


Mumbai is going through a similar makeover. Between the 
Mumbai of five years ago and the Mumbai of now, there's a sea 
change. And work on making it a world-class city in terms of 
infrastructure is actually just starting, as we wrote in a recent 
cover story (‘Remaking Mumbai’, BW, 1 December 2003). 


Other Indian metropolises are undergoing similar tumult. 
Bangalore, Hyderabad, Nashik... they are all being dug up, flat- 
tened, rebuilt. 


Businessworld 


Five years ago, ifone were todoa 
survey of the major Indian cities, 
the story one would have writ- 
ten would have been of urban 
decay steadily getting worse. 
Now, the story is about half a 
dozen Indian cities that are try- 
ing to remake themselves. Sure, 
these are just initial steps, and 
more in the nature of facelifts 
rather than total makeovers, but 
| they are a start. 





| Will any of the Indian cities manage to transform itself into a 
world-class city in five, 10 or even 15 years? “Well, they have 
started taking steps to stop decaying further. And that is al- 
ways the first step. Many of the cities have ambitious plans — 
but how well they are able to execute them will be apparent 
only a few years down the line,” says assistant editor Shishir 
Prasad, who led the cover project. 


Over the past month and a half, Shishir and correspondent 
| Supriya Kurane have crisscrossed India, talking to municipal 
commissioners, private citizen groups and urban planners to 
bring you this story. 


Meanwhile, at the time of going to press, all the exit polls were 
talking of a close finish and the horse trading had already 


started. This election is proving to be more of a nail-biting fin- 
ish than even the last Indo-Pak test match series. 


dije MA 


PROSENJIT DATTA, EXECUTIVE EDITOR 








Atal Bihari Vajpayee | 





The most likely winner of this bout, 
a confident prime minister says he 
is not going anywhere yet 


SWATHE of exit polls, pre- 
senting a surprising varia- 
tion in numbers, has 
paved the way for the ludi- 
crous spectacle of prime 
ministerial wannabes fighting over the 
spoils of an election that's yet to be con- 
cluded. The last phase of the five-part 
election takes place on Monday, 10 May 
2004, and counting begins three days | 
later, on 13 May. But ambitions are sky- 
rocketing in the confusion caused by 
hit-and-miss pollsters whose record of 
wrong predictions should have warned 
political parties to exercise caution. 
Instead, during the last week, we saw 
regional satraps like Sharad Pawar, Mu- 
layam Singh Yadav and Laloo Prasad Ya- 
dav throwing their hats into the ring in 
anticipation of a hung Parliament. 
Other hopefuls like Chandra Shekhar, 
Deve Gowda and George Fernandes 
were quietly whipping up support for 
themselves in the murky backwaters of 
opportunistic politics. 
We also saw eager manipulators of 
the political chessboard like CPM lead- 
ers Harkishan Singh Surjeet and Jyoti 


ELECTIONS 2004 


Who will form the 
next government? 


As exit polls create a haze, political manoeuvrings begin 


Basu emerging from the woodwork to 
champion a Congress-led government. 

There were tremors in the BJP and 
the Congress as well. Murli Manohar 
Joshi swung into action on the succes- 
sion issue and staked his claim to the 


| prime ministership in the post-Vajpayee 


scenario. Congress’ jack-of-all-trades, 


| Jairam Ramesh piped in with an avowal 


that the Congress would have to be the 


| pivot ofanon-NDA government. 


As the positioning began, so did the 


fighting. Laloo Yadav and Mayawati ге- | 


fused to back Mulayam Singh for PM, 
and the latter hotly denied he would 


Sonia Gandhi 





DINESH KRISHNAN 


The strongest non-NDA contender 
for PM. The Left will back her. But 
what about the SP and the BSP? 


support the NDA. Amar Singh ruled out 


Sonia Gandhi as PM and dismissed | 
Laloos claim. Surjeet hemmed and | 


hawed, but Basu shrugged and said yes 
to Sonia. And Vajpayee reiterated that he 
isn't going anywhere. 


It would have been great comedy, | 


except that these are serious politicians 
and they were talking about the next 
government that will rule this nation. 
One point everyone seems to have 
missed in the flurry of activity and state- 
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ments last week was that hung Parlia- 
ment or not, the exit polls were unani- 
mous that the NDA would emerge as 
the single largest pre-poll alliance. 

It didn't need a psephologist to pre- 
dict this. The fact is that the NDA is the 
largest alliance in these elections. The 
Congress has partners in just four states 
whereas the BJP has allies in seven and 
some regional parties in the Northeast 
have declared support for the NDA. So, 
it's reasonable to expect that it will win 
the largest number of seats. 

Again, it doesn't need a psephologist 
to conclude that if the NDA looks like it's 
struggling to touch the majority mark, 
it's because of the hits the ruling alliance 


| istakingin Andhra Pradesh, Tamil Nadu 


and Maharashtra. In the first, its largest 
ally, Telegu Desam Party, is fighting a 


| strong anti-incumbency wave. In the 


second, NDA is grappling with formida- 
ble poll arithmetic. Former allies Dra- 
vida Munnetra Khazagam (DMK), 


Marumalarchi DMK (MDMK) and Pat- 
tali Makkal Katchi (PMK) have joined 
hands with the Congress, the Left par- 
ties and the IUML to corner the 





AIADMK-BJP combine. And in Maha- | played in the dissolved Lok Sabha by 


rashtra, the Congress-NCP alliance 
threatens to eat into NDA numbers. 
The silver lining is the anticipated 
impressive show by the BJP in Karnata- 
ka and in the cow belt, where its main ri- 


val, the Congress, seems to be on a slip- | 
pery slope. As the guessing game goes | 


on, three scenarios are emerging. 
Scenario One: This is the most likely. 


Whatever its numbers, the NDA will be | 


the largest post-poll alliance. So, the 
President will have to invite Vajpayee 
first to form the new government. If the 


NDA crosses the majority mark of 272, | 


there would be nothing more to say. 

On the other hand, it could fall short 
of this figure. BJP circles have pegged 
the threshold for government forma- 


tion at approximately 240 seats. In other | 


words, if the NDA falls short of this fig- 
ure, Vajpayee may not succeed in cob- 
bling together a government. But they 
feel that they can make up a shortfall of 
30 seats. At a price, of course. 

BJP is looking at four possible post- 
poll allies: the DMK, MDMK and PMK, 
the Samajwadi Party (SP), the Bahujan 
Samaj Party (BSP) and the Nationalist 
Congress Party (NCP). Their price? 

The DMK is likely to demand the 
dismissal of the Jayalalithaa govern- 
ment in Tamil Nadu. 

The BSP will expect the BJP to knock 


lending outside support to the NDA in 
return for continued survival of its gov- 
ernment in Lucknow and a periodic in- 
flux of funds into UP 

The NCP5 place in the NDA will de- 
pend а lot on the Shiv Sena and the BJP 


will have to bargain hard with its oldest | 
ally to persuade it to allow Pawar into | 


the coalition. 

Scenario Two: If the NDA falls below the 
majority mark and cannot form a gov- 
ernment, the President will start explor- 
ing other options. His search will begin 
with the Congress-led alliance, which is 
likely to be the second largest formation 
after the NDA. Will the Congress insist 
on leading it, either with Sonia as PM or 
a more acceptable person like Manmo- 
han Singh? The decision depends on its 
strength. Party circles feel that if the 
Congress gets 140 or more seats, it will 
insist on leading the government. 

Its pre-poll allies have already made 
it clear that they have no objections to 
being part of a Congress-led govern- 
ment, The Left Front has also declared 


| George Fernandes 


out the Mulayam Singh Yadav govern- 


mentin Uttar Pradesh. 

The SP's demands could range from 
making Mulayam Singh deputy prime 
minister with one of the four big portfo- 


lios—home, finance, defence or foreign | 


affairs — to inducting Amar Singh as 
minister. The SP could also decide to 
simply play the kind of role the TDP 


Harkishan Singh Surjeet 





Has thrown his weight behind the 
Congress and Sonia Gandhi. Could 
bring in some regional parties too 





Is busy drumming up support and 
positioning himself as leader of an 
NDA-backed minority government 


its support to the Congress to keep the | 


BJP out. The shortfall will have to be 
made up from parties like the BSP 
and/or SP. Of course, they will demand 
their pound of flesh, similar to the price 
they will try to extract from the BJP. 

Scenario Three: There is also the Third 
Front option, which will probably play 


| out simultaneously with the second 


scenario. The Left will play a leading role 
to try and put together a government 
made up of all the regional parties, in- 
cluding those from the NDA. The Con- 
gress will be invited to join it or support 
from outside. 


n 0 LITE 
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However, there is likely to be a 
counter-game to this, sponsored by the 
BJP and RSS. This scenario involves 
propping up George Fernandes as PM 
of a government of regional parties, 
supported by the BJP 

There are, of course, difficulties in 
putting together a Third Front govern- 
ment. The BSP and the SP are unlikely to 
be part ofthe same government. So also 
the DMK and the AIADMK. Same for 


Sharad Pawar 





the Shiv Sena and the NCP. Nor can the 
JD(U) and RJD. The other obstacle is 
whether they can agree on a consensus 


| candidate for prime minister. Given the 
| cacophony we heard this week, it seems 


almost impossible. 

However, miracles do happen. In 
1996, the regional parties, helped by the 
Left Front, produced Deve Gowda. And 
when his government fell nine months 
later, they dug out I.K. Gujral. 

The game of permutations and 
combinations will continue till May 13, 
when the results will be announced. Af- 
ter three rounds of polling, however, a 
few things are clear. One, the NDA is 
likely to be the largest alliance and, 
hence, will get the first bite of the cherry 
at government formation. Two, its abil- 
ity to form the next government will de- 
pend on how close it is to the majority 
mark. Three, the Congress has managed 
to stave off sure death by humbling itself 
and going in for strategic electoral al- 
liances across the board, even with par- 
ties it has been strongly opposed to in 
the past. Four, if the NDA doesn't touch 
the magic figure of 272, the Mulayams, 
Mayawatis, Laloos, Pawars and Karu- 
nanidhis will call the shots. ж 
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ОСН has been made of the 

decision by CalPERS, the 
world's largest pension fund, to in- 
vest in India. Though CalPERS has 
$166 billion under management, it 
has committed only around $2 bil- 
lion to emerging markets. 

CalPERS investment strategy is 
unusual. Till 2000, it chose emerg- 
ing markets based purely on finan- 
cial criteria like market depth, liquid- 
ity and transaction costs. Between 
2000 and 2002, however, it broad- 
ened those criteria to include politi- 
cal stability, transparency and even 
labour practices. 'Social factors' are 
now as important as financial fac- 
tors in CalPERS’ investment criteria. 

Following the criteria, its adviser, 
Wilshire Associates, creates a scor- 
ing system for each country and rec- 
ommends only those that score 
above 2. Earlier this month, it rec- 
ommended India and Thailand as 
special cases though both of them 
scored only 1.99. 

The inclusion of such strict crite- 
ria has actually cost CalPERS a bit. 
According to a report prepared for it 
by Wilshire, an index of emerging 
markets into which CalPERS has in- 
vested underperformed a broader 
index of emerging markets by 6.796 
in 2003 and by 3.4% in 2002. 

According to Bloomberg.com, in 
2002, the first year in which it ap- 
plied the broader criteria, CalPERS 
exited Malaysia, Thailand and In- 
donesia. That year, Indonesia and 
Thailand were among the world's 
best equity markets. Only Malaysia 
ended the year lower. 

In February 2003, Wilshire had 
advised CalPERS to enter four Asian 
countries: Thailand, Malaysia, India 
and Sri Lanka. CalPERS did not, and 
this proved costly too. Stockmarket 
returns in these four in 2003 ranged 
between 23% and 136% that year 
in dollar terms. 

So, while CalPERS may be the 
world's biggest fund manager, you 
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may not necessarily want to copy its 
investment strategy. 


SS 


OOGLE'S much-awaited IPO is 

finally happening. It will try to 
raise precisely $2.718,281,828 bil- | 
lion. That number may seem arbi- | 
trary, but it isn't. That, if you remem- | 
ber, is the value of e, one of the | 
most important numbers in mathe- | 
matics, calculated up to nine places | 
of decimal. Google's founders seem | 
bent on reassuring investors that 
they are nerdy enough to lead an in- | 


| novative tech company. | 


talk about “not being a conventional 
company", Google's founders Larry | 
Page and Sergey Brin are not averse | 
to using refreshingly Old Economy 
methods. They plan to issue differ- | 
ent classes of shares that will allow | 
them to retain their control over | 
Google. Their SEC filing takes the 
example of a raft of Old Economy | 
companies (Berkshire Hathaway, | 
Dow Jones, and the New York | 
Times), which do the same. 


45 


I 
AST month, the World Bank re- | 
ported that remittances back | 
home of workers from developing | 
countries rose by 20% during 2001- | 
2003 to over $93 billion. That's | 
more than the capital that went to | 
developing countries as foreign aid 
and infrastructure finance com- 
bined. Latin America and the 
Caribbean got the most ($30 bil- | 
lion) followed by South Asia, East | 
| 
| 


But for all the geekiness and the | 


Asia and the Pacific at $18 billion. 

The US and Saudi Arabia were the 

biggest sources of workers’ remit- — | 
tances. The World Bank says these | 
are the official statistics and unre- 

corded remittances тау be as high | 
as the official figures. And a part of | 
the rise in the official figures may be | 
due to tighter watch over informal | 
channels after 9/11. LE 
—A——— 
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PREMIER AUTOMOBILES 


The wheels 
turn again 


REMIER Automobiles, which 
P stopped making the Padmini and 
the 118NE model passenger cars 
about five years ago, is making a come- 
back in the automotive segment, this 
time as a maker of commercial vehicles. 
Sources said the company headed 
by M. Doshi, is building two vehicles, a 
van and a pick-up, on the same plat- 
form. While the van will be sold in three 
variants, there will be one model of the 
pick-up. The product will be based on a 
Mitsubishi design and will be powered 
bya60 bhp diesel engine. 
Project Galaxy, as it is known within 
the company, will be undertaken at the 
Premier plant in Chinchwad near Pune, 





where it has been making Cooper ma- 
chine tools. It has set up a 15,000 units 
per annum assembly line there. 

Sources said the vehicle will be a foot 
and a half longer than the Maruti Omni 
and will be able to seat three rows of pas- 
sengers in comfort and also accommo- 
date their luggage. They, however, did 
not reveal either the price point at which 
the vehicle will be launched or the in- 
vestment in the project. 

In the first phase, the vehicles will be 
launched in Maharashtra, Gujarat, Goa, 
Karnataka, Kerala, Tamil Nadu and An- 
dhra Pradesh. Twenty dealerships have 
been set up for the purpose. In phase 
two, to begin next year, the vehicles will 
be launched in the rest of India. Premier 
is planning a total of 50 dealerships. 

According to CMIE, Premier made a 
net profit of Rs 66 lakh on net sales of 
Rs 34 crore in 2003-04. Its EPS is Re 0.25 
and shares are ruling around Rs 9.50. W 

ABHUIT MITRA 


SANJIT KUNDU 


To grow a new market, you need new thinking. 


In emerging markets, there’s 
potential for investment 
growth in everything from 
flowers to mobile phones. 


Actis, the new investment 
management company created 
from CDC, is uniquely placed 
to help investors benefit. 


We're a leading independent 
private equity investor in 
emerging markets. 


Our people have a reputation 
for pioneering new thinking 
to stimulate private sector 
growth. 


For example, we led the 
privatisation of Punjab 
Tractors, the first deal of its 
kind in India to be backed by 
private equity. 

And in Africa, where fixed 
phone lines are unreliable, we 


saw the potential of Celtel, 
which is now Africa's leading 
mobile phone group. 


Leaps like these, however, 
don't happen by accident. 


They happen because our 
реор!е аге 1һеге оп 1һе 
ground, deeply involved with 
companies, countries and 
cultures. 


We're there working closely 
with the companies we invest 
in, providing strategic advice 
and helping them win business 


They find our presence 
reassuring. And so do our 
investors. 


To discover how we have 
generated success both for 
investors and investees, visit 
www.act.is 





The positive power of capital 





TECHNOLOGY 


RFID: Radio ga ga 


NDIAN companies that supply to 
Wal-Mart, Target and other such 
international retailers should be 
prepared to ship their products 
complete with RFID (radio frequency 
identification) tags by the end of 2005. 
Experts speaking at the i2 Planet, the 
firm’s annual event, said that Wal-Mart 
expects its suppliers to put an RFID tag 
on the carton containing the product 
and one on the pallet that bunches 
many cartons on to one forklift truck. 
Just any RFID chip won't do. It should be 
ableto transmit data while being moved 
on a conveyor belt at 600' per second. 
RFID isa nifty technology because it 
does away with the need to place a 
clumsy store clerk at the checkout 
counter who takes forever to scan your 
package. A microchip pasted on the car- 
ton beams out the product information 
to a reader and the reader puts that in- 
formation into the order tracking sys- 
tem. But all this is still at a nascent stage, 
not the least because of the high cost of 
RFID chips. According to Accenture se- 
nior manager Joseph Tobolski, a com- 


New 
journal 


OINT ventures with for- 

eign partners have per- 
meated the academia 
too. The National Council 
of Applied Economic re- 
search has teamed up 
with US-based Brookings 


Banking on 
consulting 


H 


ERE'S a business process outsourc- 
ing (BPO) firm with a difference. It 
does consulting as well. Noida- 
based exl Service.com, which is focussed on 
banking, financial services and insurance 


Upside 


© RFID would do 

з large number OT mé 
iobs and make the flow of 
information real-time 


Downsides 


€ High cost of RFID chips — Ё 
20-50 cents each (| 


© The huge volume of data 
generated needs to be sifted 
before it is stored 


@ Tags do not work reliably 
if used for liquid products 
like mineral water 


IN. NEERA TIWARI 


pany with around 4-9 manufacturing | 


facilities and around five distribution 
centres needs almost $5 million to put 
in the RFID infrastructure, Almost 40% 
of this budget is just the cost of RFID 
chips. A chip today costs 20-50 cents 


EXL SERVICE.COM 





Institution to launch an 
economic journal called 
the India Policy Forum. 
The IPF will publish acad- 
emic papers on fiscal and 
monetary policy as well as 
on trade and international 
finance. The first issue is 
due in September. a 
AVINASH CELESTINE 


(ВЕЅІ), ventured into consult- 
ing last October . Almost 12% of 
its $28 million revenue in 2003 
came from the consulting 
business. This year it expects 
consulting to bring in 20% ofits 
targeted $60-million turnover. 
Right now, it has eight clients in 
the consulting practice, two of 
which also do BPO work with it. 

Insurance is the biggest 
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and this cost depends on volumes and 
the frequency band. 

The other thing that companies 
need to watch out for is the tremendous 
amount of data that RFID infrastructure 
generates. Wal-Mart says it expects to 
generate 7.5 terabytes of data every day. 
Lucien Repellin of Hewlett-Packard, 
which is doing a large-scale RFID pilot 
to comply with Wal-Mart, says his com- 
pany is generating 1-5 terabytes daily. 
Thats like filling 1,600-5,000 CD-ROMs 
every day. The solution: ignore most of 
it. Experts agree that while all the data 
needs to be captured temporarily, only 
the significant events need to be 
recorded on a daily basis. 

One last glitch: if your package con- 
tains a liquid like, say, lubricant, then 
RFID tags do not work reliably. This is 
because liquids absorb radio frequency 
well. When P&G tested RFID technology 
on its products, Pantene V was absorb- 
ing almost all signals sent out from the 
RFID chip. There is no solution to this 
yet. At this stage, most implementations 
are happening by trial-and-error. In- 
dian firms would do well to start their 
experiments as they are going to need 
this technology in their quest to become 
a global hub for everything from soft- 
ware to auto parts. Bii 

SHISHIR PRASAD 


BPO piece it has, contributing 60% to the 
turnover, banking brings in 20% and the rest 
is specialised services and consulting. 

The company is not solely consulting on 
BPO, but has a wider canvas, explains Rohit 
Kapoor, president & CFO, exl Service.com. It 
is targeting four main areas: opportunity 
identification and analysis, process map- 
ping, process consulting and reengineering, 
| and business risk consulting. 

Already ‚ех! has 50 consultants and 3,500 
BPO agents. By end-2004, it expects to have 
100 consultants and 5,500 BPO agents. But 


why is it getting into consult- 
ing? Well, the consulting busi- 
ness gives it access to the CFO's 
office. Being a BFSI-focussed 
firm, the CFO is the key person 
who takes decisions on out- 
sourcing. Thus, the consulting 
practice feeds the BPO busi- 
ness. This is one synergy other 
BPOs could look at. е 

SHELLEY SINGH 





The natural choice to Canada 
Fly the only nonstop from Delhi to Toronto 


uc e Now it couldn't be easier to get to Canada. With 5 nonstop flights a week, you can travel to 
n Toronto i in record time—and from there, enjoy quick connections to cities across Canada and to 


major cities in the U.S. 


Оп board, we're equipped with Hindi- and Punjabi-speaking crew, a choice of | india or Western 
cuisine, and inflight Indian entertainment. And you always have the option of fl ying our award- 
winning Executive First® service, for the ultimate in creature comforts. 


AIR CANADA ¢ 


< Call your travel agent 
or contact Air Canada at 91 (11) 5152 8181 


. aircanada.com ves | ASTAR ALLIANCE MEMBER МЭ 
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banks, propping up their bottomlines. 
Over the past year though, yields 
on 10-year bonds have fallen by just 63 
basis points compared with 120 basis 
points in 2002-03. As a result, the prof- 
its earned by HDFC Bank on sales of 
investments fell to Rs 26.9 crore in 
2003-04 from Rs 130.3 crore the year 
before. In the last quarter of the year, 
the bank ran up a trading loss of Rs 8.2 
crore on its portfolio compared with a 
profit of Rs 34.5 crore a year before. 


| OR two years, falling interest | 
| rates have boosted the profits | 
| of Indian banks by sizeable | 
amounts. The latest annual | 

results, however, show that banks may | 
no longer be able to enjoy such big | 
gains with interest rates flattening out. | 
Since interest rates and prices of | 
bonds move in opposite directions, | 
the halving of interest rates since 2000 | 
| led to a huge appreciation in the value | 
| of government securities held by | 


it gave marketing approval | 
to four copies of US in- - 
-novator drugs. 


\ EU: Regulation 











SANOFI'S TAKEOVER OF AVENTIS 


Perfectly matched? 


HEN news broke on 26 April 

that French drugmaker 

Sanofi-Synthelabo would 
acquire Franco-German Aventis 
Pharmain a $64-billion deal, Indian 
employees of Aventis heaved a collec- 
tive sigh of relief. For, assuming a 
merger between the Indian arms does 
happen, integrating with Sanofi's Rs 60- 
crore operation is not as daunting a 
prospect for the Rs 652-crore Aventis 
compared with what could have been 
—a merger with the much-larger In- 
dian subsidiary of Swiss MNC Novartis. 
The latter, with 2002-03 sales of Rs 472 
crore, employs over 1,000 people and 


-integrating the two would have been far 
. more complex. Aventis had initially in- 


vited Novartis to play white knight to 
counter Sanofi's unsolicited bid. But 
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later, under pressure from the French 
government (which wants a strong 
pharma industry there) and a sweet- 
ened bid from Sanofi, Aventis yielded. 
In India, analysts tracking Aventis — 
thelisted company ofthe two — say 
Sanofi is just what the doctor ordered. 
Both operate in niche, fast-growing seg- 
ments like cardiology, but don't have 
overlapping products. Unlike those of 
many other multinational subsidiaries, 


| their portfolios dont have too many old 
; warhorse brands that have fallen off the 


| 
| 
Н 
| 
} 
Н 
| 
i 
i 
i 
1 
i 


parent's radar. Instead, they mirror the 
parent's current portfolio. Aventis has 
promising brands like long-acting in- 
sulin Lantus and heart drug Cardace, 
while Sanofi markets the clotbuster 
Plavix. Aventis’ much larger field force 


! could give Sanofi's brands the reach 


SECTOR IN 2003-04 





the bottomline 





Corporation Bank's profit on sale | their portfolios. Late last year, many 
of investments fell by 97% during the | banks opted to participate in a buy- Т has been a radical recom- 
March quarter and by 19% overthefis- | back of high yield government ѕесигі- mendation — to allow private 
cal year. In the last quarter of 2003-04, | ties by the Centre. They were betting firms access to 42 million 
UTI Banks trading profits fell 56% over | that they could deploy those gains in fixed-line subscribers of the state- 
the previous year, though they grew by lending money to retail customers at owned telecom companies Bharat 
33% over the whole fiscal year. And | high rates of interest. "Our retail port- Sanchar Nigam (BSNL) and Ma- 
profits on investments for Vijaya Bank | folio has grown by 67% this year," says hanagar Telephone Nigam (MTNL) 
fell to Rs 40 crore in the last quarter of | Cherian Verghese, chairman, Corpo- If the local loop is unbundled, in 
2003-04 compared with Rs 130 crore | ration Bank. ICICI Bank also seems to one shot private companies will be 
the previous year. ICICI Bank is опе of | have booked profits on a chunk of its able to offer services over BSNUs 
the few which saw a rise in treasury | portfolio but this has meant that the and МТМ networks. 
profits to Rs 1,314 crore from Rs 500 | interestit earns on its remaining secu- So does that worry them? Not 
crore. Analysts expect large falls in | rities has fallen sharply. Its income right now. For one, the Telecom 
treasury profits for other large banks | from investments has fallen to Regulatory Authority of India (Trai) 
including the State Bank of India. Rs 2,432 crore from Rs 2,857 crore over recommendations have allowed 

Banks had two options — either | the last financial year. only bit stream or shared access 
they could hold onto their older secu- | Besides growth in retail lending, to the network. So it is up to the 
rities which paid higher rates of inter- | some banks have also managed to service providers to make the net- 
est or they could sell and book profits | boost their income from fees and work broadband enabled. 
on those sales. The latter would have | commissions. HDFC Bank's fee in- 
boosted trading profits this year, butin | come has increased by 35% in the last 
future years, their interest earnings | financial year while UTI Bank's fee in- 
would have dropped with the fall in | соте гоѕе Бу 30% overthe year. W 








BSNL 


Wresting 


the initiative 


the share of high yield securities in | RACHNA MONGA & AVINASH CELESTINE 


since mid-March on the 
back of strong 2003 re- 

sults. An open offer from 
Sanofi to Aventis’ Indian 
shareholders is expected 


The combined strengths 
Sanofi-Synthelabo 


Rs 60 crore* 





Aventis Pharma 
Rs 652 crore 





Sales 
(2003) 


750* once the parents close 
their deal. According to 
Cardiology, Sebi guidelines, the min- 
Diabetes, Allergy znutaufier prios am T 
‹ be the average of highs 
and lows touched by 
Cardace, Lantus, Aventis shares in the pre- 
Allegra ceding six months. This 
minimum works out to 


Source: Companies 


around Rs 650. Analysts 


they need while enhancing Aventis’ wonder whether Sanofi, which has 


product range. Sanofi also has a pres- 
ence in neuropsychiatry, which was 
hitherto missing from Aventis’ stable, 
“The two will feed on each other,” says 
Sanjay Chawla, pharma analyst at 
Motilal Oswal Securities. 

A day after the announcement, the 
Aventis scrip shot up to Rs 800 before 
closing at Rs 763. It has been rallying 





been running а closely-held company 


| in India so far, would want to delist the 


merged entity. Aventis is trading 
around Rs 760 now, but Chawla says: 


| “We still think the stock is underval- 


ued.” So, from all appearances, to get 

Aventis shareholders to sell, Sanofi will 

need to jack up its offer. e 
GAURI KAMATH 
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turn out to be the dark horse. After 


all, it still dominates the two 


biggest metros іп the country. 8 
ANUP JAYARAM 


Microsoft 


Your potential. Our passion." 


Mr. 417,000 People, 
130 Business Units 

in 190 Countries, 

All Managed in 

One Active Directory 









th 30 different business units, we're 
the ultimate manageability case stu 


| Minnick 
anager, Technology Development, Siemens : 






Make a name for yourself with Windows Server System. 
Microsoft Windows Server System makes Siemens' 
infrastructure easier to manage. Here's how: using 
Windows Server 2003 with Active Directory and 
Exchange Server 2003, Siemens built a single 
directory with over 400,000 identities worldwide 
across 130 business units. This allows them to 
manage identities at both a global and local level. 
It's software that helps you do more with less. Get 
the full Siemens ѕїогу апа a hands-on management 
tool at microsoft.com/wssystem 














; Windows Server System" includes these products: =- 











Operations Infrastructure 


Application infrastructure 






Commerce Server 


Content Management Server | 


Host Integration Server 


Exchange Server 


Office SharePoint” Portal Server 









Office tive Communications Server 








MEDIA ROOM 


Т is the season for the young. HT 

Next, Hindustan Times’ attempt at 
getting young people to read news- 
papers, was launched in Delhi last 
week. The paper, priced at Rs 1.50, 
comes close on the heels of Mumbai 
tabloid Mid-Day's The Morning 
Quick, a Re 1 moming tabloid that 
gives news in quick sharp 
bytes. But 





News from The Times of 
India in Delhi has already been with- 
drawn. Hindustan Times vice-presi- 
dent (marketing) Anand Bharadwaj 
dismisses any comparisons with The 
Moming Quick or Speed News. “This 
is not the regular newspaper in short; 
the content is radically dif- 
ferent,” he says. The idea, 
backed by research, is to 
grab the young with what 
they tend to read first їп а 
newspaper: entertainment, 
sports and lifestyle news. 
He expects the paper to hit 
50,000 copies in the first 8 
two weeks. 


20 
16 


12 " 


NOTHER publishing 

company busy experi- 
menting is The Outlook 
Group. The Rajan Raheja-owned 
Hathway Investments arm is all set 
to launch Outlook Homes in a couple 
of months. Is it about design or inte- 
riors? All publisher Maheshwer | 
Peri will say is that it will contain | 
“everything about homes". This will | 
be the group's fifth major title. | 
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S Kalanithi Maran's Sun losing its 

grip on the South? After conclu- 
sively snatching the Kerala market 
from Asianet more than a year back, 
it seems to be losing channel share. 
TAM data for the last six weeks 
shows Asianet gaining on Surya, the 
Sun-owned Malayalam channel (See 
'Sunset in Kerala'). More important, 
Asianet's share of the Top 50 shows 
is a now a dominating 34. The slide 
began about 12 weeks back, reckon 
Chennai-based media buyers. But till 
six weeks back it was more a tug-of- 
war. Now Asianet is clearly back on 
top. Even in Kamataka, the data sug- 
gests that ETV is breathing down the 
neck of Sun's Udaya TV. What's up 
Mr Maran? 


ERE is a quirky one to end with. 

What do middling pharmaceuti- 
cal ingredient companies do? They 
make films. DIL (formerly known as 
Duphar Interfran) had been operating 


| in India for about 40 years. After a 


demerger two years back, it floated 
White Stripes Entertainment to make 
films. The idea, says chairman Va- 


| sant Kumar, is to invest in ‘sunrise’ 


Sunset in Kerala i 
18 Asianet $ Surya TV 


0 : 
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p 
Source: TAM 
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sectors. After looking at retail, 
healthcare and entertainment, the 
Rs 35-crore DIL settled on the last. 
Its first project will be a “crossover” 
film “not meant for Indians”, he says. 
It will be directed by an India-born 
person settled in Los Angeles. я 
VANITA KOHLI-KHANDEKAR 


Do E Pe AR эү MO HA %а сш 
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Small risk 
for big gains 





HERE is a lot of action happen- 
| ing at the Rs 165-crore UTV. First 
came the tie-up with Star to co- 
produce films and then Hungama, a 
kid's channel. Now UTV is getting into 
film distribution, both in India and 
abroad, through its offices in New York 
and London. Last week it signed on 
seven hot directors, including Tigman- 
shu Dhulia (Charas, Haasil) and Vishal 
Bharadwaj (Maqbool). The idea is to 
"become a full-fledged studio", says 
CEO Ronnie Screwvala. UTV is already a 
major producer (Sarfarosh, Chalte 
Chalte) with 5-6 films every year. 

But there is a more immediate rea- 
son for getting into the Wild West of In- 
dian film distribution, notorious for un- 
der-declaring revenues. It's to protect its 
investment in two of this year's most 
awaited films, Ashutosh 'Lagaan' Go- 
warikers Swades and Farhan ‘Dil 
Chahta Hai’ Akhtar's Lakshya. ОТУ, 
which has co-produced the Rs 30-crore 
Swades and the Rs 35-crore Lakshya, 
wants to keep a firm grip on all the rev- 
enues by distributing them. What about 
the risk? “We are covered to the extent of 
75-80% by the minimum guarantee that 
theatre owners give us. The balance is 
worth the risk,” says Screwvala. m 

VANITA KOHLI-KHANDEKAR 
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MORE LIGHT + 40% SAVINGS = DELIGHTFUL AMBIENCE 


Crompton Greaves Т5 lighting system adds a new dimension to 
energy efficient illumination. Electronic ballast, high efficacy of tube 







Mx : : ENERGY 
& precision optics save 40% electrical energy. SAVERS ) 


Т5 lighting system combines elegance with efficiency. Its lightweight 
& slim profile is ideal for false ceilings. The linear versions are 


convenient for mounting on trunkings in a continuous row [ Сєз | Crom pton 


No wonder Crompton Greaves T5 luminaires and tubes are 

r S 
becoming preferred products for lighting of offices, banks, schools, = — G $ T ihn 
software parks, hotels and modern interiors. EVERYDAY SOLUTIONS 


Luminaire Divsion : 2nd Floor, Central Building, Kanjur Marg (East), Mumbai 400 042 
Phone : 5555 8426 Website : www.cglonline.com 








V.N.DALMIA GROUP 


Spicy venture 


F late, food has been unleash- 
О ing the entreprenurial juices of 

many. V.N. Dalmia is the latest 
to succumb to the tantalising aroma of 
profits in this business. On 6 May, at the 
DT Complex in Gurgaon, he launched 
Filmi Masala, the first of a proposed 
chain of fine-dining outlets serving In- 
dian cuisine spiced up with a Bolly- 
wood theme. For the industrialist who 
has seen his business fortunes fluctuat- 
ing wildly (the family's Dalmia Cements 
was nationalised, Dalmia Biscuits sold 
off and 9/11 hit their tourism business 
hard), getting into food is a studied 
move. "There's a 40% margin, the break- 
even time is just four months and it's a 
full cash business. Also, suppliers take 
credit for one month," says Dalmia. He 
also cites a recent survey that says Delhi 
and its surrounding areas can accom- 
modate 6,000 more restaurants. 

Right now Rs 1.5 crore has been 
pumped in in the first outlet. D&A Hos- 
pitality Services, which has been set up 
to run Filmi Masala, is an 80:20 joint 
venture with Paramveer Anand (for- 
merly with the Welcomgroup). Mod- 
elled on Planet Hollywood, the restau- 
rant will have waiters dressed up in 
Bollywood themes. But the theme will 
change with regions. In Kolkata, the 
muse is Tollywood, while south Indian 
cinema will be the flavour of the South- 
ern outlets. Dalmia says he will use the 
franchisee route to expand. Е 

CHITRA NARAYANAN 


BMS is back 


HE $20.9-billion pharma firm 
Bristol Myers Squibb, which 
operated in India through a 40:60 
joint venture with Sarabhai, left in 
1996 because of the strict pricing 

control mechanism. On 20 
Feburary, it got the government 
nod to set up a 100% subsidiary. 
Jan-Willem Eleveld has been 
appointed the managing director 
for India. 

GINA S. KRISHNAN 








THE BALLOT AND 


THE BOURSES 


The stockmarket is nervous about 
the results of the general elections 
and Indian fund managers are also 
toning down their bullish outlook 
for the next one year. Excerpts from 
the Merrill Lynch Domestic Fund 
Manager Survey, April 2004 

































..Have moderated their bullishness 


Fund managers... Expect the rupee 
about corporate profits 


to appreciate further during the 
next year 
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JANUARY NE improve strongly Wil Improve slightly 


E Rupee will appreciate against the $ 
E Rupee will be stable against the $ 


9 Remain unchanged lil Deteriorate slightly 


„Think equity markets are fairly ..But are holding a lot more cash 


valued or undervalued 
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NH Fairly valued B Undervalued 





...Believe small-cap stocks will do 
better over the next 12 months 
than their large-cap counterparts 
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Ill 096 cash Il 3% cash 


JANUARY Il 6% cash Ей 9% cash 


I 15% or more cash 


Wl Large-cap will do better 
Ill Small-cap will do better 








Figures in 96 


Election scenarios and how the market is expected to react 











CENTRAL GOVERNMENT SENSEX 
Coalition with over 300 seats 7000 
Coalition with 272-300 seats на 6250-6750 
Coalition with 250-272 seats 5500-6250 
Non-Congress, non-BJP. minority Below 5000 
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SNAP OF 
A LEADER 


The Telegraph 





The Telegraph is the first non-US newspaper 
to win the prestigious SNAP Certificate. 





It comes as no surprise that the Newspaper Association of America awarded the highest level of printing 

certification to The Telegraph. Among the other newspapers to get the same honour were The New York Times and The Telegraph 
The Boston Globe. Calcutta's (and some would argue India's) finest newspaper has always led from the front. = 

Creating the benchmarks that others could follow. And living up to its reputation of being simply unputdownable. Un putdownable 
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PRIVACY 


Textual harassment 


S . Cellphone users are being besieged by unsolicited SMSes and calls 


HREE weeks ago, Sunil Mit- 
tal received a call from an 
unfamiliar number on his 
cellphone. It was a bank ex- 
ecutive trying to sell a credit 


card to the Bharti group chairman. Mit- | 
tal wasn't keen, but was curiousto know | 


where he had got his number. The reply 


. hadhim fuming: his own mobile service 


firm, AirTel, had given out his details. 
Mittal called up the bank's CEO to 


... lodge his protest. But the average cell- _ 


phone user is rarely as proactive when it 


comes to unsolicited SMSes and tele- 
marketing campaigns. As a result, ‘mo- 
bile spamming’ is growing at an uncon- 
trolled pace. With India’s mobile phone 
subscriber base increasing by 24 million 
a year, and database mining a common 
occurrence, the one-off calls from a 
bank executive or an insurance agent 
could soon turn into a deluge. Already, 



















with text SMSes, contest calls, adverts | 
for ring tones, dating ideas and filmi | 
| Telecom Regulatory Authority of India 


chakkar promotions, mobile spam- 
ming has become a menace. 


R u trd of mble spmmng? 


Anshuman, a consultant who travels of- 
ten, complains: “I am tired of the wel- 
come messages I get while roaming. It's 


two.” Worse, imagine receiving the 


hoon...’ call while on a trip abroad. Del- 
hi-based student Vartika was lucky she 
got the PM's message while in Kolkata 
and paid only Rs 8 as roaming charge. 
But you could end up shelling 4-8 times 
more if you were to receive the call while 
ona trip abroad. 

Can this be reined in? Today, India 
doesn't have a law to prevent mobile 
spamming, Unlike on the Internet, tele- 
com subscribers have no way 
of blocking promotions and 
other unsolicited calls. But 
globally, countries have 
enforced laws to pre- 
vent target-pushed 
executives from 
making tnso- 

licited calls. 
So far 

tackling 

mobile spam 
has been low 
on the priority 
list of service 
providers in India. 
For instance, prote- 
sts to the ‘Atal’ calls 
have been largely ig- 
nored, Bharti Tele-Ven- 
tures DGM (marketing) 


the problem: “Spam on cell- 


& phones can be best protected 

є through legislation. But it's not 
$ such a big problem in India. There 
are many important issues the indus- 


try is facing and should address first.” 
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Arun Sharma shrugs away | 


Even bodies like the Cellular Opera- 
tors Association of India (COAD and the 


(Trai) downplay the problem. "The 


| good thing is there is no mobile direc- 
| tory yet," says Sathyan Nair of COAL Trai 
| chairman Pradip Baijal says: "We will 
| react if someone writes to us. As of now 
| there have been no complaints.” 

irritating. I get 10 of them — not one or | 
| (October 2000), which applies to all in- 
‘Mein Atal Bihari Vajpayee bol raha | 


The Information Technology Act 


formation and data in electronic form, 


_ is silent on spamming. It holds the net- 
| work service providers liable under Sec- 
| tion 66, but puts no liability on the ad- 


vertiser. In contrast, in countries where 
mobile spamming is a big menace, the 
governments have been hyperactive. In 
the US, the10th Circuit Court of Appeals 
has upheld the government's ‘Do Not 
Call’ regulation to prevent intrusion of 
privacy and minimise telephone fraud. 
In the UK, mobile operator Vodafone 
has tied up with the Office of the Infor- 


| mation Commissioner and the Inde- 
| pendent Committee for Supervision of 





| 
| 
| 
i 


Standards of Telephone Information Se- 
rvices to curb unsolicited SMSes throu- 
gh Vspam. Under this, users forward the 
spam to a specified number. The service 
provider then blocks messages originat- 
ing from the advertiser’s number. 
There's also a government approved do- 
not-call scheme, ‘Telephone Preference 
Service’, where users can register their 
numbers to avoid being spammed. 

In Australia, an anti-spam law ena- 
cted in 2003 levies fines in excess of Aus- 
tralian $1 million on restaurants if they 
call customers with promotions. Sicap, 
a Swiss software manufacturer that de- 
velops applications for GSM operators, 


| has come up with a software solution, 


the Intelligent SMS Centre, with a 
'Refuse' feature to block unwanted SM- 


| Ses. India needs such initiatives to make 


mobile ownership spam-free. Until 
then, customers can only pray for the 
sound of silence. 

NANDINI VAISH & RACHNA MONGA 






The author is consultant 
editor of The Telegraph. 





Govinda 
is the 
only 
candidate | 
in this 
election 
whom І 
wishall _ 
good | 
luck, | 
because 

he is | 
standing 
against 
Ram Naik | 





thy ashok v. desai  . 
A 





Power to Govinda, 
the candidate 


AM that exceptional Indian: I have never 
seen Govinda in a film. I have been see- 
ing him recently in the papers; but I do 
not think I would recognise him. Still, he 
is the only candidate in this general elec- 
tion whom I wish all good luck. That is because 
he is standing against Ram Naik. I think Ram 


Naik has been a disastrous petroleum minister, 


and it is important that he should not return. 
The minister presided over the largely pub- 
licly owned oil industry. Oil and Natural Gas 
Corporation (ONGC) is India’s largest com- 
pany. It is hugely profitable because it sits on 
the rich fields of Bombay High where the cost of 
extraction is a fraction of the oil price. Until the 


1990s, the government made ONGC sell its | 


crude to government-owned refineries below 
the import price. For the refineries, it had an Oil 


Price Equalisation Fund. Wherever they were, | 


and whether they used ОМСС5 cheap oil or 
costly imported oil, this fund ensured that they 
paid the same price for all crude. The prices of 
their refined products were also controlled, and 
kerosene (supposedly the illuminant of the 
poor) and diesel oil (the fuel of the heroic farm- 


| 


ers’ irrigation pumps) were subsidised by | 


petrol, the fuel of rich capitalist scooter riders. 


The cross-subsidies came under threat | 


when the government signed the Marrakesh 


| Agreement in 1995. Under it, the domestic 


market for oil had to be opened up by 2001. Vi- | 


jay Kelkar laid out a road map when he was pe- 
troleum secretary: cross-subsidies would be re- 
placed by differential excise duties, and the Oil 
Price Equalisation Fund would be abolished. 
Other elements of Central control and pa- 
tronage were still present. Some 70 million tons 
of oil was being imported; the petroleum min- 


ister gave out the contracts to his favourites. | 


And then there were hangers-on whom he gave 
out licences to set up petrol pumps. The courts 
uncovered a terrific racket that operated in the 
reign of the last Congress petroleum minister 


— he was recently seen chauffeuring Rahul | 


Gandhi in UP. He gave pump licences out to 
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friends and relatives of Congress leaders — and 
of his personal assistant. 

After this scandal, Ram Naik, who followed 
him, set up committees of district-level wor- 
thies to hand out the pumps. Then in 2000, a 
newspaper published the list of those selected. 
Surprise, surprise! They too were friends and 
relatives of politicians. Vajpayee, who at that 
time cared for a clean image, cancelled the 
allotments and landed the government in a 
soup. The allottees went to court, and the 
Supreme Court made the government honour 
its commitments. After this fiasco, Ram Naik 
retired from the pump allotment business and 
left it to the refiners, 

The Oil Price Equalisation Fund was abol- 
ished on time. But the price controls itadminis- 
tered were replaced by orders from Ram Naik. 
The oil refineries were forced to subsidise 
kerosene from their own profits. And as inter- 
national crude prices rose, they were forced to 
hold back price increases. He could give such 
orders only as long as the oil companies were 
under government ownership. So he 
sabotaged their privatisation. 

There was one fly in the ointment: Reliance 
had set up a huge refinery in Jamnagar to pro- 
duce 33 million tons of refined products. It did 
not have to obey the minister's orders to hold 
back prices or subsidise kerosene. So an 
arrangement was made: the government re- 
fineries bought Reliance products wholesale 
and sold them retail. That arrangement, how- 
ever, is under severe strain. There have been 
disputes between Reliance and the govern- 
ment refiners over how to share the cost of the 
minister's orders. And the refiners have built 
new capacity and do not want to market 
Reliance's products. Reliance needs to build or 
have access to pumps; and once it (or Shell or 
Cairn) sets up pumps, the government's con- 
trol over pump prices will have to go. 

If Ram Naik returns, he will never relinquish 
that control. So it is best that he should not 
come back. Govinda, make sure he does not! 8 
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depth 


RADHIKA DHAWAN 





HE room is appropriately | 


called the War Room. This area 

— peppered with charts, 

graphs, and tower numbers — 

is where the project manage- 

ment team of Tata Teleservices 

(TTSL) is orchestrating a 17-circle wire- 

less roll-out. A chart marked with the 11 

new circles is called Sunshine and an- 

other — marking the current six circles, 

where capacity is being augmented — is 

called Moonwalk. Progress is tracked 
almost hourly. 

When the Tatas applied for fresh li- 

cences in 11 circles after unified licens- 

ing was allowed, the status of the project 


management office rose to being that of 


a cross-functional, whip-cracking body. 
Ajay Pandey, a long-time Tata hand, was 
brought in to head the office as presi- 
dent. The task: to increase the 45-town 
presence in six circles to a 700-town 
footprint across 17 circles by December 
2004. The network capacity has to go up 
from a million lines now to 15 million 
lines by March 2005. 

It's a mammoth task. In one year, 
TTSL has to stabilise a cross-country 
network, tie up retail channels, and train 
young executives to man call centres. 
Little wonder that Bombay House is 
closely monitoring the Rs 5,995 crore 
deployed for the company. Sources in- 
dicate that Firdose Vandrevala, chair- 
man of TTSL and CEO of Tata Power (a 


significant investor in TTSL), is ensuring 


Can late entrant Tata Teleservices 
pull it off in the wireless game? 





the company stays focussed on getting 
cash-positive as early as possible. 


Better Late Than Never? 


The taskis even more immense because 
the Tatas are entering the wireless game 
a year late. Unlike Reliance Infocomm, 
the Tatas waited for clarity on policy be- 
fore going ahead with roll-outs and ty- 


ing up handset deals. As a result, though | 


both Idea Cellular (on GSM, or global 
system for mobile communications) 
and TTSL (on CDMA, or code division 
multiple access) entered Delhi within 
months ofeach other, Idea has garnered 
more than 5 lakh subscribers in the city 
while TTSL has signed up only 1.5 lakh. 
As the sixth entrant in the wireless 
space, TTSL is still rolling out networks 
when most pan-Indian operators are 
busy drilling deeper into their circles af- 
ter having put up the basic network. 
TTSL is still laying out the infrastructure 
in key markets like Kolkata, Punjab and 
Kerala. So instead of making good on 
the hyper-growth the telecom market is 
witnessing now, TTSL is lagging behind 
others with just a 296 share (in February 
2004) of the country's wireless market. 
Experience shows that the going is 
difficult for late entrants in wireless. 
Even fourth operators have been par- 
tially successful in their roll-outs, as was 
the case with Bharti in the West. Some of 
this has to do with the difficulties of set- 
ting up a network in the 1,800 MHz fre- 
quency as compared to the earlier 900 
MHz. The only reason this hasn't dented 
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Bharti significantly is because of the 
company’s large scale, which allows it to 
absorb these problems for a while. 
Worldwide too, most late entrants 
have struggled for marketshare. A re- 
cent example is Richard Branson's Vir- 
gin Mobile, which launched in Singa- 
pore in 2002 as a fourth operator. Virgin 
was a low-cost set-up with call centres 
and retail outlets, but no network. It 
bought minutes from other operators 
and sold them repackaged. It garnered 
only 30,000 subscribers against market 
leader SingTel's 1.5 million and had to 
shut shop in less than a year. Says Soren 
Petersen, senior vice-president and 
general manager (CDMA) at Nokia: "No 
matter how big the market is, generally 
it is not able to accommodate more 


S.R. Ramakrishnan, MD: Believes that 
excessive customisation will help 

















HEMANT MISHRA 


In fine balance 


Why it may work 


The advantage of a late entry is that 
network costs are now at their lowest 


Why it may not work 





The market still has a lot of steam left 
in it — penetration is still low 








than three players.” So the question is 
whether TTSL will be among this hand- 
ful of survivors in India. 

The strongest point іп TTSLs favour 
is that the Indian market has a lot of 
steam left in it. When Virgin Mobile en- 
tered Singapore, 73% of the island's resi- 
dents were already signed up. Says 
Pandey: “Teledensity in this market is 
still very low. So the late entry argument 
has to be made in a different context.” 
Adds S. Ramakrishnan, managing di- 
rector, TTSL: “We are gearing ourselves 
to get a substantial share of the incre- 
mental growth and focus on churn. If 
you ask me whether I'm going to be 
number one or two in the next year, [I've 
to tell you] it's going to take longer." 












SANJIT KUNDU 








In a rare advantage as a late entrant, 
TTSLhas managed to procure its equip- 
ment at very low prices. Its network 


costs are probably among the lowest in. | 


the country — the company claims it's 
lower than Reliance's. Some estimates 
put it at $100 a subscriber, inclusive of 
capital expenditure. Interestingly, a per- 
son who helped the Tatas to keep the 
costs low was C. Sivasankaran of the 
Sterling group. A source indicates that 
Ratan Tata was impressed with the way 
Sivasankaran had put together Dish- 


net's network (which VSNL bought in | 


March) and his understanding of the 
technology. He also helped the Tatas 
with the roll-out in Tamil Nadu. 

But this battle can't be fought on 
costs alone — it will ultimately be one of 
marketshare. Admits Ramakrishnan: "A 
[network] capacity of 15 million is a lot 
and we need to fill it up." Given the mar- 
ket clutter, what it needs to do is to cre- 
ate an appropriate differentiator in the 
consumer's mind. Reliance was also a 
late entrant, but it shook the market on 


macom 


Amit Bose, president: 
Broadband wireless is 
the way to go 
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TATAs’ CDMA PLAY 


the price plank. Its initial success flowed 
from the perception it created about its 
service being cheaper than that of the 
existing GSM operators. 


Rising Above The Clutter 


TTSL is tight-lipped about the differen- 
tiators it will adopt, but there are some 
pointers. Segmentation is a key part of 
the strategy. Says Amit Bose, president 
(telecom): “We have invested a signifi- 
cant amount in customer insights. For 
the youth and small businesses, we will 
provide broadband wireless applica- 
tions along with telephony.” The com- 
pany has conducted about 100 focus 
group meetings to try and slot con- 
sumers into segments and create appli- 
cations for them. Says Ramakrishnan: 
“Everybody is trying to be a provider for 
everybody. That gives us an opportunity 
to differentiate and capture the churn.” 
The model is close to that of Japan- 
ese and Korean operators like NTT Do- 
CoMo and SKT Telecom that pushed 
wireless broadband heavily, especially 
| among the youth. TTSL is betting thata 
quarter of its revenues will come from 
data in the next four years, Reliance has 
been following this strategy and claims a 
billion hits on Reliance World, its wire- 
less portal where the content is free. 
| Technology could also help differen- 
| tiate. TTSL has bought Qualcomm's 
| Push-to-Talk voice messaging technol- 
| ogy, which allows one to use the mobile 
phone like a walkie-talkie. The com- 
pany plans to buy these different hand- 
sets in bulk from Kyocera. It will be posi- 
tioned as an alternative to text 
messaging for consumers who may not 
be comfortable messaging in English. 
Nextel uses it for corporate customers in 
the US, and Verizon and Sprint use it for 
the mass market. TTSL plans to take the 
latter route with the technology. An- 
other target segment could be the PCOs 
and fixed wireless subscribers. 
| With a consumer base of 632,966, 
TTSL is already the largest provider of 
fixed wireless in the country. Here too 
| Reliance is snapping at its heels with 
| 503,192 subscribers. 
In the end, the myriad ideas will 





| work only when they deliver a signifi- 
| cantchunkofthe wireless market. — Wi 








With inputs from T. Surendar and 
Anup Jayaram 


SANJIT KUNDU 


Ideas, anyone? 


ANUP JAYARAM 


T’S an idea whose time has finally 
come. US-based Cingular's $41- 
billion buy-out of AT&T Wireless 
has brought to head the first wave 
consolidation in India’s cellular 
telephony market. On the block is 
AT&T's 3396 stake in Idea Cellular, India's 
fourth largest GSM (global system for 
mobile communications, a technology 
platform) telephony operator. 

It is by far the largest mobile offering 
up for grabs in India. With 3.71 million 
subscribers (including those of Escotel, 
a company it bought in January 2004), 
Idea commands a respectable 14.396 of 
the GSM market in India. Its footprint 
spans eight telecom circles (including 
four 'Category A circles and the large 
metro market of Delhi) and it has the li- 
cence to operate in four more. The other 
two investors in the company are 
among the largest business houses in 
the country — the Tatas and the Birlas. 

So it's not surprising that there are 
many eligible suitors who have evinced 
interest. Leading the list is C. Sivasan- 





karan, the CEO of the Sterling group. 
Others in the fray are Sunil Mittal's 
Bharti Tele-Ventures, Telekom Malaysia, 
Singapore's Temasek Holdings and Sin- 
gapore Technologies Telemedia (STT). 


Will The Most Eligible Rise, Please? 
The leader of the pack is Sivasankaran. 
That's because he has already forged 
close links with the Tatas. He has been 
involved in both the big-ticket deals that 
the Tatas have inked in the past year — 
first, he sold Dishnet DSL to the Tatas' 
Videsh Sanchar Nigam, and then 
bought a stake in the food retail 
chain Barista, where the Tatas hold a 
34.39% stake. That apart, over the 
past few months, Sivasankaran has 
been advising the Tatas on Tata 
Teleservices’ (TTSL) CDMA (code 
division multiple access, another 
technology platform) venture. 


Vikram Mehmi, CEO, idea 
Cellular (top): Has to work with 


the winning idea 
C. Sivasankaran, CEO, Sterling 
group (right): The current 


front-runner in the race 
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There are many 
suitors for the 
largest piece 
of the Indian 
GSM market 
ever to be put 
on the block. 
Who will 

pick it up? 


Insiders say that he has lately been at- 
tending the key internal meetings of 
TTSL at Bombay House. 

Sivasankaran's own mobile opera- 
tion under the Aircel brand has close to 
a million subscribers in the Tamil Nadu 
and Chennai circles — that is, about 
3.996 of the country's GSM subscriber 
base. Does that mean Sivasankaran is 
investing in the future of Idea, along 
with the Tatas and the Birlas? 



















ii © diately get a footing in Tamil Nadu and | 
prs Chennai, the only circles in the South it | 
lacked apart from Karnataka. Ideas val- 






` maverick deal maker. 


+, downwards to $130 million, and that too 
— 5; Cepts it, we are all set to do the deal," is 
alle is prepared to say at the moment. 


‘stead of buying out a partner, 


to another bidder. In that case, 
-Sivasankaran can consolidate his hold- 


. can skew the pricing Strategy of the 








Knowing the track record of 
ace investor Sivasankaran, one 
can say that this will just be an in- 
vestment and not a joint venture 
with an eye on the longer term. 
Thats because he has been 
known to pull out of ventures 
soon after their valuation has im- 
proved. Also, he is the only player 
to have struck it big in every tele- 
com deal he has done over the last 
decade. That includes the sell-off 
of Sterling Cellular to Essarand _ th 
Hutchison. This could wellbejust | — 
another episode in the diary of the 


Sivasankaran had initially of- 
fered $195 million for the AT&T 
stake, but has since revised his bid 


fora 32% stake. He doesn't explain why | 
he has changed the offer. “If AT&T ac- | 


Insiders in Idea point out that in- 


Sivasankaran could emerge as the 
fourth partner, and the deal could be 
more on the lines of a merger. It's possi- 
ble that the stake of all the partners 
would be diluted in the new entity, 
based on the worth of Aircel to Idea. The 
diluted stake of AT&T could then be sold 


ing on the back of Idea's existing net- 
workstrength. Idea, for itself, will imime- | 


uation is likely to increase and 
Sivasankaran will get a chance to exit | 
when the AT&T stake is sold off. 

The other advantages that could ac- 
crue to Idea are the managerial and bar- 
gaining skills of Sivasankaran. A known 
price warrior, he recently helped the 
Tatas get equipment at rock-bottom 
prices from international vendors. That 


competitors in each of Idea's circles. 
This can add immediate value to Idea's 
bottomline, giving Sivasankaran an- 
other reason to strike out on his own. 
ButSivasankaran's biggest challenge | 


could come from old friend and formi- | 
dable business rival Sunil Mittal. Bharti | 
Tele-Ventures has been open to expand- 
ing its base, as Mittal keeps reiterating. | 









Telekom. Malaysia, Temasek or SIT 
. Picks up the AT&T : 
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I's Bharti group picks up 
ke [C 








Stake 


Its latest acquisition was of Shyam Tele- 
com's Hexacom in Rajasthan. For 
Bharti, if it acquires Idea, the joint oper- 
ations in none of the circles will exceed 
67% of the subscriber base, the limit 
prescribed by the Telecom Regulatory 
Authority of India for intra-circle acqui- 
sitions. That would make things easier. 
The advantage for Bharti is that with 
this one move, it can effectively neuter a 
serious competitor. In the process, itcan 
emerge as the single largest mobile 
player across platforms by a large mar- 
gin. In one shot, it will have over 10 mil- 
lion mobile subscribers. More impor- 
tantly, it will be able to operate in the 900 
MHz spectrum in Maharashtra, Gu- 
jarat, Kerala, Haryana and Madhya 
Pradesh. That will mean lower infra- 







|. No immediate char new Топ As 
partner drives business in thelongerrin |— 


Structure costs and a 296 reduction in | 


the revenue share it has to pay the gov- | 


ernment for these circles. 
But Bharti, like always, will be look- 


ing at having a controlling interest in the | 


operations. That can happen only if it 
convinces another partner to sell its 
stake. Will the Tatas part with their stake 
in the venture? That's yet to be seen. In- 


| dustry analysts argue that the Tatas 


would not like Bharti to have a say in 
Idea. They may even oppose the Bharti 


j 








voard. Aircel Tamil — 











ge. The new fon 





ter all, they have the money power. Im- 


portantly, the foreign partner willlookat г. 2 
Idea as an entry into the booming in- —— 


dian telecom market. 


The presence of companies from = 


South-east Asia is not surprising. 
SingTel, the largest mobile telephony 
company in the region, already has. à 


28.5% stake in Bharti Tele-Ventures, — 


which posted profits of Rs 589 crore in 
2003-04. It follows that other South-east 


| Asian companies would also evince in- 


terest fora slice of this growing market. 
Interestingly, among the bidders is 
Temasek Holdings, a company that 
holds over 60% in SingTel. Of the other 
two players, Telekom Malaysia is a state- 
owned company and STT isa subsidiary 
of the multinational Singapore Tech- 
nologies group, which has interests in 
engineering, technology, infrastructure, 


; and financial services. 


bid to acquire the AT&T stake itself. | 
However, independent consultants | 
point out that the Tatas and the Birlas | 


could themselves exit the venture after 
the proposed IPO later this year. 


| The Challenge From Overseas 


The big question is whether the foreign 
companies in the fray will seal the deal 
ahead of their Indian counterparts. Af- 
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The foreign companies will look for 
the government's go-ahead in raising 
the limit on foreign equity in telecom to 
74%. The proposal has been placed be- 
fore the Union Cabinet in the past. But 
with a new government about to take 
charge at the Centre, the file would have 
to be opened again. Once the govern- 
ment raises the cap, at least one of the 
two Indian partners can be expected to 
pull out of Idea. 

For now, it's for the Idea board то de- 
cide which suitor to embrace. Consider- 


ing the closeness that Sivasankaran has E. D 


formed with the Tatas in recent times; 
he could end up as the winner. And that 
will simply change the dynamics for 
Idea. Or are there any more ideas float- 
ing around? Е 


















story 


Indian cities are 
going for a facelift. 
What they need 

is a complete 
makeover. 


HE Hebbal Road flyover, built at Rs 25 crore, is what 
you would get if a 5.25-km-long paper clip were to 
get into a scuffle with an equally long safety pin. 
Philip K. Dick would have approved of its loopy fu- 
turistic design, and Bangloreans are justifiably 
proud of it. But it is far more difficult for them to 
sense the importance of another bend in the train 
of events. Last year their municipal corporation — the first in 
the country — adopted an invention that the rest of mankind 
had started using 500 years ago, double entry bookkeeping. 
This will allow Bangalore to have better control over the landit 
owns, cue new ways of generating revenue and help control 
costs. The resident as consumer will benefit because he will 
have a better city to move around in. The resident as taxpayer 


27.8% of India’s people 
live in urban areas; in 
the next 15 years, 41% of 
India will be urban 


In 1995 two of the world's 
megacities were in India 
(Mumbai and Kolkata); by 
2025, four more will be 
added to that list 
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will benefit because his money will be spent on profitable pro- 
jects and he will know where his money has gone. "Thanks to 
this initiative, the city government has been able to sign an 
MOU with the state government under which the state will re- 
lease funds based on certain reform processes," says Nandan 
Nilekani, chairman, Bangalore Action Task Force. This was 
possible only when the city had a balance sheet that the state 
government could monitor. Would you lend money to an en- 
tity without any guarantor and without a financial statement? 
Exactly. Bangalore is now an adult with its own passbook. 
Travel 570 km north-east from Bangalore to Hyderabad. 
You can be forgiven for thinking that people here drive vac- 
uum cleaners instead of cars to work. Clean roads, newly built 
parks, zoning laws and redevelopment of land. All financed 
through new revenue sources. The city made Rs 50 crore last 
year through smart town planning. Normally one would think 
of it as an expenditure. Hyderabad has spent Rs 100 crore on 
developing parks, building roads and installing new lighting 
systems. "I don't know about the IT and Microsoft, but hope- 
fully more tourists will come to Hyderabad," says K. Rajiv 
Babu, deputy executive engineer, Hyderabad Municipal Cor- 
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poration. Now move north-west to Delhi. 

After building flyovers, Delhi is busy building its show- 
piece — the Metro rail system. At a cost of Rs 10,000 crore, the 
rail system will link 68.3 km of areas in north, east and parts of 
central Delhi. The benefits are quite obvious. Less vehicles on 
the road. Hence, less accidents. А 40% increase in average traf- 
fic speeds to about 15 km an hour in the areas that the metro 
serves. Projections say the Metro will cut Delhi's fuel bill by 
Rs 500 crore and will lead to a 5096 decrease in pollution levels. 

Ifyou think this is plain vanilla maintenance work, you are 
right. So what's great about it? Haven't all governments been 
doing this sort of thing all this while? They should have, but 
they haven't. One progressive commissioner may have shown 
agood income and expense statement, or beautified a park, or 
got a sanction for a major road project. But by and large city 
administrations never had the money to run even the basic 
services properly. It is for the first time that city administra- 
tions are realising that it's the cities, not the states, that will 
compete against each other for investment, and are develop- 
ing city plans that are financially viable. All this spring clean- 
ing, be it making a balance sheet to reflect financial strength, 
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DINESH KRISHNAN 


OPENING ESSAY 


Delhi Metro's evening song: Better late than never 


or keeping a city clean to attract tourists, or building a metro 
and flyovers fora better commute, is preparation for the city as 
an independent unit. “Either the state government pays or the 
user pays. The state governments have paid for a long time 
and can't pick up the tab anymore. All these various initiatives 
are the beginnings of fiscally responsible and self-sufficient 
city governments,” says Sameer Vyas, managing director, Nev 
Tirupur Area Development Corporation 

But city governments would be mistaken to believe the 
have done enough. Consider urban India today. In another 
years almost 41% of India's population will be urbanised. The 
population of the biggest cities in India will increase 4795 in 
the next 10 years. So Hyderabad will need to invest more thar 
Rs 350 crore for building flyovers, roads and garbage colle 
tion infrastructure. Delhi needs Rs 4,000 crore over the next 
three years for transport infrastructure alone. Bangalore is 
putting up $278 million just for its new airport. Mumbai is said 
to need Rs 200,000 crore to become truly world class. The ini 
tiatives taken until now are grossly insufficient if the final re 
quirement is taken into consideration. But once the cities take 
care ofthe basics, they will be ready to move to the next stage 

The challenge then will consist of three things. An inde 
pendent city leadership, a continuous redevelopment plan 
and an economic alliance plan that includes smaller cities in 
the vicinity to decongest the megacity. 

Begin with the independent leadership. It happens even 
where. Consider Tokyo. The chief executive of Tokyo, Shintart 
Isihara, has a mandate that rivals Japanese prime minister Ju 
nichiro Koizumi when it comes to issues regarding Tokyo. Isi 


The India Infrastructure 
Report 1996 estimated the 
total annual investment 
needs of urban areas for 
the next 10 years to be 


Rs 2,500 billion 


The available resources 
for that period will have 
been Rs 240 billion 
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The megacity guide to liveability 





€ Population Density (people per sq. km) 


Ahmedabad Bangalore Chennai Delhi 








e Poverty incidence (96 of population below poverty line)* 





Environment 
è Pollution, highest in 10 years 





-supspended particles (permissible levels: 200mg/m?) 





-sulphur dioxide (80 mg/m?) 





€ Per capita availability of potable water (Iped)# 





ө Per capita solid waste generated (kg per day) 








e Ambient noise levels (permissible levels: 45-55 decibels) 





Social 
е Housing shortage (Nos.) 





е % of children not continuing after Std. V 





Li Public safety (rate of violent crime, 96) 





Extent of slums (96 of population living in slums) 





General 
e % of households having electricity 





96 of households having access to drinking water 





e% of households having access to toilets 





€ % of houses having access to a sewage drainage system 





*Crisil #Litres for capita per day 
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hara believes that the economic order at the national level is 
socialist. He wants Tokyo to have more control over the money 
due to it. Seoul mayor Lee Myung has built roads and bridges, 
and installed power projects. He demolished a six-km-long 
highway that ran through the heart of the old city to develop a 
green belt. Current president of Taiwan, Chen Shui-bian, used 
his executive powers to improve traffic by introducing bus 
lanes when he was mayor of the capital city, Taipei, in 1994. 

There is little reason why Indian cities cannot adopt the 
same approach. But for that they need financial strength. 
Cities need close to Rs 2,500 billion in the next 10 years to ramp 
up their water supply, sanitation and the like. Most municipal 
bodies are cash strapped and the Centre isn't earmarking 
enough for urban development — about Rs 120 billion for a 
five-year period. That's a huge resource gap. Most of the new 
resources will come through user charges and a revamp in 
property tax. This is because octroi will not bea great source of 
revenue in the service-oriented economy of the modern city. 
Bangalore, Ahmedabad, Nashik, Ludhiana and Madurai have 
issued municipal bonds. Hyderabad has increased property 
tax collection 200% over the last five years. The Bangalore mu- 
nicipality plans to levy an infrastructure cess anda solid waste 
management cess. 

There will be resistance to this. The way to overcome it is to 
be transparent and show improvement in city services. Chitra 
Ramachandran, municipal commissioner, Hyderabad, says 
that since the city improved, more citizens are willing to pay 





property tax. Cities will also need a continuous redevelop- 
ment plan. "Building of new cities, like it is happening in Asia, 
is the product of the current environment. You can't create a 
new city all the time. You need to restructure defunct inner 
cities as cities expand. If you can show increased economic 
value to residents then the money will often do the talking," 
says Shyam Khandekar, an urban planner and urban land- 
scape architect based in Benthuizen, in the Netherlands. 
Khandekar is the master planner for the prestigious 
Paleiskwartier redevelopment project that is being showcased 
at Cannes this year. 

DLF Enclave in Gurgaon is an example of what redevelop- 
ment can do. So are Mumbai's Phoenix and Kamala Mills, 
even though they are private. And Mindspace, a business hub 
in Malad. Where once a landfill stood, stand today towers that 
house the likes of EDS, JP Morgan, Deutsche Bank, E-serve 
and ICICI Onesource. The government will have to take a leaf 
out of the private developer's book and create a development 
plan for those areas of large cities that have gone to seed. "As 
former outlying areas become inner cities you need to keep 
the redevelopment going. But cities cannot expand forever, so 
the state of smaller cities must be improved to becoming alter- 
natives and partners to bigger cities," says Khandekar. 

Smart cities will have to do what China has done with the 
Pearl River and Yangtze River deltas, Singapore has done with 
Sijori, and South Korea has done with Seoul, Inchon and Gae- 
sung. Singapore was the first to adopt this strategy. In the 
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1980s, as land prices appreciated and manpower be- 
came expensive, its manufacturing industries start- 
ing moving to China. So it joined hands with Indone- 
sia and Malaysia. Manufacturing shifted there, while 
Singapore concentrated on high-end services in 
manufacturing and finance. The Sijori growth trian- 
gle has since pulled in $10 billion in FDI. China too 
has done a great job with Pearl River delta. The trad- 
ing houses in Hong Kong connect through the coast- 
line to manufacturing units at Gunagdong and Fu- 
jian. More than 50% of Fortune 500 companies have 
a presence in this region. This region is also respon- 
sible for more than a third of China's exports. 

Mumbai had the opportunity to create a corridor 
to Pune, but for some reason the initiative was lim- 
ited to building the expressway. Delhi is the only city 
that has managed some semblance of success here 
with Gurgaon and Noida. The economic alliance not 
only decongests Delhi but also creates a network 
that would allow Delhi to get industries it otherwise 
may not have got, like BPO. 

It is a relief to see some cities at least start on the 
first stage to development: providing basic services 
to their citizens. But one does get a feeling that they 
may have left it for too late to make the leap to the 
next two stages — building modern infrastructure 
and aesthetic architecture to pullinthevisitors. BI 





AN Indian cities survive India’s economic growth? “The an- 
swer is an unqualified yes,” says Rakesh Mohan, deputy gov- 
ernor, RBI, and the chairman of the India Infrastructure Re- 
port (IIR). “It is remarkable that cities have survived over the 
last 30 years despite no real urban planning, heavily sub- 
sidised services and near bankrupt municipalities.” If they 
are to survive the next 30, city administrations need to address a range 
of issues. Archaic laws, user charges, municipal finances, and strategic 
plans forurban areas. The IIR had suggested specific recommendations 
— public-private partnership for providing urban infrastructure, free- 
ing property taxes from the Rent Control Act, setting up state-level 
nodal infrastructure financing corporations, and making municipali- 
ties fully responsible for providing all infrastructure in the city. Most im- 
portantly, it had recommended that the multiple agencies in charge of 
providing various services should be merged under one head. 

Thecentral problemis that of finance. A rich city can spend on infra- 
structure, aesthetics and even reasonable salaries to attract talent to 
manage it. "Municipalities have to be run as a corporate is, and they 
have to recruit from the IIMs, pump fresh blood," says Mohan. At the 
moment, this is difficult as many functions that were to be provided by 
the state have been passed to civic bodies, without financial support. 

To restore municipalities' financial strength the government has 
taken two initiatives. The ministry of urban development has set up a 
performance-based City Challenge Fund (CCF), dispensing Rs 500 
crore during the 10th Five-Year plan, for catalysing city level economic 
reform programmes. The resources from the fund would be given as 
grants, but will have to be matched by equal allocations from the cities. 
And cities will have to compete for this fund. The fund will be disbursed 
to cities for outstanding reforms and projects. The Urban Reforms In- 
centive Fund, with an allocation of Rs 500 crore every year, is set up to 
encourage states to introduce property tax reforms, land reforms, and 
reforms of rent control laws. But these funds aren't of significant size to 
satisfy all the capital requirements of the cities. 

Cities will have to begin with property tax reforms. And then repeal 
the Urban Land Ceiling Act. This will boost the city finances and also 
create housing stock that is affordable. Almost 30% of housing stock in 
prime areas of large cities is kept unoccupied because the owners fear 
that they will be locked into rentals below market price and will ulti- 
mately lose control over the property. Next up, cities will have to look at 
land reforms that will allow systematic redevelopment of land. Right 
now, this is usually done by private builders and land sharks who may 
not always be fair and above board. "A place like Connaught Place is 
ideal for it. Right now that place is overrun by cars. But a good redevel- 
opment plan can unlock economic value and, at the same time, retain 
the charm of the place," says Shyam Khandekar, an urban architect and 
planner based in the Netherlands. 

What needs to be done is very clear. Fortunately for us, the city âd- 
ministrations are desperate enough to go out and implement the rec- 
ommendations. One really hopes they will. m 
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OUR UPSTREAM 
INTEGRATION 
TOOK US 
DOWN UNDER 


little over five years ago, the Aditya Birla 


Group, a global non-ferrous metals 
player forayed into the copper sector. It set 
up a world-class custom smelter in India 


Birla Copper, the largest and finest of its kind 
in South-East Asia. It was quickly conferred 
the London Metal Exchange (LME) Grade A 
accreditation, the global quality benchmark 


As part of an upstream integration, the Group 
acquired the Nifty and Mt. Gordon Copper 
Mines deep Down Under, in Australia 


Today, Birla Copper provides customer 
solutions to demanding and discerning 
Clients. These include Sumitomo, Toyota, 
Glencore, Phelps Dodge, Outokompu, 
LG Cable and more 


TAKING INDIA TO THE WORLD 

MEANS THE WORLD TO US 
A $6 billion corporation, with a market 
Capital of $5 billion, the Aditya Birla Group 
is anchored by an extraordinary force of 
72,000 employees. More than 70 per cent 
of these are under the age of 40 and belong 
to 20 different nationalities. Over 30 per cent 
of its revenues flow from its operations 
across the world. In 18 countries across 
5 continents, we lead 
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OSUR Road, which 

connects the Infosys 

campus in Electronics 

City to Bangalore city 

centre, is chock-a- 

block with traffic. 
There is a mini traffic jam at the 
mouth of a newly constructed 
flyover. I'm pressed for time. 
Honking. Expletives in Kannada 
and English are flying around. 
Ramesh, the taxi driver, speaks 
enough English to keep the 
conversation flowing. "When I 
was learning how to drive 10 
years ago, we used to come here 
to practise because it was so de- 
serted. Look at what it has be- 
come now!” 

At last count, there were 6 
million people in Bangalore, and 
the number has been growing 
steadily since. Traffic moves at 15 
km an hour at peak time. As the 
city grows, the infrastructure just 
can't keep apace. Traffic conges- 
tion, frequent power cuts, and 
water shortage is a way of life. These are problems cities across 
the world are facing. Unfortunately, no Indian city has suc- 
cessfully managed to tackle all these issues at one go. Some 
have tried out ways to strengthen municipal budgets, experi- 
mented in financial planning, roped in private players to 
finance infrastructure projects and got NGOs to get citizens 
involved. But with no clear success. After much trial and error, 
two cardinal models have emerged — a public-private 
partnership model and a CEO-driven model. The mission 
was to go to the root of these models and see if they are work- 
able and replicable. 

Rameshs stories keep me entertained, but soon the mind 
shifts to the ticking minute hand. I'm behind schedule and the 
cars ahead aren't budging. I send an SMS to V. Ravichander — 
a member of the Bangalore Action Task Force (BATF) who is 
waiting at the Bangalore Club — asking to postpone the meet- 
ing by another half hour. He immediately messages back: 
‘Stuck in traffic in the happening city of Bangalore? How can 
that be? Bangalore Forward, ahoy!' Forward all right, if only 
this traffic would move that way. 

‘Bangalore Forward’ has become quite a buzzword in the 


City lights: Bangalore's 
globe-trotting citizens 
collaborate on initiatives 
like Janaagraha (R), 

a model of public- 
private partnership 
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city these days. When you drive around, you are bound to spot 
the ‘Bangalore Forward’ sign with an arrow darting out to- 
wards the sky. It is all over the place — on bus shelters, public 
basically a stamp of approval on every- 
thing that's moved ‘forward’ in the last four years. 

I walk into the Bangalore Club half an hour later, cursing 
the traffic, ready to quiz Ravichander on how BATF works and 
how it plans to tackle the issues that Bangalore is grappling 
with. "When BATF was instituted in 1999, we had a clear man- 
date to design a process to upgrade Bangalore's infrastructure 
by raising resources with the help of corporates and citizens. 
Essentially, to figure out ways to improve the quality of life of 
citizens and make Bangalore a world-class city by 2005," says 


toilets, road signs 
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As Indian cities fight similar problems, 
two of them may have cracked the code 
of urban governance. ву s 


Ravichander, who divides his time between his market re- 
search firm Feedback and BATE 

The genesis of BATF goes back to when S.M. Krishna took 
over as chief minister of Karnataka in 1999. Instituting task 
forces was his style and as soon as he took charge, he put up 
task forces to take care of everything that ailed his state — an 
IT task force, a biotech task force, a Karnataka infrastructure 
task force, a health task force, you name it. They all came, saw, 


presented a glossy report, and disappeared. "We were very | 


clear that we did not want to be just another advisory body. 
There are already some 70-odd reports on how Bangalore 
could be improved. The real challenge was on how to translate 
that into action,” says Nandan Nilekani, CEO, Infosys Tech- 
nologies, and the chairman of BATE Nilekani putin close to Rs 
5 crore of his personal wealth to create BATE and corporates 
like Biocon and Aditi Technologies keep pitching various pro- 
jects, mostly in kind. Professionals like Ravichander, Ramesh 
Ramanathan and Kalpana Kar were roped in to provide their 


BUSINESSWORLD 





expertise and time. Seven stakeholders including the Banga 
lore Mahanagar Palike (or ВМР, the municipal corporation), 
Bangalore Development Authority, the transport corporation, 
power board, and the city police collaborated with the BATF to 
make sure the city works like a well-oiled machine. This is how 
the first public-private partnership (PPP) model for urban re 
newal was born in the country. This is different from the PPP 
you hear ofin other infrastructure projects. Typically, a public 
private partnership is about some kind of commercialisation 
or privatisation of public services. With BATE the entire activ 
ity is pro bono, without any commercial consideration. The 
idea was to see how civil society and external inputs could be 
used to improve things in the city. 

This isn't the first time an Indian city had woken up to 
tackle issues it was grappling with. In 1995 a group of wealthy 
Mumbai citizens pooled in money and formed an action 
group called ‘Bombay First’. It was the country’s first non-gov 
ernment organisation to bring in the consulting model to ur 
ban governance. Its officials do not 
have any executive powers, but they 
can influence policies and develop 
ment issues of the city. They sit on 
various Committees and act as con 
sultants. In fact, two of its members 
were part of the task force on Mum 
bai. Bombay First was pretty much 
dormant in the first seven years of its 
existence until it tied up with McKin 
sey to come up with the Vision Mum 
bai report. The report pointed out 
something else. It showed that the 
benchmark cities were no longer in 
the West; they were in Asia. Singa 
pore, Shanghai, Kuala Lumpur and 
Seoul. These were the cities to emu 
late and all of them had been built 


Life after Naidu: Can Hyderabad 
sustain its development imperative 
without its leader? 
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a minute to picture what is happening in a house-tumed- 

workplace along the railway lines in Bangalore. 

Imagine this. You are a city designer with the mission to 
build your own dream city — complete with forming moun- 
tains, planting forests, dispatching police to fight crime, and 
planning traffic flows. You've got the power to zone land as 
residential (green), commercial (blue), and industrial (yel- 
low). You control the budget and decide 
where to place crucial services like police, 
fire, medical, and utilities like power and wa- 
ter. You place schools, parks, roads, water 
towers, and scenery as you meet the demands of your Sim 
citizens. Do a good job and your city will grow, and the money 
will flow into your coffers. Do a bad job and the people will 
pack up and move away, leaving your city treasury in debt. 
That's SimCity, a hugely popular and extremely addictive 
computer game. 

A group of French men are playing something like 
SimCity in Bangalore, except that it's in real time. They are 
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over the last 20-25 years. As far as the life of cities goes, that’s a 
mere blink. That's some hope. 

But it isn't Bombay First that understood that cities need a 
single point of contact, a source from which the vision for city 
development can emanate. That honour must go to BATE 
"Public-private partnership is the way forward. The model 
might need to be re-jigged a little bit here and there to suit the 
needs ofa city, but the real issue is to get everything together at 
the same time — political support, committed stakeholders, 
funding, and a team of active workers," says Nilekani, who is 
convinced that the only way cities can be rebuilt is with the 
help of the private sector. 

Now, this solution might not work in other cities. Banga- 
lore is largely a technology hub. And techies do understand 
what great cities feel like — they travel through so many of 
them and know what it feels like to live 
in one. In cities where people are 
largely unaware of what the rest of the 
world is doing, a powerful political 
force is often required to push the 
change. In Hyderabad, this has come 
in the form of chief minister N. Chan- 
drababu Naidu. "Most corporators will 
attack any policy that will affect their 
appeal with the masses and many city 
development models are like that. If it 
was not for Naidu we would have 
found it so hard to implement cha- 
nges," says a senior bureaucrat in the 
Hyderabad Municipal Corporation. 
So are these models replicable or 
are they a próduct of the place and its 
times? If it is the latter, then each city 
could need a lot of time to figure out a 


Bombay First: Its first public-private 
model couldn't be put into action 
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mapping the city bit by bit, and taking the old analog maps 

| and stitching them all together to create a basic digital map 

| of the city. Jean Phillipe Lestang leads the team of urban 
planners, geographers, catographers and remote-sensing 

| specialists who have been trying to map out the city for the 

| last 15 months. The mapping is part of the metropolitan spa- 
tial data infrastructure project, a collaboration between the 
Government of Karnataka and an Indo-French concern, SCE- 
Creocean. The team has just finished aggre- 

gating all the data and have come up with the 

first profile of the city. The project is being 

worked out in conjunction with the Bangalore 
Development Authority, to help them chart out the growth of 

| the city in an economic, social and ecological way. 

| “At the end of the day, the public-private stakeholders 
need to know where everything is in the city and why it is 
there in the first place before they can go about planning for 

| the future,” says Lestang, CEO, SCE-Creocean India. 

| The insides of the house are lined with digital maps — 
wall to wall, top to bottom. You could easily trace every area 


solution that best meets its needs. In the meantime, there is a 
lot of knowledge sharing taking place between cities. In fact, 
Ravichander has recently put up a website (www.ideasfor- 
gov.org), a forum for urban planners to thrash out their issues. 
In mid-March, Delhi Municipal Commisioner Rakesh 
Mehta and his assistant flew down to Bangalore for two days 
to pick up a lesson or two in governance. Escorting them was 
BATF member Kalpana Kar. What the municipal commisoner 
was really interested in was how Bangalore had strengthened 
its budget and got more money for projects. As PK. Srihari, ad- 
ditional commissioner (finance), BMP, and his team made 
their presentation, the Delhiwallas listened in rapt attention. 
Mehta went back to Delhi rather impressed. The Delhi 
government has now decided to adopt the same model to 
usher in reforms. Delhi, on its own part, has for long been try- 
ing to evolve a model on its own. While 
the PPP model was germinating in 
Bangalore, a somewhat similar citi- 
zen-government collaborative move- 
ment called the bhagidhari system 
was shaping up in Delhi, the only dif- 
ference was that chief minister Sheila 
Dikshit spearheaded it. This is a ‘top- 
down’ model, where the impetus to re- 
form comes from the political leader, 
somewhat like what Naidu is doing in 
Hyderabad, just a more hybrid variety. 
Naidu is leading Hyderabad on a 
high growth trajectory. He has drawn 
up an ambitious plan for Hyderabad 
called ‘Vision 2020’, and aims to make 
the city a point of contact between 
China and the western world. The first 
| thing Naidu did was make the city look 
world-class. Private contractors bid to 
clean up the city. Most of the city, in- 
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of Bangalore on these maps. And you can take a peek into 
the future too. Every room has a simulated map of how the 
city will look in the next few years. So far they have come 
up with five possible scenarios which they will present to 
the chief minister. The consequences of each are being 
discussed fiercely — what will happen if green cover is in- 
troduced in a particular part of the city? How will that im- 
pact the way the city will grow? Or if the Metro Rail were to 
come up, how would the real estate prices around it be im- 
pacted? What kind of water network will be needed if resi- 
dences come up in a particular area? 





v 


E i = 
different development models for Bangalore city 


cluding the Walled City, is cleaned at night, and it remains that 
way. “The system we have devised to clean the city is equi- 
table, generates local employment, and because it is based on 
sound time and motion study, keeps the costs down,” says 
Chitra Ramachandran, Hyderabad municipal commissioner. 

Naidu implemented all principles of public finance he had 
learnt in college — polluters pay, users pay, and beneficieries 
pay. He created a database of tax payers, made e-governance a 


priority, and set up citizen contact centres. Within five years, | 


property tax collections went up by a whopping 200% and the 
city gota major makeover. No wonder Naidu likes to be called 
the chief executive officer of Hyderabad — the business- 
minded politician who drives the change. 

Over the last few years a lot of research has been done on 


the changing nature of urban political leaders. According to a. | 
research paper in the March 2004 issue of the International | 
Journal of Urban and Regional Research, rapidly urbanising | 


regions in Southeast Asia have led to the rise of businessmen- 
cum-politicians who exert both economic and political dom- 
inance in localities. With increased pressures on governments 


for fiscal austerity, it is imperative these leaders become entre- | 


preneurial — to foster collaboration with the private sector, to 
mobilise new sources of financing for development, and to 
develop innovative strategies for economic growth. 

Whatis worrying Hyderabad nowis that since all the initia- 





The French connection: Jean Lestang and his team use digital maps to visualise 


PLANNING 


tives brought in by Naidu were voluntary and undocumented, 
there is no way a bureaucrat can be hauled up fornot doinghis 
work. In Delhi, Dikshit's Bhagidhari system gets bureaucrats 
to work along with resident welfare associations (RWAs). She 
has now incorporated this in their appraisal system. All bu- 
reaucrats posted with the Delhi government will have to eval- 
uate their performance under the Bhagidhari scheme. An of- 
ficial who is not popular with the RWAs won't do too well. 
Faring badly in the scheme could have a bearing on their ca- 
reers. With this innovative idea, Dikshit believes bureaucrats 
have no choice but to address citizen grievances. 

"The issue is can one mans initiative be sustained by 
his successor when he moves on? 
And how does one ensure continu- 
ity?" asks Ravichander. The answer he 
provides is quite unconventional: 
cities don't need a mayor who is 
linked to a corporation or politics, but 
an independent CEO who will over- 
look the day-to-day operations of a 
city and co-ordinate the various agen- 
cies that run a city. Just like a large 
corporate house which has various 
departments but the same end goal. 
The idea is to get one individual to 
take accountability for the perfor- 
mance of the city, 

The PPP model probably works 
because of three fundamentals — 
accountability, transparency and 
continuity. Continuity is key here. 
Most of the time, a reform dies a pre- 
mature death when the person 
leading the change moves on. BATF 
has tried to address this issue with its half-yearly review 
meetings called Bangalore Summits, which are attended by 
the chief minister and all stakeholders. The meeting is open to 
the public and 500-700 citizens turn up at each meeting. One 
by one, a representative from every organisation comes up 
and reviews his performance in the past six months and sets 
targets for the next six months . Take the case of the Bangalore 
Development Authority. In July 2000, Commissioner Jaykar 
Jerome had promised to complete the Outer Ring Road by 
the next review meeting, And he toiled day and night to make 
sure he delivered on his promise. "It's a matter of dignity. If 
you can't live up to what you promise, then you don't deserve 
to be serving the public,” says Jerome. The interesting point 
about the Summit system is that if the leader changes in the 
interim period, the successor will have to deliver on the previ- 
ous leader's promises. 

You might think PPP is the model to go by. Maybe it is. But 
the BATF now faces a big problem — after five years of opera- 
tion, it is running out of funds. Will the private sector pitch in 
again? Or will it run out of steam? 

Any model a city adopts depends on its historic predispo- 
sition, the mental make-up of its residents, and political sup- 
port. Chances are it will take a long time for the right model to 
emerge. Until then, let trial and error prevail. This is one exper- 
iment where citizens won't mind being guinea pigs. ж 
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URBAN REFORMS SURVEY 






HOUGH solid waste management and municipal fi- 


ated quite a buzz. Last September, credit rating firm | 
Crisil instituted an award for ‘Excellence in Munici- 
pal Initiatives’. It invited entries in areas like financial 
management, internal systems, and e-governance. 
Crisil received a whopping 90 entries from across the country. 


nances may not sound too exciting, they have cre- | 
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“There are so many examples of urban local bodies that have | 


transformed themselves, even when larger infrastructure | 
providers elsewhere in the same state have been struggling," 
says Ravi Mohan, managing director, Crisil. After that, the In- 
dian chapter ofthe City Managers' Association released a best 


practice catalogue, featuring things like financial manage- | 


ment and private sector participation. 

Whyare municipal initiatives being put on a pedestal? Per- 
haps because runninga city is a complicated business. Muni- 
cipalities are breaking up governance into pieces, cleaning it 
up bit by bit, and putting it together to build a complex city 
structure. Nagpur has regularised almost 22,000 illegal water 
connections within four months by involving private plum- 
bers. Tirupur has worked out a public-private partnership to 
supply water to textile industries. The Ahmedabad munici- 
pality has de-linked property tax from the Rent Control Act. 

This is about the water we drink, the taxes we pay, and the 
quality of service we get in return. An army of municipal com- 
missioners is fighting battles. And winning. Small cities have 
shown as much gumption as the bigger ones. “It is easier to get 
ones arms around a small town," says Sameer Vyas, managing 
director, New Tirupur Area Development Corporation. 

But many municipal officers have just one question: the 
ideas and success stories are great, but where do we get the 
money? True enough, the programmes that the cash- 
strapped municipalities are picking up are not capital inten- 
sive. This is an issue that needs to be confronted sooner or 
later. With declining tax rev- 


| 
i 
i 
i 








Cities use new 
methods to clean 
up their streets — 


апа finances. 
By Supriya Kurane 


Thebackdrop to thisisthe 74th Amendmentto the Consti- 


| tution that was passed in 1992, giving additional powers to 


municipalities for urban planning, regulation of land use, 
construction of buildings, and planning for economic and so- 
cial development. But existing municipal laws are inadequate 
for them to carry out their new responsibilities, which in- 
cludes resource and financial management too. 

So municipalities are getting innovative. They are tapping 


; thecapital markets to raise funds, floating tax free bonds and 


levying new taxes. For instance, Delhi's shift to the unit rate of 
taxing will add Rs 300 crore to its coffers, nearly a third more 
than its current collection. 

And if companies can announce their quarterly results, 
then why can't government bodies? Ramesh Ramanathan 
thought about this when he was managing director of deriva- 
tives marketing at Citibank. He dropped out of the corporate 
world, moved back to Bangalore and put his financial knowl- 
edge to good use. Ramanathan, along with additional com- 
missioner of Bangalore municipality PK. Shrihari, worked out 
afund based accounting system (F-Bas) that could generate a 

balance sheet for the corpora- 





enues, unstable employment 
conditions and archaic laws, 
local governments are in- 
creasingly threatened with in- 
consistent sources of revenue. 


Initiative 


Double entry 
accounting 


Look who's doing what 


tion. In May 2003, Bangalore 
became the first city in the 
country to publish its balance 
sheet. The F-Bas is basically a 
sophisticated double-entry 


Place of action 





Loans bring with them their 
own flavour of headaches, 
and obtaining international 
funding is a skill that many lo- 
cal government officers are 


Property tax reforms 


Solid waste 
management 


accounting system with accu- 
rate user cost, assets and liabil- 
ity tracking, and much more. 





The accounting method was 
scrutinised by auditors from 
KPMG and PwC and has been 





untrained for. Many cities to- 
day are almost bankrupt. 
They need to figure out ways 


E-governance 
Debt management 


| 





accepted by other agencies 
such as the State Accounts De- 











to come up with money, fast. 


partment, Comptroller and 
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Auditor General, World Bank, ICAI and USAID. 

Drawing up a balance sheet helps the municipality figure 
out exactly where its assets lie, what state they are in, and 
where resources have to be diverted. The balance sheet also 
helps spot the emerging areas of revenue and expenditure — 
exactly the way it would work in a company. When the Vado- 
dara municipality used it, it saved close to Rs 250 lakh. 

Until 2001, the Vadodara Municipality had an outstanding 
debt of about Rs 115 crore, most of it borrowed from the gov- 
ernment of Gujarat and Hudco. The only hitch was that it was 
paying a whopping interest rate of 14% to the government and 
18% to Hudco, when the prevailing interest rate in the market 
was 12%. It decided to restructure its debt by raising low-cost 
loans from the market to repay the existing high-cost ones. 
This is no rocket science for a corporate, but as far as munici- 
palities go, this was a first. 

These are innovations in resource generation, but who ac- 
tually does the infrastructure groundwork? That's the irony. 
The agency in charge of making your everyday life comfort- 
able is usually a faceless entity. The mere thought of interact- 
ing with a local municipality is enough to give most people jit- 
ters — endless queues, inefficiency, and week-long waits. The 
whole idea of ‘e-governance’ came up because of this. Yet, out 
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of all the false e-governance starts, Vijaywada, 
atown in Andhra Pradesh with a population of 
about 11 lakh, has found success, 

The city put to use the first law of market 
ing — know your customer and his needs. In 
2002, it tied up with the local cable operator to 
give people access to all departments of the 
municipality through cable TV. To get in touch 
with the municipality, one just dials a dedi- 
cated number and gets connected to the mu- 
nicipality server, the phone works as a key- 
board;and the TV screen as a monitor. Citizens 
have a point of contact, and the municipality 
knows exactly what citizens need. 

After the Surat plague in 1994, cleanliness 
has taken on a new meaning. In 2000, the 
Supreme Court had made it mandatory for 
cities to implement solid waste management 
rules. The deadline was December 2003, and 
only the Nashik Municipality met it. There are 
no garbage bins in the city of Nashik. The en- 
tire solid waste collection has been out- 
sourced to a private contractor who goes door 
to door collecting garbage in ghanta gadis, 
which are specially-designed garbage vehi- 
cles. There are 108 such ghanta gadis that col- 
lect about 230 metric tonnes of garbage a day. The contractor 
is paid on the volume of garbage he collects. "The weight- 
based rates act as an incentive and this makes sure that the 
ghanta gadis pick up as much garbage as possible," saysVime- 
lendra Sharan, municipal commissioner of Nashik. 

There is nothing sexy about garbage, but it can make 
money. Nashik's garbage undergoes a bioculture process and 
is converted to fertiliser, which is sold to farmers for Rs 1,800 a 
tonne. Sharan isn't really concerned with the profits much 
though; he has managed to make the city look squeaky clean. 
"People want to move around the city. Tourists come in. Citi- 
zen involvement grows and you are able to connect with him 
better," says K. Rajiv Babu, deputy executive engineer, Hyder 
abad Municipal Corporation. 

Though these are all unconnected efforts, at least some 
cities are trying. Manvita Baradi, director, City Managers’ As- 
sociation, sums it up well: ^ We realised that there isn't one 
*model' city that exists in India today, but many cities have fig- 
ured out how to tackle small issues. So the solutions do exist, 
others only have to adopt them." ы 


SANJIT KUNDU 





“www. businessworldindia.com 


Log on to 













rt r a б ее tet 





bulk on a regular and consistent basis, 
they would soon be jobless. Will such a 
























UPEES 90,000 crore. That's 

the amount of bad loans | 

weighing the Indian financial 

system down. Of this 47% is 

with just six banks (four in the 

public sector and two in the 
private) and one financial institution 
(FD. More than three-fourths of this 47% | 
are over two years old, which means 
they will be difficult to recover. And 
nearly 79% of these are for amounts 
greater than Rs 1 crore. There is no rea- 
son to believe the fate of the other 53% 
of the bad loans will be any different. 

Yet the ministry of finance seems to 
be one step closer to solving the jigsaw 
puzzle that the NPA mess is. Technical 
consultants PricewaterhouseCoopers 
(PwC) gave its recommendations on 
how to recover these loans two weeks 
ago. Other important pieces of the NPA 
puzzle too are coming together, but be- | 
fore we discuss them, a bit about the 
recommendations themselves. 

The thrust of the PwC report is оп fa- | 
cilitating loan transfers to asset recon- | 
struction companies (ARCs), creating a 
favourable environment for investors, 
especially foreign ones, and making res- 
olution strategies workable. 

It suggests that a single party be al- | 
lowed to have a controlling stake, and 
realistic capital adequacy norms be set 
— at Rs 5 crore instead of 15% of assets. 
That way, there will be flexibility in | 
structuring the investment mix. It also 
suggests that the consent of only 51% of | 
the creditors be taken for actions in- | 
stead of the current 7596. It also recom- | 
mends a separate limit of $1.5 billion for | 





| Solving the U 


| foreign NPA investors to facilitate for- 
| eign money, as well as tax incentives. 





The initial reaction to these recom- 
mendations has been positive, both 
from banks as well as the only function- 
ing ARC in India, ARCIL. Kalpana Mor- 
paria, deputy managing director, ICICI 
Bank, says: “The resolution strategies 
suggested are comprehensive.” 

PwC itself is upbeat at the general 
pace of reforms in NPA resolution. Says 
Ashwini Puri, director, PwC: “There are 
between six and 10 foreign players who 
are actively monitoring the Indian mar- 
ket. They will jump in once they see the 
deals happening. We expect the tax rec- 
ommendations to be passed in the Bud- 
get. Action should pick up in August- 
September this year.” 

Meanwhile, other issues that have 
vexed banks and institutions are slowly 
being sorted out. Take stamp duty. As 
Morparia says: “In the important states, 
itis now capped at Rs 1 lakh for the pur- 
pose of transfer to ARCs. In other states 


| too things are moving.” Just five states 


account for nearly two-thirds of the 
large NPAs of the six banks and one FI. 

But while things are ready to take off, 
one must remember that the business 
of recovering bad loans is tricky. 

Upon their establishment in 1999, 
China’s four asset management compa- 
nies (AMCs) acquired $168 billion worth 
ofbad loans. They are to dispose of them 


| by 2009. But, so far, the results have been 


disappointing. A recent study by an- 
other global consultant Ernst & Young 
says that AMCs have been slow to offer 
large portfolios for international auc- 
tions mainly because their employees 
fear that if they disposed of the loans in 
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mindset be seen in India too? 

Back to the PwC report, the recom- 
mendations create a favourable en- 
vironment for investors. Rajen- 
dra Kakker, managing dire- 
ctor, ARCIL, says: "Foreign in- 
vestors play the critical role of 
providing a one-time exit to the sell- 
ing banks. India is no exception." Glob- 
ally, in this market, there are 40-odd in- 
vestors including multilateral bodies, 
commercial banks and private equity 
funds. Typically, this is not a game for 
domestic investors. Global investors 
can invest in different nations, which 
gives them flexibility in their portfolio, 
whereas domestic investors may get 

stuck with a few big bad loans. 

In most nations, government leads 
asset reconstruction. India has a model 
where private investors put in the initial 
money. In that sense it is similar to Tai- 
wan. But in Taiwan and even Thailand, 
loans are not fragmented — most pro- 
jects have at the most three lenders. In 
India, there is great fragmentation of 
debts. Hence, debt aggregation is criti- 
cal. Here PwC suggests consistent clas- 
sification norms. Banks have to comply 
with the 90-day norm, but FIs comply 
with the 180-day rule till 2006, when 
they too shift to the 90-day rule. Thus, 
while a particular borrower may be clas- 
sified as an NPA by a bank, he may con- 
tinue to be in the good books of an FI. 

Then, there is the problem of inter- 
preting guidelines. IDBI and State Bank 
of India treat the Dabhol Power Com- 
pany as a ‘project under implementa- 
tion’ and not an NPA, while ICICI Bank 
considers Phase-1 of the project as an 


One big piece 
of the bad 

loans puzzle 
has fallen into 
place. Will 

the other pieces 
fit in too? 
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ASSET RECOVERY 


NPA. The PwC report suggests that ARCs 
holding 2595 or more of the loan be al- 
lowed to ask the Reserve Bank of India to 
/ review the classification. The review 
would be applicable to all lenders. 
Vandana Shroff, partner, Amarc- 
hand & Mangaldas, which worked with 
PwC on the report, hopes the recom- 
mendations would assuage ‘vigilance’ 
concerns. These not only stump debt 
aggregation, but also make NPA acqui- 
sition difficult (ARCs need to acquire 
NPAs ata big discount to make the busi- 
ness viable). That's because 80% of the 
NPAs are with PSU banks, whose offi- 
4  cials come under the scrutiny of the 
у ChiefVigilance Commission. The report 
/./ suggests that a guidance procedure for 
! determining valuation in negotiated 
deals be formed and that no questions 
be raised if the procedure is followed. 
. Andifthe ARC can pay significant cash 
a Eight points in resolution strategies, most of which are related to enabling ^ | upfront, banks may be more comfort- 
transfer of NPAs from banks to ARCs .| abletransferring assets. 
Six points related to taxation, for example, exempting income in thehands — The Supreme Court did sort out a 


of. ARCs and investors, and providing incentives for loan transfer for banks 4 part of the NPA puzzle recently when it 
| *J upheld the Securitisation Act last 


" month. But lenders liability is still a gray 
W The structure is conceptually | area. For instance, its directive that len- 


similar to that of a mutual fund ders consider objections raised by bor- 
5|  rowers in respect of enforcement ac- 














































аран раса рий for LA tions | is vague. Shroff adds that it 
various types of bad loans * | remains to be seen how effectively the 
|" mechanism by which lenders them- 
E ARCs charge management | | selves enforce their security interest 
fees and recover expenses. © | — works, especially when borrowers get a 

from different types of 4. stay order against enforcement. 
| schemes covering specific ^| Echoes Puri: “For a creditor's right to 
=- types of assets ' be practical, a speedy legal process and 
| Investor Schemes Ш ARCs issue security receipts better training for judicial authorities is 
to investors against bad loans | needed. Debt recovery tribunals have to 

takenfrom the banksand — ^ ramp up their capabilities." 
financial institutions e жй ай әд ү кн 
perenne P ers? According to er, "They wou 

pts (even 100% ones) in the scheme of dom crcl to ie s ‚ find ARCs with sizeable debt aggrega- 
2 | tion a nodal point for resolution." All 


со ering the related bad loans 7 loans above Rs 1 lakh are covered, so the 


law covers not just big defaulters. 

It has taken 122 years for things to 
come full circle. The Transfer of Property 
Act was enacted in 1882. Last month, 
\ the apex court noted in the Mardia case 
that the situation today is different from 
the days when unscrupulous mon- 


RCs like ARCIL are nost Шады бриз On delit вирей 
resolution, especially in cases where many lenders are involved ; 
ndependent investors are attracted at an early stage. Otherwise lenders - 
iid end up holding the security receipts and also have the right to influence 
resolution: strategy — like in the pre-ARC days 

debt aggregation is not an issue, feeit umen ARCs would be more eylenders dominated the field of credit. 
efficient in resolution strategies | Puri believes the report will be con- 
\RCs may choose to work on an agency basis with the lenders for . Sideredin totality. If that's true, we will 


г and the loans continue to appear in lenders’ books | definitely be closer to putting the pieces 
es : ges —— я - ! of the puzzle together. = 
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In the 
half-life 
state, 
nuclear 
fuel 
becomes 
a liability, 
but man 
can 
re-enrich 
himself 











The half-life of 


a professional 


ROFESSIONAL careers and the ra- | 

dioactive nature of nuclear fuel 

have interesting similarities. Con- | 

siderthe very nature of nuclear fuel. | 

Its value is at its peak when in an en- 
riched state. Then it goes into a state called 
‘half-life’ and begins to lose energy. Afterattain- | 
ing this state, the decay of the nuclear fuel be- | 
comes exponential. Thus, at its half-life, much | 
of its utility is over and it becomes what is 
known as ‘spent fuel’, At that state, it is an 
environmental liability. 

Our professional careers are like enriched 
uranium. The tragedy, however, is that when 
we reach our half-life state, most of us do not 
notice the fact. Other people come to learn of it 
before we do. The interesting aspect of all this is 
that the time to reach half-life in every career is 
shrinking. There was a time when many profes- 
sionals reached their half-life only in their mid- 
forties. That has been reduced by at least a 
decade as I look at any profession today. 

The problem is that by the time I reach the | 
half-life state, it is too late to re-enrich my ra- 
dioactive state. The process of re-energising 
must happen much before a person hits the 
peak. Before we consider how best to do that, 
let us first ask ourselves: what is the telltale sign 
that Lam closing in on my half-life? The answer 
is inherent in the ability to answer another que- 
stion: “What is new and different about myself 
that I can think of in the quarter that went by?" 

Now take the word ‘new’, and look atevery | 
other single word in the dictionary. If you prefix 
‘new’ to any randomly picked word, the result 
will be aterm that stands fora more progressed | 
state. New manager. New angle. New book. 
New friend. New movie. New learning. New 
colleague. New skill. New city. New family. New 
customer. New car. New haircut. New food. 
New sport. I could go on and on. If I step back 
and periodically ask myself what was new in | 
the last quarter, a few of these ‘new things 
should jump out of the mind to indicate that I 








am still in a state of enrichment. 
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Personally, one of the tests I have is to ask 
myself every year if I have landed and taken off 
from two new airports in the preceding 12 
months. It seems a trivial question, but if you 
work backwards to consider all the things that 
must precede the experience, you will realise 
that tonnes of work, and not serendipity, takes 
you there. Similarly, last year, I learnt to cook— 
rather unusual for someone my age whose wife 
has not run away. More than being a survival 
skill, the process of learning to cook taught me 
many new things. It helped me slow down. 
There is a process to cooking. You cannot short- 
circuit it and get what you want. Try cutting 
vegetables after frying them or putting the in- 
gredients in the pan before heating the oil. Sim- 
ilarly, you cannot hustle vegetables to cook be- 
fore their time has come. You cannot take your 
eye off the pot without burning it. You seldom 
cook for your own enjoyment. These exemplify 
the simple truths embedded in the experience 
of learning to make a simple dish. Yet, how of- 
ten in our professional life we do things con- 
trary to the simple truths. I am sure Martha 
Stewart was no contemplative cook — else, she 
would not be where she is today. 

Coming back to the ability to answer the 
‘what is new and different in this quarter?’ 
question, one has to goa step further. My radio- 
active state is ofno value unless it converts itself 
to usable energy. Usability always takes place 
outside the element that contains energy. In 
other words, I must create value for someone 
else. But in this process of self-enrichment, be- 
fore being able to create the value, I need to ask 
what new thing] ‘know’. Then invariably, I need 
to ‘do’ something of value with it. 

There is usually a gap between knowing and 
doing; let's call it the 'know-do' gap. As the 
world around us is becoming more complex 
and demanding, the know-do latency is shrink- 
ing. As a professional, I need to be cognizant of 
this and make sure my radioactivity is never 
past its half-life. The danger is, when it does get 
past, I will be the last to know. m 
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CHANGING FACE: 





OF MARKETING 


HE story began when a mar- 
keting manager rushed into his 
CEO's office. He had just re- 
turned to his bank after a semi- 
nar on customer relationship 
E management (CRM). He 
wanted to tell his boss all about making 
better use of data they already owned. 
He learned that companies around the 
world were slicing and dicing databases, 
profiling customers, creating new prod- 
ucts, and getting consumer insights. 
There is no reason why CRM 
shouldn't work for us too, he concluded. 
In India too, it looked as though a shift 
from mass to direct marketing was al- 
ready mandated. It was getting harder 
to reach consumers through a rapidly 
fragmenting media. Direct marketing 
(DM) and CRM consultancies were 
mushrooming. Consumer databases 
were available. Even high-powered 
computers were cheaper. After listening 
to all this, the CEO gave his approval. 
Work began. But soon, the enthusi- 
astic young manager sailed into an 
ocean of troubles. First, he ran into a 
maze of vendor claims and counter- 
claims. Then there were tussles between 
his marketing team and the people in IT 
regarding what package should be used. 
Still later, he found that the return on in- 
vestment was very low. 
This is a story that has been repeated 
across many Indian organisations. 
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Barely a handful of CRM implementa- | 
tions have actually delivered in this | 


country. And so, months after the expe- 
rience, the manager put together a re- 
port for his CEO explaining the miscon- 
ceptions that led him astray. Here is 


what he came up with: 
| i Getting started 
MYTH —-» is easy 


So many service providers have entered 
the CRM game that companies have al- 
most too many choices. There are data- 
base providers and call centres. There 
are communications specialists. Most 


| ad agencies have their own DM arms. 
| Ogilvy & Mather (O&M) has OgilvyOne. 


Lowe has Lowe Personal. Y&R has Wun- 


| derman. Don't forget the independent 


specialists like Direm, TCLM and 
Xplorite. Then there are the technology 
vendors like SAB Siebel and SAS. With all 
of these, getting started on CRM should 
not bea problem, right? 

Wrong. Most companies lose their 


i А А А : 
way in this maze ofservice providers, No 


one offers end-to-end solutions in this 
business. Technology is the bugbear of 
most agencies, yet it is an essential part 
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of CRM. An agency must have a good 
mix of technology and creative solu- 
tions to implement a successful CRM 
exercise. On their part, the technology 
companies sell software and little more. 
Says Harsh Vardhan, director and coun- 
try head, TCLM, a CRM firm headquar- 
tered in Bangalore: “Today, for CRM to 
be really effective, you need the tradi- 
tional knowledge of direct marketing 
with a good understanding of technol- 
ogy. Most vendors tend to be good at 
one or the other.” 

In this scenario, where everyone is 
just offering pieces of the whole puzzle, 
it would help if most managers were 
able to look at the big picture. But that is 
not happening either. Instead, they just 
believe that... 


Technol ill do 
MYTH 2. teram" 


Déjà vu. A few years ago, a lot of ERP 


| implementations ground to a halt be- 


i 
| 
Н 
i 
| 
i 
f 
i 


| cause they were entrusted to the IT de- 


partment. The business managers were 
ignored. CRM has run into a similar 


| roadblock. In many companies, the 


CRM system and its administration are 


DEADLY 


BUSINESSWORLD 50 17 MAY 2004 


Dont let your 

beliefs about 

customer 

. relationship 
management 

lead you into 

temptation. 


By Irshad Daftari & 


Neelima Mahajan 


the responsibility of the IT department. 

The role of the marketer has been ob- 
is scured by the large technology invest- 
ments that CRM calls for. 

This has led to a curious problem. 
Marketers need data to analyse cus- 
tomer behaviour, but they don’t have 
access to it. Sometimes, CRM processes 
get delayed as the IT guys don't see it as 
being ‘mission critical’. As John Good- 
man, CEO (India and South Asia), O&M, 

_ Says: "Technology is just the driver in 
CRM — it can never be the engine." 

For his part, based on his interviews 

with Indian companies, Harsh Vardhan 


has been drawing some inferences | 
| Indias largest private sector bank, has 
done away with a separate IT depart- | 


_ about Indian marketers. Most of them, 
he reports, are happy talking about 
CRM, loyalty schemes and the like. But 


the chats freeze up once the discussion | 
turns towards the underlying technol- | 
| ICICI Bank also restructured to make 
| CRM work. In 1999, it operated eight | 
separate business units (credit cards, | 
loans, retail, insurance, etc.), and each | 


ogy. “Most marketers aren't comfortable 
with the technology aspects of CRM, 
while IT people aren't clued into the 
business aspects. This often tends to de- 
rail deployment," he says. Take the 
question of getting actionable data. 
Hero Honda invested several crores on 
an SAP software package. They found 


SINS 





| 








that while the package was throwing up | 
a lot of customer data and sales data, it 
was unable to convert all of that into ac- 
tionable data. Or take Orange. After in- 
vesting Rs 2 crore in data mining soft- 
ware, it couldn't extrapolate any 
meaningful trends either. Both compa- | 
nies eventually hired statisticians to do 
the jobs thesoftware could not. 

To ensure that tech and marketing 
workin tandem, Standard Chartered set 


up a separate Business Intelligence Unit | 


(BIU) to integrate its retail banking, 
credit card and auto loans divisions. All 
these divisions now have access to a 
central data warehouse. ICICI Bank, 


ment. Instead, the function has been | 
built into all business units, be it home | 
loans, credit cards or retail banking. | 


interacted individually with the cus- 


tomer. But today, the bank presents а | 
| And then, there is the database. It is cen- 


single face across divisions to avoid an- 
noying the customer. Says Chanda 


Kochhar, executive director, | 
ICICI Bank: "We track when | 
a particular division makes | 
a call to a customer and we | 


ensure that the other calls 


riod of time." 
There are other con- 
cerns in the domainoftech- | 
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are staggered over alongpe- | 


| 





| nology. These are hard to resolve due to 
the struggle between marketing and ТТ. 
Asthe business grows, issues of scalabil- 
ity and flexibility of the technology crop 
up. For instance, Telstra, the Australian: 
telecom giant, had to change its CRM 
packages thrice over. “They didn't antic- 
ipate a huge growth in customer base, 
| and when it happened, their CRM sys- 
tem wasn't equipped to handle it,” says 
B. Amrish Rau, business manager (In- 
dia), Teradata, the data warehousing di- 
vision of NCR. Manoj Kunkalienkar, ex- 
ecutive director and president, ICICI 
Infotech, adds: “CRM software licences 
are based on the number of business 
users, which causes the roll-out cost to 
increase linearly.” So, during pilot runs 
and initial rollouts, the number of users 
is not high enough to incur huge ex- 
penses. However, as more business 


| users start to use the software, the li- 


cence fees go up. This is a huge inhibitor 
for scaling up. 
M5 HH = Complete data- 

" S bases are available 


tral (understandably) to the needs of 
successful CRM. And yet, hardly any 
company has a functional database it 
can slice and dice at will. Опеайегпооп, 
BW met the former marketing head ofa 


| leading white goods company. He was 


scathing: “While all companies in this 
business say they have a good database, 
the truth is that they don't." Referring to 
his erstwhile employer, he said, it “did 











depth а 


not even have basic data like а con- 
ѕитегѕ income or the products he 


owns”. The trouble is that very little | 


information gets picked up at the time a 
product is sold. Hardly 10% of con- 
sumers mail warranty cards (carrying all 
the required information) back to the 
company. In fact, he said, the data on 
the consumer starts to trickle in only 
after the service cycle starts. 

In the absence of data, companies 
have to start from scratch, buying data- 
bases that are generally used for DM 
exercises, and trying to correlate them 
with their own existing customer lists. 
But there is a problem here. Most of the 
databases available are incomplete. 
Pandurang Row, a DM copywriter, says: 
"There are hardly any analysed data- 
bases in this market. All we have are 
addresses and names. There is no data 
on monthly household income, buying 
patterns, psychographic profiles." The 
other option is to buy leads from banks 
and credit card companies, and then 
contact the leads. But this is not quite 
database development — it is only a 
means of customer acquisition. 

Either way, once companies put a 
database together, they need to keep 
updating it. "CRM is a process of contin- 
uous improvement, so you build a body 
ofknowledge and minimise the wastage 
as time goes on," says Goodman. Old 
databases tend to get over-used. This 
will lead to a loss of customer goodwill, 
and might lead to a churn in customers. 
Some companies are working towards 
maintaining and updating databases 
using innovative techniques. Jet Air- 
ways, for instance, offers free miles to 
frequent fliers who provide the airline 


with regular updated information. 
Profiling customers 


MYTH 0. is simpe 


Thanks to advances in technology and 
analytics, marketers can now narrow 
down their target audience with amaz- 
ing accuracy. Take American Express. 
The company looks at every small 
variable and is able to do ‘micro-seg- 
mentation’. But it has reached this 
level after years of hard work on its data- 
base. It is not possible for every CRM 
project to achieve the same level of 
sophistication overnight. 

Profiling and clustering could, 
again, suffer from data inadequacy. 








Gartner's director of research (enter- 
prise application software) Pranav Ku- 
mar says: “If, say, a financial services 
company uses transactionary and sum- 
mary data seperately to create a profile 
for a customer, it could end up with two 
very different profiles.” Also, many com- 
panies end up over-analysing the data, 
and get very indifferent results. Says 
Goodman: “Companies have done ab- 
surd things like finding out correlations 
between pet dogs and bank balances! At 
some level you're likely to find some 
connection, butit doesn't serve any pur- 
pose.” Instead, it would be worthwhile 
to focus on analysing the frequency and 
type of customer activity. 

Profiling a potential customer is very 
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an accessory that would go well with it. 
We can then inform her about it.” John 
Joseph Sedjwick, head of Standard 
Chartered's BIU, says: “It is a challenge 
to integrate details of various account 
holders (that is credit cards, savings 
bank, etc.) into one single account. A 
thorough customer profile will emerge 
only after de-duplication, when a single 


account is established." 
Shifting from mass 


MYTH а, marketing is easy 


Most marketers jump into CRM witha 
mass marketing mindset. Take Bharti. 
Three years ago, the company began 
hiring managers from the FMCG indus- 
try. They found that a lot of these hires 


John Goodman, CEO (India and South Asia), Ogilvy & Mather, says: “Technology is 
just the driver in CRM — it can never be the engine.” 


important, especially in the financial | 


services industry. Consider a bank that 
wants to sell new products to its existing 
customers, or wants to increase the vol- 
ume of sales of the existing product. If 
customer profiles are incorrect, the 
banks cross-selling activities might not 
be successful. They might end up giving 


more credit to an undeserving credit | 
card holder, or deny a loan to a relatively | 
risk-free customer. Profiling is an issue, | 


concedes Sanjay Badhe, director (oper- 
ations), Shopper's Stop. He says: "We 
want to reach a stage where we know 
that if a customer has bought a certain 
pair of shoes, she might be interested in 
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struggled to reorient themselves. Get- 
ting these people to think from a CRM 
perspective was not an easy task. In the 
FMCG business, they were used to talk- 
ing to customers from a distance, 
through mass media. But in industries 
like healthcare, insurance and telecom, 
communication with the customer is 
more on a one-on-one basis. "The tools 
they were comfortable using were not 
necessarily the best ones for telecom," 
says Rohtash Mal, chief executive, 
Bharti Infotel. 

The mass marketing mindset also 
shows up in the way most marketers 
plan their campaigns. Most campaigns 
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tend to bead hoc in nature. “In CRM, the 
more ad hoc you are, the less effective 
you become,” says Farida Sabnavis, an 
independent DM consultant. Good- 
man echoes the same thought. He says: 
“If you have never used CRM before, 
you get tempted to do so. But CRM is 
about continuous relationship-build- 
ing and not one-off efforts.” 

Why is that happening? According 
to Ganesh Mahalingam, the newly 
appointed executive director (market- 
ing) at Omaxe, a real estate company, it 
is because of an increasingly short-term 
mindset. He should know, he has been 
in DM for almost 20 years in India. 
According to him, CRM is struggling in 
India as stakeholders aren't insisting on 
it. In India, he says: “Most marketers are 
too preoccupied with short-term gains. 
They know they will not be with the 
company for very long.” And seen like 
that, a quick fix that delivers a short 
spike in sales is better than something 
that works after three years. Given this 
mindset, it is very hard to convince 
marketers that CRM should not be seen 
as an unecessary expenditure but as 
an investment in brand building and a 
guarantor of loyalty and future sales. 
They must be convinced that while 
CRM is expensive, it does deliver. 

It's easy to tell if 


MYTH ©. CRM is working 


Obtaining a measure of success for any 
CRM implementation is a challenge. 
Most managers are reluctant to mea- 
sure parameters to monitor progress 


Rohtash Mal of Bharti Infotel knows 
that CRM requires a different mindset 
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Who wins, who loses 


HY do some companies succeed and some fail at CRM? It's a question 
that hounds most people at leading companies across the world. A 
study by George Day, marketing professor at Wharton Business School, 
published in the Sloan Management Review (Spring 2003) titled "Winning the 
competition for customer relationships" tries to provide the answer. 
In his study involving 342 companies, Day states that companies that pursue 
a CRM strategy can be classified into three groups. The first, and the most suc- 
cessful, are companies that have market-driven approaches. Says Day: “Market- 
driven approaches make CRM a core element of a strategy that aims to deliver 
superior customer value through complete solutions, superior service and a will- 
ingness to cater to individual requirements." Technological support will then come 
in to speed up business processes, which will save the customer's time and effort. 
Day cites Capital One as an example of a company that has a successful CRM ex- 
ercise using the market-driven approach. 
At the second rung are companies whose CRM initiatives are Inner-directed. 
These are companies that essentially want to get a better picture of their internal 
processes, with the intent of organising data to cut service costs and help improve 











nies pay to remain in the market." 


before and after a CRM exercise. This is 
because it could show how well or badly 


| the manager has implemented the 


CRM programme. Says Kumar: “There 
isn'tany great incentive fora marketer to 
do a CRM programme wholeheartedly. 
Ifhesucceeds, then it's the'concept' that 
has worked, but if it fails, he is com- 
pletely accountable for failure." Often, 
there is no measurement simply be- 
cause companies want to cut costs. If 
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marketing targets. However, these companies assign operational tasks to the IT 
department, which doesn't have much to do with the operational strategy. 

Atthe other end of the spectrum are companies that use a defensive ap- 
proach to CRM, by way of using loyalty programmes and rewards. According to 
Day, this is essentially a reactive strategy and, at best, maintains status quo in the 
market. Says Day: "The CRM initiative then becomes the price that these compa- 








parameters aren't set before and after, 
companies have no way of finding out 
how things have changed after CRM 
implementation. 

Establishing metrics is essential for 
any CRM exercise. The metrics can be 
established only through data mining 
and analytics. But once again, this is the 
domain of the IT department. If these 
metrics are not clearly understood by 
the management, as is wont to happen, 
no clear strategy will evolve. Another 
problem that companies cite in mea- 
suring the success of any CRM exercise 
is dealing with the intangibles. Cus- 
tomer service, for example, can't be 
measured as quantitatively as sales. It is 
possible though to quantify customer 
service. One could use data to see 
whether customer queries were sorted 
out quickly and without complaints, 

Its best to start small, test the waters, 
and then build on those results. That is 
exactly what OgilvyOne did at Nestle. It 
ran small CRM experiments over 3-4 
years before graduating to a full-fledged 
CRM programme. » 





Additional reporting by M. Rajshekhar 


“+ 
& 
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From the 
success 
that is 
Paris to 
Microsoft, 
this is a 
strategy 
that is 
proven 
and 
practical 
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The choke 





NE of the ways to make higher | 


than expected profits is to iden- 
tify the ‘choke point’ in a system, 
capture it, and extract a toll from 
those who pass by. Two little is- 


| lands in Seine and a bend in the river adjacent 


to them formed a strategic choke point that 
Parisians have used for centuries to prevent 


fleets from going up or downstream, and to tax | 
shipments going from France into the Atlantic. | 


By using this choke point, the Parisians effec- 


| tively owned the river. The city's power grew 


until it became the capital of France 1,500 years 
ago, and today it is one of the richest cities in the 


world. Not bad for a city the Romans called | 


Lutecia, based on the Latin word for mud. 
More recently, Microsoft used this strategy 
by dominating the choke point for software — 
the operating system. Any company that writes 
software for a PC runs the risk of having that 
functionality incorporated in the Windows op- 
erating system. The key to Microsoft's success 


is that its Windows monopoly is protected by | 


law. The copyright gives Microsoft a licence to 
choke off other software suppliers at will. 
Licences have always created wonderful 


bottlenecks for businesses to exploit. This сап | 


create a win-win outcome for customers and 
suppliers if it encourages suppliers to take sen- 


sible risks. US pharmaceutical companies, for | 


example, can justify expenditures on research 
because they know that if they are successful, 
they can obtain a product patent. A patent, af- 


ter all, is just a licence to operate as a monopoly | 


in a specific product category. A patent holder 
can choose to simply sub-license the technol- 
ogy to downstream users, and effectively create 
atoll model similar to that of the Parisians. 


BPO companies understand the need to | 


own the customer. Being a subcontractor in 


this business is not nearly as lucrative as being | 


the prime contractor, In Mexico, companies 
like Accenture routinely subcontract IT and in- 
frastructure support services (help desk, etc.) to 
local subcontractors who perform the same 
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point strategy 


function at a much lower price. Mexican cus- 
tomers, interviewed by PSi, indicated they still 
prefer to engage a company like Accenture for 
quality control and branding. 

In India, Reliance Industries has moved ag- 
gressively to build relationships at the retail 
level to consolidate control over the petroleum 
and telecom sectors. Reliance is even launch- 
ing a chain of coffee shops, partly to create a 
captive customer for its broadband service. 

So how can you play the bottleneck game in 
your business? Start by visualising your busi- 
ness as a small section of a pipeline leading 
from raw materials to the end customer. In be- 
tween, there are many linked stages (including 
component manufacturing, assembly and dis- 
tribution). You need to identify a spot where 
you can create a defensible position, and own 
an entire link in this business chain. There's no 
need to operate in every linkin the chain; you 
just need to operate in one key segment, as the 
Parisians did. The challenge is to find a sector 
that isn't already dominated by a player pursu- 
ing this strategy. So, don't bother trying to du- 


| plicate Microsoft's strategy. It's too late. 


The above examples point to the advantage 
of identifying a sector when the business value 
chain is virgin territory, so you can shape the 
way the industry unfolds. You can block those 
who wish to share your space in the chain by 
over-investing. An extravagant display of com- 
mitment to a particular segment of the chain 
wards off newcomers. For example, now that 
Reliance has so famously over-invested in its 
all-India fibre optic network, who would want 
to duplicate it? In the future, Reliance can col- 
lectatollonall content flowing through their fi- 
bre optic network. Its acquisition of FLAG's glo- 
bal fibre optic network has also given it control 
overa gateway, another obvious choke point. 

The choke point strategy is practical, time- 
tested, and not only legal but often based on 
government licences. Of course, executing this 
strategy is not so easy. If it were, Paris and Mi- 
crosoft would not be so rare. М 
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Institute for Technology & Management introduces the nations first of its kind-MBA in 
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‘vogue 


ISE man Murphy once 
said: “Always expect the 


wise. I didn't expect 
what followed that Fri- 
day evening. My cover 
was ready, I was a first- 





time entrepreneur looking for a contact | 


database. I had dressed carefully to be 
inconspicuous, to merge with hundreds 
of other office-goers in Nehru Place, 
Delhi's infamous pirated software cen- 
tre. This was, after all, supposed to be a 
clandestine meeting. 


I tried to keep the butterflies in my | 
































ANTHONY LAWRENCE 


belly from showing up on my face. 
There were all sorts of questions in my 


unexpected.” I'm not | mind. This was illegal, right? Suppose he 


told me to go take a walk, that he knew 
nothing about email databases? Worse, 
what if he cottoned on that I was just 
snooping around, and decided to resort 
to physical violence? 

I needn't have worried. It turned out 
to be anything but clandestine business. 
In the place of a shady computer hacker 
I was hoping to meet stood a shopke- 
eper who was, well, just another shop- 
keeper. Pretty open about his wares and 
completely unfazed by the fact that he 





was about to sell stuff which was a nui- 
sance at best, and illegal at worst. 

At this point, let me tell you what this 
story is all about. Spamming. Those 
emails that find their sneaky way into 
your inbox without your permission 
and with the help of guys like the Nehru 
Place shopkeeper. Let me also tell you 
that I didn't set out to become a spam- 
mer by choice. Truth be told, Iwas rather 
reluctant to take up the assignment. But 
a girl's gotta do what a girl's gotta do. 

Okay, first the basic facts about 
spam. Experts estimate that 12.4 billion 
emails sent everyday are spam. That's 


about 4096 of all emails sent daily. Each 
spam wastes at least 5 seconds of corpo- 
rate time. So, 12.4 billion spams mean at 
least 34.4 million hours wasted. A study 
estimated that spamming accounted 
for $8.9 billion worth of costs to the 
US economy in 2002. 
(Nobody has done a 
' similar study for India, 
but then we have not re- 
ally been known for keep- 
ing great statistics.) 

Now the all-important 
question: why do spam- 
mers do what they do? Look at it 
ay. Ata cost of 50 paise per con- 
"spam is the cheapest direct 
marketing tool available. When you 
compare this mode with the Rs 8- 
10 cost per direct paper mail 

sent, you'll get an idea why 
some people would just 
want to flood your 

mailboxes. 
According to web 
statistics, pornogra- 
phers account for the largest 
chunk of the spam we get, 
followed rather close- 
ly by people who 
want us to 
get rich qui- 


ILL 














ckly. Stock tips, drugs without prescrip- | 
tions, and general consumer products 
make up for the rest. People selling data- 
bases bring up the rear. Just the other 
day, ‘e-Marketing — based in Carter 
_ Road, Mumbai — offered to sell me 
... 1? lakh “authentic” email IDs with a 
. mass marketing software for Rs 199 
© only. So there you go, I have got spams 
from database sellers in my mailbox... 
presumably so that I start spamming 
other people. 
Having got the basics out of the way, 
here is the conclusion of my investiga- 


... tions — spamming is amazingly easy. 
> This story isn't an idiot's guide to spam- 


ming, but it will tell you how terribly 
easy — and cheap — it is to start flood- 
ing mailboxes with inane messages. 


~ And why you won't be rid of this nui- 


sance anytime soon. 

: Okay, back to the first step — how to 
get enough email addresses to start 
mailing stuff. As I found out from my 
Nehru Place foray, databases can be 
bought openly, cheaply and in easily 
categorised lots. Substitute Nehru Place 
with Manish Market if you are in Mum- 
bai, and with National Bazaar if you are 
‚ in Bangalore. At Nehru Place at least, all 
the shops stacked and displayed the 
databases — or 'email directories' as 

they are called in the trade — openly. 
I had my pick of exporters, im- 
porters, manufacturers, vegetarians, 
celebrities, NRIs... The databases came 


Ses in sleek DVD covers and all of them boa- 


ей of 200,000-300,000 IDs. The CD co- 
.. ntaineda bulk mailing program and an- 
other function to confirm the validity of 
the email IDs. Also, a nifty little software 
to restore your computer just in case it 
crashed during the mailing operation. 
Cost: Rs 125. 

I quickly ran through my options. 
Which list should I pick up? Frankly, 1 
had nothing against vegetarians, NRIs 
or celebrities asa class. Nor against any 
of the other options available. Even whi- 
le I was mulling over it, the shopkeeper 
put an end to my dilemma. He recom- 
mended that I pick up the complete list 
of Indian email IDs — 3.22 lakh of them. 
Theprice wouldn't be any different. 

I picked it up and rushed home to 
run it through my computer. Sure it was 
comprehensive. Definitive, it was not. It 
didn't contain my email IDs. Now 
should I be happy with it or unhappy? I 


briefly wondered whether to go back 
and threaten him with a breach of 
promise suit. Better sense prevailed. 

Meanwhile, it was time to see if there 
was any price difference between cities. 
I rang up this gentleman in Mumbai 
who had been highly recommended by 
a cousin there. I said I wanted a high- 
class NRI database because I was an ex- 
porter. ^100,000 NRI addresses, guaran- 
teed to be working," said this voice at the 
other end of the telephone. Price: 
Rs 1,500. For another grand, he would 
even make my newsletter and send it 
himself. “There is no danger, I hope. It 
isn’t illegal in the US, is it?” I asked. He 
was quick with reassurances. “Oh, we 
have our techniques to get around that. 
Just use an indiatimes ID, and you will 
be safe,” was his advice. “Besides, this is 
not spamming, but email marketing.” 

Back in office a colleague had а 
poser for me. Most of the spam flooding 
his mailboxes came from pornograph- 
ersin the US or from people trying to sell 
him potency pills without a prescrip- 
tion. Now they were hardly likely to have 
bought a targeted database. І mean, 
why would a pharmacy in Mexico want 
to buy a database of Indian journalists 
to sell Viagra without prescription? 

The answer was provided by a for- 
mer classmate of mine who had gone 
on to become a software programmer. 


“Chah! Most spammers don't bother to | 
buy databases. Some are actually in it | 
just for fun and malice. Writing a pro- | 


is hardly rocket science. You don't need 


| gram to get email IDs from the Internet | 


i 


to be a %&*&% Shawn Fanning to write | 


that sort of code," he snorted. 


“Its not even a full day's job. And | 


once you're done writing it out, the code 
will trawl through the Net, picking up 
anything that has an @ sign attached to 
it,” he explained in his kindest, most pa- 
tronising tone. To show that he was not 
joking, he. showed me his database 
comprising all sorts of information 
about millions of people that hed got off 
theInternet. Inablinkhetyped fivelines 
of gobbledygook with brackets and dots 
all over the place. Soon enough all the 
email IDs from the database started 
pouring in onto the screen! 

My friend then directed me to his 
colleague who had actually done re- 


search on this subject. It appears that | 
there are several different ways of pluck- : 
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It S not. 
By Aarti Kothari. 
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by Dev Dutt Das 


ing email [Ds off the Net. A smarter ver- 
sion of the program my friend wrote 
could actually distinguish between chat 
slang like C U @Barista and genuine 
email IDs. Then there are those who be- 
lieve in a ‘Dictionary attack’ — that is, 
write a program that will try out all sorts 
of alphabetical and numerical permu- 
tations and combinations @yahao.com 
or @hotmail.com in order to get into 
your mailboxes. The program would 
successively try aarti, arti, artii, arrti, ar- 
rttii, artil, arti2. It would carry on ad in- 
finitum. You could use this tactic to send 
bulk mail directly — or you could em- 
bed some code to a first, nonsensical 
email in a dictionary attack to validate 
the email IDs. Once the first email got 
into anyone's mailbox, it would send 
back a message to the spam server to 
show this was a valid email address. 
"Did you know?" my friend contin- 
ued, “Spammers who conduct dictio- 
nary attacks can lie undetected for 
months at a time in this traffic. Spamha- 
us.com has proof that atleastone spam- 
mer has been conducting a massive dic- 


| tionary attack against the mail servers of 


both hotmail.com and msn.com, at the 
rate of 3-4 tries per second, 24 hours a 

















day, continuously for five months.” 
“Also,” he pointed out, “your mail 
provider might be selling the IDs.” I re- 
fused to believe this. “Did you actually 
read the privacy policy line by line?” he 
challenged. I must confess I hadn't. He 
showed me a typical privacy policy. If 
you scrolled down to Section 2, it had a 
‘Discretion to Share Information’ cla- 
use, Further down, it also reserved the 
right to sell information to third parties. 
I had had enough. "What is the best 
anti-spam filter?” I asked. "Won't work,” 
he said smugly. You see, professional 
spammers are hardly stupid, and they 
are always one step ahead of anti-spam 
filters. Most anti-spam filters work by ei- 
ther blocking a certain point in the sub- 
ject line or by blocking any email com- 


ing from a particular address. The first | 


one is really no bar. Suppose you block 
all incoming messages that say ‘hi’ in 
their subject line. They will simply send 
you an email that says ‘.hi’ or something 
like that to fool your filter. 

Regarding the latter — blocking out 
a particular address — well, a whole in- 
dustry had sprung up to get around this 
problem. It goes under the name of ‘bul- 
let proofing solutions’ Essentially, what 
happens is it hides the real spammer's 
tracks by using a webhost in one coun- 
try, an ISP in another, and even chang- 
ing them constantly. Thus the offer of 


Top. 10 spam. 
 countries* 


United States 


kornet.net 


chinanet-gd 


апада хо.сот 


Hong Kong 





> Email address changes 





Note: The statistics above were derived 


of reputable sources including Google. Brightmail, Jupiter Research 


- Gartner, MailShell, Harris Interactive and F 


the Paris Hilton video might have come 
from a pornographer based in the US, 
but he could have used a webhosting 
server in the Philippines and routed his 
mail through an ISP in Brazil. 

"Why aren't there laws against all 
this?" I asked feebly. "Doesn't work,” he 
said even more smugly. Europe already 
has an anti-spam law, which funnily 
gives email advertisers a free rein, so 
long as they enclose an obscure option 
for the recipient to opt out. “So what 
does this mean? It just means that it al- 
lows anyone to spam you as long as they 
add that opt-out line at the bottom of 


Alan Ralsky 


Scott Richter- 


Wholesalebandwi 


Ф Users who reply to spam _ 


e som cost to all US borporstions i in 2002 





@ Users who purchase from spam 





| 


Alexey Panov - ckync.com 


- John ПЕ 


i 321send.com 


Imihosting.com 


_ interbusiness. 
revels net 
(All figures for April 2004) *Source: Spamhaus Block List, a realtime blocklist of spam sources and 


services **Source: Register Of Known Spam Operations; its database collates information and 
evidence on the known spammers to assist ISP abuse desks and law enforcement agencies 
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@ Estimated spam increase by 2 2007 | 


their first mail,” he pointed out. 

It made sense. Aspammer's motive 
is to send that one email, for which he 
gets paid. Having done that, why would 
he even care if a Net-user wants to opt 
out? “On the other hand, there is good 
news from the US — the Can-Spam 
Act,” my friend smiled. “Just last month, 
two spammers were arrested under this 
law. They now face 20 years in jail for sel- 
ling fraudulent herbal diet aids and pat- 
ches. All this in their bid to earn a cool 
$100,000 per month." i mulled it over 
and realised how absurd it was. You cou- 
ld convict a spammer for selling fake 
stuff — but you couldn't 
convict him for sending 
spam in the first place. 

There is this one other 
practical problem. Before 
you can haul anyone for 
spamming, you have to 
catch him first. And your 
average spammer doesn't 
exactly give you too many 
opportunities to do so. He 
is adept at hiding in the 
electronic underground. 
Moreover, not all countr- 
ies will enact similar laws. 
So, how will you prosecute 
someone spamming you 
from a server outside your 
country's borders? 

Ihad had enough. I de- 
cided to opt ош. you 
have read this article and 
would like to be removed 
from the list of sub- 
scribers... a 
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Тат trying to read all of Milan 
Kundera's books. I had never read 
his work before, and now I've just 
finished four of his books, of which 
the most recent one was THE 
UNBEARABLE LIGHTNESS OF 
BEING. What I enjoy about Kundera 
is that, like John Steinbeck (my 
favourite author), he captures the 
human spirit in all its facets — the 
successes and the failures, the beau- 
ty and the ugliness. I usually read 
about two or three books at the 
same time — so what I read on the 
way to work may not be the same 
thing I read at other times of the day. 
Right now, I'm also reading Isaac 
Newton, a biography written by 


James Gleick. ш 


ALERT 
Pian of Attack 


By Bob Woodward 
(Simon & Shuster) 





BOB Woodward is best 
known for uncovering 
the Watergate scandal, 
which blasted Nixon 
out of office. Since 
then, he has (at least in 
critics' eyes) become 
one of the president's 
men, so to speak. This book pro- 
vides an insider's view on the 
planning and initial execution of 
the Iraq war, including informa- 
tion from secret phone calls and 
meetings. But Woodward's bias is 
rather obvious — he puts Bush on 
too high a pedestal. 


BOB 
WOODWARD 





M. RAJSHEKHAR 





NDIA and Global Climate Change 
belongs to that happy genre of 
books that are written pedantical- 
ly and don't make many conces- 
sions for lay readers. But if you 
persevere you will be rewarded 
because the subject itself is so gripping. 

And that is because among the 
myriad conversations taking place on 
saving the environment, the debate on 
climate change is one of the faster evolv- 
ing ones. This book is an eloquent 
testimony to that. Just five years ago, 
Jeremy Leggett, an oilman 
turned Greenpeace cru- 
sader, wrote a book called 
The Carbon War. It told the 
story of the fight to get 
the world to accept the 
threat of global warming, 
culminating in the Kyoto 
Protocol (1999). 

Between then and now 
the debate on global 
warming has come a 











long way. Global warming is now com- 
mon wisdom. And if you recall 
Kyoto, the main bone of contention was 
between the developed and developing 
countries. The latter argued for in- 
creased pressure on the former to cut 
back on emissions, while insisting that 
their (developing countries) emission 
levels must be permitted to rise. Other- 
wise, they feared their economic growth 
might be hampered. This has led to the 
idea that (greenhouse gas) GHG emis- 
sions should be the same per capita 
across the world — sort of an equal right 
to pollute the common global horizon. 

From that starting 


India and Global 
Climate Change 


Edited by Michale A. 
Toman, Ujjayany 


Chakravorty and 


Shreekant Gupta 
Oxford Universit 


y Press 





Meeting is suc 


PROSENJIT DATTA 





HE title Death by Meetings is mis- 

leading. This is not a book about 

honest, hardworking executives 

who died of sheer boredom while 
attending meetings. Rather, the book is 
all about how to make your meetings 
more effective — and still hold many 
more of them. 

Author Patrick Lencioni uses the ‘fa- 
ble’ technique in his book (remember 
Who Moved My Cheese ?). The story is all 
about Casey McDaniel: “An extraordi- 
nary man — but just an ordinary CEO”. 
McDaniel had set up a software games 
company called Yip Software. His busi- 
ness was successful, but his people 
never seemed particularly happy. Oh, 
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they were contented all right, but they 
were not really, really happy. McDaniel 
tried figuring out why they were not 
happy and came to a typically American 
conclusion. He decided that their lack 
of happiness stemmed from purely 
financial reasons. You see, Yip paid well, 
but it was not a listed company and 
it didn't give stock options. Hence, the 


| employees never felt any ownership 


in the company. 

Having made his diagnosis, Mc- 
Daniel sold off his company to Playsoft, 
the nation's second biggest software 
games company. During the sale he 
made sure that most of his employees 
got some Playsoft stock as a reward. 

Shortly after the buyout, McDaniel's 
problems began. A certain Playsoft vice- 








point, solutions have been very fast in 
coming. As governments began agree- 
ing that emissions have to be reduced 
ona planetary scale, we are seeing the 
application of free market principles 
to find answers. For instance, 
how do you regulate emissions? In the 
old days, that was done by punishing 
the polluters. But now, says an essay in 
the book on incentive-based ap- 


|. proaches, new market-centred mea- 


sures like emissions trading are proving 
to be more cost effective. Says the book: 
"These create transferable/saleable 
rights for the use of environmental re- 
Sources, such as air and water, which are 
assigned/sold/auctioned to polluters. 

- As quotas are allotted to countries, this 

“enables companies and countries to 
invest in green house gas control wher- 
ever itis theleast expensive. After all, the 
effect on climate protection would 
bethe same." 

Having said that, however, most of | 
the work that has been done in this area 
examines the concerns and issues con- 
fronting the developed world. And it is 
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futile to try and understand the climate 


change dialogue without knowing the | 
perspective of the people at the other | 


end of the negotiating table. 


And so, to understand the pulls and | 


tugs that determine the stance of coun- 
tries like India, read this book. A collec- 


tion of articles, it starts with areview of | 


the forces that will determine future 
emission levels in India — economic 


growth, modernisation, and economic | 


reforms both in the wider economy and 


especially in the power sector. On the | 


one hand, increased economic growth 


and falling poverty will see a jump in | 


emissions. At the same time though, the 


share of the service sector in GDP is ris- | 


























ing and the power companies аге 
upping efficiency. That should; notes 
the book, bring down the economy's. 
energy intensity. 
The second section of the book 
looks at the issues relating to GHG miti- . 
gation in India. It is important to under- 
stand that there are low-cost ways to: 
limit GHG emissions — through social — 
forestry, reducing pollution in the 
transport sector, etc. The third section 
| focusses on the issues that arise in the 
| many international negotiations. to 
| limit global GHG emissions. 
| The dialectic of global warming is 
| taking shape very fast. For the neo- 
| phyte, the book might be hard going. 
| Open some page at random and the 
| chancesare that you will confront lines. 
| like: "In the initial phase of develop- 
| mentthe net effect of these two oppos- 
| ing forces tends to raise eat the macro 
| 
| 
| 
| 
| 
| 
1 


level." A reader could be stopped short 
by the daunting graphs as well. But the 
writing is logical. And this isan intrigu- 
ing debate. Read this, in small batches ү 
need be. It is worth it. 





sweet sorrow 


president named J.T. Harrison started 
attending Yip executive committee 
meetings. The Yip meetings were 
really, really boring. Nobody wanted to 
attend them, though they were reli- 
giously held. However, McDaniel never 
worried much about them until JT 
started attending. McDaniel suddenly 
decided that JT was attending his meet- 
ings to gather proof 
about how badly run 
Yip was. McDaniel 
came to the conclu- 
sion that JT would 
use the boring meet- 
ings as an excuse to 
oust him and take 
over the company. 
Enter Will Pe- 





tersen, the son of McDaniel's friend, 
who signed on as a temporary assistant 


at Yip. Will was studying filmmaking, | 
and soon figured out what was wrong | 


with the meetings. They lacked drama 


and they lacked conflict. There was no | 


real plot to the meetings. They were 
neither epic movies nor watchable 
television soaps. Using filmmaking 

analogies, Will de- 


DEATH BY cided to tutor the 
MEETING entire group of senior | 
| A Leadership Yip executives on how | 
| Fable to script a really inter- | 
{ esting meeting. 
| By Patrick Voila! The meet- 
Lencioni 3 Ё 
[| Jossey-Bass ЇП85 quickly started 
| Pages: 259; improving after Will's 
price: $22.95 training sessions. And 
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| the final meeting, 
| when JT was 
| supposed to oust 
| McDaniel, turned 

| out to be the 

| most interesting 

| of them all. it 

j came to light that 

| JT actually never 

| wanted to oust 

| McDaniel — he 

| merely wanted the latter to improve the 
| Yip meetings. You see, a company can 
| never be really great unless it holds 
| great meetings! 

| The plot is improbable, the analogy 
| is stretched, and the book can easily be р 
| given а miss. On the other hand, Chair- 

| ing and Running Meetings by Nina — 
| Valentine is a far more honest book. 
| Atiny guide, it makes no pretence that it 
is saying anything new. But it reiterates 
| all the basics of holding a good, tight 
E 


| meeting. And leaves it at that. 
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Living with uncertainty 


T'S not just political parties. Stock markets don't 
like exit polls either, unless of course it is the bear 
cartel again. Or at least markets don't like poll pre- 
dictions —at the aggregate as well as the state level. 
If you believe exit polls, and past record does justify 
the caveat, a reforming governmentat the Centre may be 
thrown out. And reforming chief ministers in Andhra 


Pradesh and Karnataka shown the door (Orissa doesn't | 
figure in the public discourse). Is it possible that the me- | 


dia, surrogate for what is perceived as public perception, 
has an unnecessarily jaundiced view of the Congress? 
India’s macro fundamentals were strong and continue 
to be so, Parliament be hanged. But did that justify an ex- 
ponential explosion of the Sensex? An explosion based on 
the India Shining and Feel 
Good hype, inevitably due for 
correction somewhere down 
the line. If that explosion was 
myopic and exaggerated, so is 
the present collapse. It is almo- 
st as if everyone had come to 
believe in life's glorious certai- 
nties. The NDA will return. Vaj- 
payee will be PM. After all, he 
didn't name his successor, did 
he? That cosy calculation has 
now been upset. Markets, glo- 
bally as well as in India, hate 
uncertainties. Take away the 
NDA and replace it with the 
Congress. It's difficult to estab- 
lish that scenario to be one of 
anti-reform. Contrast the res- 
pective manifestos and vision 
documents. Barring two instances, there is really no ma- 
jor difference between what the two protagonists prom- 
ise—atleastin the economic domain. First, the NDA spe- 


cifically promises 26% FDI in retail. The Congress avoids | 


details and mentions FDI encouragement in general. Sec- 
ond, the NDA wants privatisation. The Congress wants to 
make it selective, and use the proceeds for the social sec- 


tor. There is the minor matter of extending reservations to | 


the private sector. But surely, no one takes it seriously. Ipso 


facto, privatisation is the only key difference and that ex- | 


plains why public sector stocks have taken a hammering. 


However, before equating МРАЗ privatisation record | 


with Arun Shourie, spare a thought for several other NDA 


ministers. They did their best to sabotage privatisation. | 
With the Congress in power, the privatisation track record | 


wont be remarkably different. As for labour market refor- 
ms, which the Congress also opposes, what has the NDA 
achieved, given its labour minister? We shouldn't forget 
the Congress was the original father of reforms, though it 


The point is not about voters 
doing a 'find and replace' of the 
BJP. Instead, reservations are 
about the new coalition 





temporarily disowned paternity. As for states, it will be dif- 
ficult to convincingly argue that the ousted Rajasthan and 
Madhya Pradesh governments were anti-reform. 

The point therefore is not about voters doing a “find 
and replace” of the BJP with the Congress, assuming that 
the BJP will be replaced. Instead, reservations are about 
the coalition that will be formed. Neither can have an ab- 
solute majority. In a possible BJP-plus coalition, it was 
hoped the BJP would increase its share to reduce the 
importance of marginal players. Exit polls are nearly 
unanimous this won't happen, even if the NDA comes 
back. As for the Congress-plus coalition, it is sufficient 
| that the Congress moves up front through a Second or 
| Third Front. Forget its relative clout increasing, it is suffi- 
cient voters don't consign it to a 
geriatric ward. One shouldn't 
forget the 1991 reforms were 
started and sustained by a mi- 
nority government. Notwith- 
standing instability, the United 
Front government also accom- 
plished more on liberalisation 
than had a priori been expec- 
ted. Beyond majority or mino- 
rity per se, the nature of coaliti- 
on matters. The BJP's non- 
sleeping partners may well 
include the SP and BSP. Other 
than the Left, the Congress 
may end up with the SP and 
BSB not to forget the RJD and 
NCP That explains the concern 
about a hung Parliament. No 
one trusts the assorted letters, 
in particular SP. BSP, RJD and CPM, to deliver on reforms. 

It is possible these sentiments are blown out of pro- 
| portion. Beyond privatisation, what is the definition ofre- 
forms? Most items on the agenda are state government 
| subjects. Union elections are irrelevant. We should mourn 
| the TDP’s partial replacement by TRS in Andhra Pradesh, 
| but no more. So far as the Centre is concerned, it is often 
argued there is consensus across political parties on liber- 
alisation and, remarkably, even Jyoti Basu has now come 
out supporting liberalisation. The core of the Central age- 
| nda remains tax reform, since there is unanimity that ex- 
penditure can'tbe touched. Ontaxornon-tax reforms, lit- 
tle will change (for or against) ifthe NDA is replaced. So far 
as the Centre catalysing non-tax reforms is concerned, 
| much depends on who is PM. In the BJP corner, even if 
| hamstrung by an unwanted DPM, is Vajpayee. And in the 
other corner, we still have a question mark. The word 
‘imagine’ is an anagram of the word ‘enigma’. Given the 
enigma, we fear the worst. Let's hope for the best. Ш 
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New Nokia 7600. The shape of things to come. 


Once ina while, something unique comes along, that breaks the mould and redefines the way things 
should look. The Nokia 7600 does just that. But its radical design will not only complement your creative 
and unconventional spirit, it will also take you to the threshold of a new age in mobile technology. 
Powered by 3" Generation Technology!, the Nokia 7600 expands current network capabilities, delivers 
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A.gorgeous woman from Zaire 
Took a dusky. guide on hire 
 'She.wanted a-wild trek 


аа he gave hera peck 
And then Started the forest fire. 
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Sensuous obsession 


Feel the sensuous elegance of the Nokia 7200. Be drawn to the luxurious indulgence of its rich : 
Xpress-on"" textile covers, as fascinating to the hand as to the eye. Be captivated by the sight of its stylish 

body, crafted to inflame your passion. Unfold its intriguing form, exposing the inner beauty and superior a | 
technology. Listen, as your heart beats its intimate desire. For the Nokia 7200. 


For full specifications, please refer to www.nokia.co.in Please note that the phone screen displayed here is not the default screen setting 
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Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd і el 
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Even Bigger Blue 


Q One billion dollars is a new 
buzzword of the Indian economy, 
something which symbolises a 
company’s strength. Both Infosys 
and Wipro declared revenues in 
excess of $1 billion. I find it 
interesting that both achieved this 


when the rupee was appreciating against the US 






lj 


[иһ 
н 


dollar. This means companies around the world have increased IT 
needs, which will create even more space in the market. IBM India will 
surely get a slice and reach that magical number too. 


Atul Gupta, posted on BW website 





BLOWING THE BPO BUGLE 
Ranjit Shatri's column ‘Play The IT 
Outsourcing Game’ (BW, 12 April) was | 
great. I think that the industry should — | 
try to reposition the title ‘BPO’ as ‘GRL, 
which stands for global resource 
leveraging. As C.K. Prahalad says, 
outsourcing seems to be a choice but 
leveraging does not, because it is 
about building a globally competitive 
position. Also, India has gone 
overboard on the subject. We should 
be concentrating on doing rather 

than talking. | 
Manish Bansal, via email 
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| 
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| 
KEEP IT SIMPLE 

Iam a physiotherapist in a Mumbai 
hospital. As I read the articles in your | 
latest Personal Finance section (BW, 3 
May), I found many unfamiliar terms 
like bull spreads, futures contracts, etc. 
I think that many new readers may face 
the same problem. Can you please | 
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| write the terms in a simpler manner for 


the general public to comprehend? 
Varghese John, Mumbai 


AFFORDABLE INFORMATION 

I recently found Businessworld at a 
local bookstore. I was amazed at the 
price of the magazine. It costs only 


| Rs 5, which is 9 Nepalese rupees (NPR). 


In Nepal, there are no magazines of 
your standard below NPR 80. 

Since I am from a poor family, it 
means a lot for me to develop my 
financial career through your 
magazine. My only request is that 
you increase your coverage of inter- 


| national news. 
| Niroj Singh Thapa, Kathmandu 


ORACLE DIDN'T BID 
Please refer to your cover story 'IBM in 


| India' (BW, 10 May). You have 
| mentioned “In clinching the contract 


(Bharti), IBM also beat Oracle”. We 
would like to clarify that Oracle did not 
bid for the said contract. 

Gayatri Rath, corporate communications 
manager, Oracle india Private Limited 


CORRIGENDUM 

їп our cover story ‘Sexing Up The City’ 
(BW, 17 May), in the table titled "The 
Megacity Guide to Liveability' two 
poverty incidence figures were wrongly 
stated. Delhi's figure is not 8%, it is 
18%. Kolkatas figure is not 6%, it is 
26%. We regret the error. 


[ Write in at 
| editor@bworldmail.com 
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this issue 


The Coup That Was 


Governments changed, 
markets swung anda 
dark horse emerged 
triumphant. A break- 
down of the numbers 
that led to the BJP's fall, 
and the return of the 
Congress. 


High-yielding Bonds To the dismay of investors, 


companies are trying to ‘restructure’ high-interest bonds. 





IT Recruitment The IT sector will continue to re- 
cruit by the trainload, with 60,000 jobs planned for this fiscal. 


K Sera Sera An innovative cost model helped this 
listed film company surpass its annual targets. 
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COVER STORY | 


Meet The 
New Indian 
Consumers 


Hordes of Indian families, armed with 
credit cards and shopping lists, are 
headed to a mall near you. They're 
picking up consumer durables like 
never before. To keep up, MNCs such 
as Motorola, LG, Nokia and Samsung 
are rethinking their strategies for the 
country. Many Indian subsidiaries no 
longer report to Singapore or Hong 
Kong — they simply talk straight to 
headquarters. And they are allowed 
much more freedom. 


Illustration: ANTHONY LAWRENCE 


A Change For All 


Reforms must reach out to 
all sections of society, and 
translate into progress 
within the country. A 
detailed agenda for the 
new government. 


The power sector should » 
be freed of restrictions 





Pharmaceuticals Indian generic companies are 
preparing to get a share of the $20 billion statins drug market. 


Urban Markets Should you market in Bangalore 
or Hyderabad? RK Swamy BBDO’s Guide to Urban Markets- 
gives a new framework for understanding market potential. 
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52 Yes Bank Few 
bankers see agriculture as 
the means to profit. Not ex- 
Rabobanker Rana Kapoor. 
“Agriculture accounts for 
25% of the СОР This is an 
important statistic." 
Kapoor, MD-CEO, Yes Bank 





56 Advertising How much should networks charge for 
product placement in television programming? An award- 
winning paper published from India provides the answer. 





IN VOGUE 


в Dream Merchant 


Deepak Nayar is one 
Indian who has tasted 
global success in film 
distribution.What is 
his recipe? Can India 
learn from him? 


« Reel deals: Nayar's is a 
lesson in good taste 





64 Bookmark Economist Padma Desai of Columbia 
University searches for solutions to the post 1990s financial 
crises that have sent shock waves across the globe. 





COMMENT 


18 Omkar Goswami Despite all the po- 
litical rhetoric and sycophancy from industry 
leaders, reforms are anything but inevitable. 


ON THE CONTRARY 


54 Mahesh Murthy Google's maverick 
founders are showing the world a brave new 
way of doing big business. 


THAT’S IT 


59 Mala Bhargava The iPod мрз 
player from Apple has been in the news for tech- 
nology, fashion and even crime. 
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Long Live the Alliance! 


HIS must rank as one of the most dramatic polit- 

ical reversals ever. When I left on a holiday a few 

weeks ago, India was shining and the BJP was all 

set to defeat its rivals conclusively and storm 

back to power. When I came back, the shine was 
all gone and BJP was struggling to figure out how to reach the 
half-way mark. The results are streaming in as I write this, and 
itis certain that we will have a different political formation in 
power soon. 

In hindsight, this shouldn't have come as a surprise. In the 
middle of the campaigning, I remember asking Arun Jaitley on 
a flight that we were on together, where he expected the addi- 
tional numbers for his alliance to come from, considering the 
trouble he can expect both in Tamil Nadu and Andhra 
Pradesh. His answer was that Vajpayee's chemistry will score 
over electoral arithmetic in this 
election. It is now clear that 
arithmetic proved to be the big- 
ger force. And Vajpayee, I sus- 
pect, already knew this—he was 
the one cautioning his party 
against advancing the elections. 

But should these results nec- 
essarily cause consternation? 
Should you take your money out 
of the markets? It is a reasonable 
fear that a Congress alliance de- 
pendent on the Left for support 
will not be market-friendly, but I think it would be unwise to 
rush to conclusions. The United Front government, after all, 
didn't behave all that differently from others when it came to 
policy-making. 

The story that we have put on the cover — the rise of the 
Indian middle class — carries a message for the new govern- 
ment. It will be inheriting an economy that is robust and a 
business climate that is positive. India's standing in the world 
has gone upin the last few years, and it has a population that is 





| far more confident of the future than before. The new govern- 


ment will have few excuses for non-performance, 

What I would regard as the most positive outcome of this 
pollis the emergence of a two-alliance system. It is a poten- 
tially stable arrangement, and also one that can moderate the 
extremes and cool down conflicts that are natural in a country 
of Indias size and diversity. Along with the horror of Gujarat 
killings, Vajpayee's government will be remembered for inau- 
gurating such a system and showing how to make it work. 


6 


TONY JOSEPH, EDITOR 
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MEGHALAYA: 2 

BJP-- (АТС: 1) 

INC 

1 

BJP+ (MNF:1) 1 

NAGALAND: 1 

BJP+ (NPF:1) 1 
8 





ORISSA: 21 
BJP+ (BJD:11) 1 
С 





INC+ (РМК:1) 1 
PUNJAB: 13 

BJP+ (SAD:8) 11 
INC 2 
RAJASTHAN: 25 








INC+ (SDF:1) 
TAMIL NAD 
INC+ (DMK:16; PMK:5; 





MDMK:4) 35 
OTHERS 4 
TRIPURA: 2 
CPM 2 


BSP 19 
ВЈР+ ()DU:1) 11 
INC 9 
OTHERS 

5 
BJP 3 
INC 1 
SP 1 
WEST BENGAL: 42 
LEFT FRONT 35 
INC 6 
BJP-- (ALL INDIA TRINAMOOL 
CONGRESS: 1) 1 


TRS: Telangana Rashtra Samiti; LINSP: Lok Jan 
Shakti Party; LISP: Loktantrik Jan Samta Party; 
ВМР: Bharatiya Navshakti Party; JANC: J&K Na- 
tional Conference; JKPDP: J&K Peoples Democra- 
tic Party; NCP: Nationalist Congress Party; MNF: 
Mizo National Front; NPF:Nagaland People's 
Front; SAD: Shiromani Akali Dal; PMK: Pattali 
Makkal Katchi; MDMK: Marumalarchi DMK 


Source : NIC 


STOCKMARKETS 


Sensex does 
a poll vault 


Sensex 13-May 


am 12pm 2pm 


3:30pm 





HE last week of the elections was 

another rollercoaster ride on the 
markets. The Sensex fell by 300 
points in the first two days, and 
recovered fractionally on the day 
before the poll results. But the action 
on decision day perfectly symbolised 
the market's behaviour ever since the 
polling process began — a 356-point 
swing in five short hours of trading. A 
200-point fall in the first 20 minutes, 
as fears of a hung Parliament 
loomed, was followed by an equally 
sharp correction through the rest of 
the day as it became clear that one 
party has a clear majority. 


1000 Net FII inflows (Rs crore) 





115 started the financial year with 

a bang — pouring in a whopping 
Rs 3,490 crore on April 1 and another 
Rs 4,480 crore over the next 29 days. 
But since the election process 
started, the inflows just dwindled. 
They have been net sellers on the first 
13 days of May. A change of govem- 
ment may make the Fils wary, but the 
buzz on Dalal Street is that privatisa- 
tion may slow down, but liberalisation 
and reforms cannot. Fils may wait and 
watch for some more time. a 

VIKAS DHOOT 
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TCS 


Phoenix 
in the bag 


OR months, the 400-odd employ 
Е ees of Phoenix Global Solutions 

Inc. (PGSI), the Indian IT arm of 
US-based insurer The Phoenix Compa- 
nies, had been hearing rumours that 
their company was up for sale. Place- 
ment consultants in Bangalore had 
even started placing employees in out- 
fits like Accenture. 

Finally, on 10 May, at a meeting at 
PGSI's Bangalore campus, Tata Consul- 
tancy Services (TCS) CEO S. Ramadorai 
and PGSI managing director Satish Ban- 
galore finally announced that TCS had 
bought PGSI. Sources say PGSI had 
been valued at around $12 million. 

Phoenixis also believed to have been 
talking with EDS for the deal. Over the 
last year foreign firms have been looking 
at spinning off their development units, 
originally set up as captive operations. 
Phoenix set up the India centre in 1996 
to handle the Y2K problem. The centre 
has since grown and about a fourth of 
the staff are in its BPO business. Apart 
from parent Phoenix Home Life, PGSI 
has clients like Prudential Financial. 

Its strong emphasis on the insur- 
ance sector makes it attractive for TCS. 
PGSI, which has several former LIC 
managers on its rolls, is one of the few TI 
firms to have LOMA-certified staff like 
large US insurance companies. Insur- 
ance is a key vertical for TCS, it has sev 
eral large clients such as AIG and AXA. 

Moreover, PGSI's India develop- 
ment centre has a SEI CMM Level 5, 
something few captives can boast of. W 

MITU JAYASHANKAR 





SANJIT KUNDU 


HIGH-YIELDING BONDS 


Rough road ahead 


...AS issuers try to wriggle out of old promises 


ROVIDENT funds and retail 

bond investors got a rude 

shock last week when Sardar 

Sarovar Narmada Nigam 

(SSNNL) asked them to take 
large cuts in the coupon rate on their 
high-interest bonds or sell those back to 
the company well before maturity. An- 
other infrastructure company, Noida 
Toll Bridge Company (NTBCL), is put- 
ting across a similar proposal to its in- 
vestors. These two are the latest in along 
line of companies, many of them pro- 
moted by state governments, that have 
tried to change the terms of bonds long 
after they have been issued. 

On 2 May, SSNNL, which owns and 
operates the Narmada dam, sought 
bondholders’ permission to buy back its 
17.5% bonds 10 years before they ma- 
ture. Similarly, the NTBCL 


of its bonds. So Singhal has 


board passed a resolution in Noida Toll Bridge 

April to seek bondholders’ ap- — is seeking formed a bondholders’ fo- 
proval for a buyback ofits 14% ^ investor approval rum to collectively move 
bonds 11 years before maturity for a premature court, but theres little time 
or cut the coupon rate by al- ропа redemption left апа many hurdles be- 


most 6.5%. The problem is that 
the issuers had no call option. So these 
restructuring exercises seem to breach 
the Indian Contracts Act, say investors. 
SSNNL has about Rs 256 crore of 
deep discount bonds (issued in 1994) 
outstanding. The amount for NTBCL 
deep discount bonds issued in 1999 is 
Rs50crore. Of the bondholders, 75% (by 
value) have to agree for the special reso- 
lution to be passed. For NTBCL, the date 
for seeking their approval has not been 
fixed. SSNNL bondholders will have 
their say on 28 May in Gandhinagar. 
Manish Singhal, who advises PF 


trusts on investment options, is spear- | 


heading efforts by SSNNL investors to 
scuttle the resolution. He estimates that 


around 600 trusts across the country | 


hold 11.2% of the bonds issued. But they 
need 25.1% to scuttle SSNNLs move. Le- 
gal recourse can be sought, but a single 
PF trustmoving court will need to spend 
more money on the suit than the value 








fore their matter is heard. 
Gujarat-based banks and other state 
government institutions have big expo- 
sures to SSNNL and can refuse to com- 
ply with the company’s wishes. But, typ- 


ically, such institutions simply relent to | 


avoid friction with the government. 
That is likely in SSNNL case too. 

For PF trusts, this will be an unkind 
cut. With gilts paying 5% interest, gener- 
ating the 9.5% return they have to give 
their members is near impossible. So PF 
trusts have bought high-yield, high-risk 
paper issued by the likes of NTBCL and 
SSNNL, often in the secondary market. 
Just before the SSNNL announcement, 
its bonds were trading above Rs 42,000, 
The price has now crashed to around 
Rs 26,000, but SSNNL wants to redeem 
each bond at Rs 25,000. 


In the past, state government enti- | 


ties have bulldozed trusts into accepting 
their terms: “Take the lower rate or re- 





pay you later. We have no money now.” 
This line has been used by IFCI (pre- 
merger) and HOCL. The Madhya Pra- 
desh Electricity Board has not paid in- 
terest to bondholders for over two years 
due to “disproportionate allocation of 
assets between MP and Chattisgarh”, 
HMT, whose bonds matured in Oc- 
tober 2003, has not repaid investors yet. 
Interest for two years is also pending. 
Earlier, Telco (now Tata Motors) had 
taken HMT to court over this. HMT gave 
Telco new bonds in lieu of the old ones, 
then defaulted on the new bonds. The 


| cake, however, goes to UP Yarn Mills, 





deem. If you want to redeem, we will | 
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which about five years ago issued bonds 
and wound up two months later. Letters 
to them now come back with the 'Ad- 
dress unknown' stamp. 

Regulators like Sebi, EPFO, RBI and 
DCA have done little on this front. The 
PF trusts and retail investors, will have 
to keep taking these hits with their chins 
up as they have no collective bargaining 
power. We think the smarter option is to 
sell all high-coupon bonds in the sec- 
ondary market before this tide of “bond 
restructuring" turns into a tsunami. W 

AVINASH CELESTINE & VIKAS DHOOT 
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New Nokia 7600. The shape of things to come. 


Once in a while, something unique comes along, that breaks the mould and redefines the way things 
should look. The Nokia 7600 does just that. But its radical design will not only complement your creative 
and unconventional spirit, it will also take you to the threshold of a new age in mobile technology. 
Powered by 3 Generation Technology!, the Nokia 7600 expands current network capabilities, delivers 
faster downloads?, richer browsing? and on-demand video streaming’. It also has an integrated camera, NOKIA 
video recorder, and music player, all melded together into a single, stylish communication tool. 


It'll reshape the way you live. 7600 


O Digital Camera and Video Recorder (C) 65k Colour Screen С) MP3/AAC Music Player 
O 29 MB Dynamic Memory С) Bluetooth & IR connectivity ©) xHTML? for Rich Browsing Experience www.nokia.co.in 





Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. 
Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd. email us at: nokia,ebag@nokia.com 
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Capital 


IL prices touched a 13-year 
„© high of $40 per barrel last 
«€ week. Coming as this does in the 
| wake of rising prices in other 
ғ commodities, many economists 
> fear that the new oil slick could 
“© prove to be dangerous to the world 
economy. The big question: just 
how dangerous? 
5 The milder interpretation is that 
# oil prices will feed inflation and force 
,,4 central banks to increase interest 
© rates a bit. That's what the equity 
, markets seem to be worried about 
^ over the past few days. And it's also 
44 what some central bankers have 
al 2 been subtly hinting at. “Steady 
, € growth at this stage is not ham- 

w pered by a rise in commodity prices 
,-4£ and oil prices even if we have to re- 
< main vigilant in this respect,” said 

= Jean-Clause Trichet, president of 
"* the European Central Bank (ECB). 
a But there are more painful pos- 
"= sibilities as well. The new IMF Sur- 
© vey carries an interview with James 
. Hamilton of the University of Califor- 
> nia, San Diego. His 1982 PhD thesis 
, had shown that six out of the seven 
» major recessions in the US since 
«€ 1947 were preceded by sharp in- 
е creases in oil prices. The latest data 
-€ shows that oil shocks have caused 
s^ nine out of 10 US recessions. Time 
w= tobe worried? 






































aS 


p | CTUALLY, a lot depends on 
wes whether oil prices stay near 
4^5 their recent highs. The industry car- 
,-# tel has been fairly accommodating. 
, «* The Saudi oil minister says: “It is 
4*4 certain that the kingdom believes 
«€ that increasing the OPEC production 
se ceiling would keep supply and de- 
"> mand in balance.” More oil supplies 
-€ could cool prices a bit. 
=< it’s interesting. Traditionally, 
© every spike in oil prices since the 
«€ 1970s was blamed on the evil 
"^ games played by OPEC. This time, 
the villains are a more varied lot — 


by Niranjan Rajadhyaksha 


| terrorists, China, speculators, a 

| weak dollar and even the US gov- 

| emment (which is stockpiling oil de- | 
spite high prices). Fora change, the | 
sheiks have been the good guys. 


45 


HERE'S some good news for in- 

dia. Swiss business school IMD 
has just published its new competi- 
tiveness indices for the world's 60 
top economies (including a few re- 
| gions). India's ranking has climbed | 
| — from 50 in 2003 to 34 in 2004. |; 
| is now wedged between Israel (33) 
and Korea (35). China is at 24. 

Among the various factors pre- 
venting a further rise in the rankings 
for India are productivity, basic infra- | 
structure, technology infrastructure, | 
health, education and public fi- 
nance. Surprised? 


45 


TATE finances seem to be on 

the mend, according їо a new 
study by the Reserve Bank of India. 
The ratio of the states' own tax rev- 
i enue to GDP has increased from | 
| 5.6% in 2001-02 to 5.9% in 2002- | 
| 03 and is likely to cross 6% in 2003- | 
| 04. The combined fiscal deficit of | 
| the states is expected to drop from | 





| to 4.2% in 2003-04, from 4.7% in 

| the previous year. 

The finances of the central gov- 
i emment too have improved. Let's 

| hope the deficit numbers keep 
shrinking. A repeat of 1997, when 

| pay hikes for civil servants wrecked 
government finances, is the last 
thing we need. 





* 


| 3 
| N online company called E-Loan _ 
| has been giving its customers a | 
| choice for the past three months. 

| They can either get their loans 

| processed in the US in 12 days or 

| get some of the work done in India 

| in 10 days. 90% of its customers : 
| chose to get in help from India. W 
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MALARIA DRUG 
Wormwood 
defence 


RTEMISININ, a drug isolated 
A from sweet wormwood, has fi- 

nally been approved by global 
health agencies as the first line of treat- 
ment of malaria instead of quinine, to 
which plasmodium is showing increa- 
sed resistance. The treatment is given as 
a cocktail known as artemisinin-based 
combination therapy (ACT) and it has 
shown dramatic results. 

The drug was first isolated in 1965 by 
Chinese military researchers. The bulk 
is still difficult to get, even though the 
sweet wormwood cultivation has now 
spread to Vietnam and Korea. Even In- 
dian companies like IPCA Laboratories 
and Cipla make ACTs. 

Global health agencies and donors 
like the US and the UK had not taken to 
ACT as it is dearer than the older drugs. 
At $2 a day for 3-5 days, ACT (Novartis- 
Coartem) would cost 10 times as much 
as the old drugs at about 20 cents a day. 

But recently Global Fund for AIDS, 
TB and Malaria has given 11 countries 
grants to buy artemisinin and told 34 
others to switch to new drugs. It would 
spend $450 million on the drugs over 
five years. The WHO estimates 100 mil- 
lion doses will be needed by late 2005. 

Recently, Ranbaxy Laboratories has 
signed an agreement with Medicines for 
Malaria Venture, Geneva, to develop a 
peroxide anti-malaria drug, a synthetic 
version of ACT. It is expected to be 
cheaper than the plant-based product. 

Kasim Mooktiar, vice-president 
(R&D), Ranbaxy, says: “The future of 
treatment for malaria will consist of the 
artemisinin class of compounds in 
combination therapy" . a 


GINA S. KRISHNAN 












ATE. 
He-draws-the-crowds 
LOOK 


The vibrant Shadow Play collection in anti-crease, all-day cotton shir 
on ultra-cool Featherlite trousers. That's the look that charn 
From John Miller - a range of contemporary shirts and trousers styled for the 


executive who makes an impression even at play 
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IT RECRUITMENT 





Batch processing 


The industry is scaling up, but can it keep the costs down? 
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*Recruitments per month 


HE polls might have gone 
against one champion of IT, 


former Andhra Pradesh | 


chief minister Chandra- 
babu Naidu, but his faith in 
^ the sector was probably not misplaced. 
; Industry estimates, trends from compa- 
nies doing the hiring and headhunters 
7 point to a demand for a whopping 
50,000-60,000 IT professionals in 2004- 
05, Headhunters have seen their busi- 


; ness double in the last six months and 


the better techies, with 5-7 years of ex- 
^ perience are, on an average, sitting on 


: à three job offers each. 


HR consultants say this is a three- 


у tier market. The top tier comprises the 


Big Four of Indian IT — Infosys Tech- 
7 nologies, Tata Consultancy Services, 
_ Wipro and Satyam. Together, they plan 
^ to hire 1,800-2,000 people a month. In- 
„ fosys alone plans to hire 8,000-10,000 
people this fiscal. The second tier, com- 


7 prising multinationals like IBM, Accen- 





ture, Hewlett-Packard and Oracle, are is 
' hiring about 1,200-1,500 a month, with 


c—, the rest of the industry accounting for 


*/ another 1,200-1,500. MindTree Consul- 
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Recruitment target for the next 12 months: 50,400 to 60,000 | 


€ The big driver: About 18% of the recruitment is to take care of attrition 
€ Hot cities: Bangalore accounts for 35% of the hiring, Hyderabad and Chennai 
j about 22%, the Mumbai-Pune belt about 20%, Delhi-NCR 15%: the rest 8% 
* Skills in demand: Java, .Net, ERP mainframe, embedded software, testing 
Source: CGE&Y, headhunters and industry 


ting, which grew from zero to 1,000 peo- 
ple in the last four years, will add an- 
other 1,000 this fiscal. Cap Gemini Ernst 
& Young's (CGE&Y) rolls swelled from 
104 in 2001 to 1,500 now. This year it 
plans to hire about 100 a month. Linux 
vendor Red Hat is doubling its forces to 
80, while Cognizant Technology Solu- 
tions plans to add 4,000. 

The demand has been triggered bya | 
number of factors. There is no doubt 
that India can deliver IT services com- 
petitively. So, MNCs have themselves | 
increased their offshore delivery from 
centres in Hyderabad and Bangalore. 
Fewer H1-B visas and the anti-out- 
sourcing campaign in the US have re- 
sulted in Indian companies decreasing 
onsite work and ramping up operations 
at home. This has changed the off- 
shore:onsite work share on an average 
from 40:60 about a year ago to 70:30 | 
now, says Atul Srivastava, director, peo- 
ple relationship management, CGE&Y. | 

As for the people being recruited, 
Java experts account for half. Other ar- | 
eas like .Net, ERP (including SAP), and 
automated testing make up another 30- | 
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Total 
= 4,200 — 
to 5,000* 


35%. Mainframe experts are 
back in favour as applica- 
tion management work of 
Fortune 500 companies on 
legacy and new systems is 
moving to India. 

Sudip Banerjee, presi- 
dent (enterprise solutions), 
Wipro Technologies, says 
package implementation 
technologies is another 
area with high demand. 
Adds Gautam Sinha, CEO, 
TVA Infotech (a Bangalore- 
based recruiter): “In the late 
1990s, the hiring was led by 
the US. Now it is due to the 
domestic industry. About 
half the demand is for entry 
level people. The rest is 
mainly lateral hires with 5-7 
years of experience.” 

While its boom time for potential 
employees, the spurt in demand could 
lead to a few problems in the short run. 
Says Srivastava: “Attrition rates have 
climbed to 20%-plus from 14% last year. 
There is lot of ‘just in time’ recruitment, 
where companies hire within six weeks 
without detailed evaluation of candi- 


ASHISH SAHI & ANTHONY LAWRENCE 


| dates. This could hurt quality. In 10-1596 


of the cases companies are buying out 
notice periods, leading to higher costs. 
From 6% of the employee pay, the hiring 
costs are now 8-9%.” Meanwhile,off- 
shore delivery rates have held steady at 
$18-25 per person per hour. 

Companies are paying about 12- 
15% тоге than last year and, by this, 
says Mind Tree Consulting COO Subroto 
Bagchi, they run the risk of making the 
work they are getting unviable. "The In- 
dian industry has to be wary of irrational 
pay packages. Competition (from other 
countries) will pick the weak points." 
The Indian IT brand has been built over 
two decades. A hiring boom augurs well, 
but high costs and a fall in quality could 
turn out to be the Achilles heel. ш 

SHELLEY SINGH 

















The Telegraph is the first non-US newspaper 
.J to win the prestigious SNAP Certificate. 


It comes as no surprise that the Newspaper Association of America awarded the highest level of printing * d 
certification to The Telegraph. Among the other newspapers to get the same honour were The New York Times and The Teleg 
The Boston Globe. Calcutta's (and some would argue India’s) finest newspaper has always led from the front. Б i 

Creating the benchmarks that others could follow. And living up to its reputation of being simply unputdownable. {7 
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INTERVIEW/JO YAN 


New (Buena) Vistas 


DISNEY'S Buena Vista International 
(BVI) has had a record-breaking 2003. It 
grossed $1.8 billion at the international 
box office (except the US), more than any 
other distributor in any year. For the last 
nine years it has consistently grossed a $1 
billion on the back of films like Finding 
Nemo and Pirates of the Caribbean, 
among others. Jo Yan, vice-president 
(sales, Asia-Pacific), has spent the last 


Campaign 
capital 

S they show, so shall they 

reap, they thought. So po- 
litical parties across the board 
splurged on television cam- 
paigns. But did it work? Not an 
easy question. Telugu Desam 
— it was No. 2 in terms of ad- 


vertising time, but was re- 
soundingly beaten. For the 
No. 1, Congress, on the other en JANATA DAL (UNITED) 
hand, the television blitz | 
seems to have worked. 


That brings us back to the 
old question: do television 
campaigns work for political 
parties? No answers yet. 


Source: AdEx India (TAM Media Research) 
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three years building up BVI in the region. 
He shared his insights with BW's Vanita 
Kohli-Khandekar. Excerpts 


ш What works in Asia? 

Usually a hit is a hit, but there are differ- 
ences. Anaconda did not do well in Ko- 
rea and Taiwan, but was a hit in Indone- 
sia, India and Malaysia. If it is a 
basketball- or baseball-oriented film it 
will do well in Japan, Korea and the 
Philippines. Philippines is similar to the 
US market — they have a huge Ameri- 
can hang-up. War movies work in Japan. 


ш How does the business differ in india 
and China? 

There is tight government control on 
the film business in China. Till recently, 
it was more a propaganda tool. The size 
of the business is anyone's guess. 


ш Why the focus on animation? 

Animation has a longer life cycle, 
though the break-even is also much 
higher. Snow White was released in the 
thirties and has generated revenues 
through generations... ® 


CONGRESS LEFT OTHER PARTIES FAR BEHIND 
IN TERMS OF ADVERTISING DURATION ON TV 
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Old business, 
new tricks 


HERE is finally some good 

news from a listed film com- 

pany. K Sera Sera surpassed 
its targets for 2003-04 with a turn- 
over of Rs 24 crore and even gave a 
10% dividend from its Rs 3.57-crore 
profit. But what makes KSS interest- 
ing is its unique (for the industry) 
cost-cutting methods. Its NRI inves- 
tors like chairman Ashok Pamani 
and his colleagues, Ashok Gang- 
wani and Raju Sital, are based in the 
US and Hong Kong. They raise 
money abroad at 6-7% against 10- 
12% in India. That, plus revenue 
sharing deals with stars (rather than 





Pamani: Star of the show 


a fixed sum) means that KSS 
makes films cheaper than others. 
Of course, good runs with Ek Hasina 
Thi, Ab Tak Chappan and Darna 
Mana Hai have also helped. 

But what about derisking its 
film-heavy portfolio? Pamani says of 
KSS' projected Rs 75-crore revenue 
in 2004-05, TV software will bring in 
20%, and it will go up to 5096 the 
year after. Plus there is its distribu- 
tion business. That means it can 
keep a larger chunk of its own rev- 
enues and also get commissions 
distributing films for others. 

“We are in talks with a Holly- 
wood company for the remake 
rights of Ab Tak Chappan," says Pa- 
mani. That makes it the second film 
after Aankhen to evoke creative in- 
terest in Hollywood. w 

VANITA KOHLI-KHANDEKAR 
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Industry 
may say 
what 

it wants. 
Just 
prepare 
for 
reforms 
to slow 
down 


omkar goswam 





The author is the founder 





S far as most industrialists, CEOs 
and chambers of commerce go, it 


seems that 13 years of economic | 
reforms have not wiped out the | 
Pavlovian responses that were | 
perfected over four decades of the licence per- | 


mit raj. Keeping all political parties happy, 


mouthing clichés and being parsimonious | 


with the truth continue to be leitmotifs of most 
captains of industry. So if a much-heralded in- 
ternational poster boy of reforms is unceremo- 
niously dumped by the electorate in favour of 
anunknown challenger, then the loser is quick- 
ly forgotten and the winner immediately satu- 
rated with hitherto unknown reformist virtues. 

How else can one explain the reactions of 
people, who consistently championed Chan- 
drababu Naidu as one of the best reformers in 
India, now saying that they wholeheartedly 
welcome Congress rule in Andhra Pradesh, for 
it will bring about a resurgence in manufactur- 
ingand SMEs? Howelse can one explain quotes 
of prominent industrialists proclaiming that 
reforms are irreversible and will continue at the 
same pace as before, irrespective of what coali- 
tion comes to power? 

Who are we kidding? This "reforms are in- 
evitable" sound bite that we will hear ad nau- 
seam for the next few weeks is complete hog- 


| wash, and it is important to say this in no 
uncertain terms. At best, the sentiment can be 
| interpreted as one of fond hope; at worst, it is 


part of the old strategy to keep all political par- 
ties happy, for you never know who will come to 


| power, and whom you may need favours from. 


Reforms are not only about direction. In- 


| creasingly they are about speed. And I have no 
| doubtin my mind that if certain types of coali- 
tions were to come to power, they would seri- 

| rari of economic reforms. As far as the "Third 


ously decelerate the pace of reforms. 


I am writing this piece on 12 May — a day | 


before the votes are counted and the results are 
known. Therefore, I have to rely on various exit 
poll predictions. According to these polls, it 


seems clear that the BJP and its allies are going | 
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to fall significantly short of winning over 272 
seats. In fact, we are possibly looking at some- 
where between 240 and 250 seats. For the BJP to 
get the support of 25 to 35 MPs will require ac- 
quiescing to the absurd demands of small regi- 
onal or sub-regional rag-tag parties, each of 
whom will extract a high price. Unfortunately, 
this will not be a one-off price. Instead, the BJP 
leadership will have to seek the support of 
strange bedfellows each time it considers push- 
ing a significant reform measure. For all his 
statesmanlike virtues, adroitness and charm, 
Mr Vajpayee will be pushed to the limit. In such 
amilieu reforms will necessarily slow down. 
Matters will be worse if the Congress were to 
form the government with its allies. It is true the 
Congress was the harbinger of reforms in 1991; 
itisalso true that Mr Narasimha Rao didn't have 
to deal with hydra-headed coalitions. Accord- 
ingto the most optimistic exit poll forecast, the 
Congress and its pre-poll allies will get 210 and 
220 seats. It will require the mother-of-all haath 
ki safais for the Congress to get the support of 
55t065 MPs. If you go through the list ofthe po- 
tential parties that might support the Congress 
— with or without Sonia Gandhi as the PM — 
you will see names that are not associated with 
good governance or economic reforms. 
Optimists argue that even leopards change 
their spots. I have heard that Mr Mulayam 
Singh Yadav's new-found industrialist friends 
from Mumbai have changed his views about 
economic reforms. That may be so but some- 
how I don't see the Mulayams, the Mayawatis 
and the Chautalas being reformers of the kind 
who would delight industrialists, CEOs and 
other readers of this magazine. Therefore, 1 
dont see a 210-seat Congress cobbling a coali- 
tion government that positions itself as the Fer- 


Front' is concerned, it is better for India that 
such a government remains a pipe dream. 

So, do you think reforms will continue at the 
same pace as before? Or will they slow down 
appreciably for the next year and a half? а 
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NDIA has been doing reforms for 13 years now, but most 
of the world’s trade, most of international investment 
and most of the world's travellers avoid our country. Our 


market shares in trade, investment and travel have gone | 
up, but still continue to be minuscule. In the world's esti- | 


mation we have gone up. But it is a tiny minority of In- 
dian software engineers that have changed our image; 
meanwhile, the majority of the people have seen little im- 
provement in their lives. Our self-image has improved more 
than our real condition. 

How can we improve people's real condition? Their condi- 
tion depends on how hard they have to work, how work is dis- 
tributed amongst them, what they earn for their work, what 
their earnings buy, how stable and satisfying their lives are, 
and what prospects they face for themselves and their chil- 
dren. What can we do in respect of these? 


Quality Of Work 


The first thing we notice when we go to advanced countries is 
that no one does hard physical labour in the open; the first 
thing their people notice when they come to India is the hard, 
harsh class distinction between blue-collar and white-collar 
workers. The reality is also reflected in the hunger for seden- 
tary jobs. Considerable physical labour has been eliminated 
in our country: every tractor replaces 25 ploughmen, every co- 
mbine harvester 200 women with sickles, and every truck 500 
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labourers. More can be eliminated if more and cheaper energy 
becomes available. This requires the following reforms: 

Bi Electricity: Transmission and distribution should be com- 
bined into a single corporation. It should be financed by pub- 
lic borrowings, and sustain itself by a flat charge based on the 


| volumeofelectricity transported and the distance it is carried. 


Generation of electricity should be freed of all restrictions; 
anyone should be allowed to sell power to anyone else. Com- 
petition willlead to much cheaper power, and spread it all over 
the country. Transmission lines to villages should be sub- 
sidised, but not power itself. 

Ш Oil and gas: This industry should be completely 
de-nationalised, all import duties and cross-subsidies should 
be removed. Government corporations should be privatised; 
they are strong enough now. All pipelines should be 50 per 
cent public carrier. Refining should be delicensed. A joint 
Indo-Pak pipeline should be laid to bring Iranian gas to India. 
W Coal: All coal reserves not being used by government coal 
companies should be licensed out to private companies. 


Distribution Of Work 


Our high-wage organised industries have created little em- 
ployment; the way to create jobs is through small-scale indus- 
tries, trade and services. Instead of trying to help them directly, 
we should tackle their major problems: location and finance. 

E Location: The most convenient location for small industry 


Anew 
government 

will soon take 
charge in 

New Delhi. Here's 
the six-point 
action plan 

to make a start 
on turning India 
into an advanced 


country. 
By Ashok V. Desai 
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is close to the market, in towns; outdated zoning regulations 
continually harass small firms that come up in residential ar- 
eas. Restrictions on activity should not be based on location, 
buton the capacity ofan establishment to disturb or pollute. 
@ Finance: Nationalisation created big, risk-averse banks; 
compulsion has not made them finance small industry ade- 
quately. We need to redesign our financial architecture in the 
way further outlined below. 

@ Housing for workers: Workers in small firms have typically 
to rent housing, and our zoning restrictions make sure that 
pucca housing would be out of the reach of low-wage workers. 
That is why we have such vast slums in cities. 

The problem cannot be solved by giving people land or 
loans to build houses for themselves; the solution lies in 
mass construction of small, standardised flats for renting. 
Land and finance should be given to mass builders of 
such flats in every city. 


Earnings 

Everyone should be encouraged to earn more, and to stabilise 
lifetime earnings by saving. 

E Working hours: Adults should be allowed to work as many 
hours as they like; the restrictions placed in the Shops and 
Commercial Establishments Act should be removed. 

W Size of cities: All time spent in commuting to work is wast- 
ed. Our workers spend too much time in commuting because 
our cities are big and congested. State governments concen- 
trate investment in capitals, which have grown too big. We 
should create 100 states, and spread out urban investment. 

Ш Public transport: All public transport is state-owned and 
offers low-quality service at subsidised prices. Because of the 
subsidy it can never be expanded to meet demand. Because of 
its low quality, anyone who can afford it buys a personal 


GOVERNANCE 


licences for access to crucial areas should be auctioned. 


Cost Of Living 


The more people can buy with their income, the better. But 


| producers are bigger and more organised than consumers. 


vehicle and congests the streets, Anyone should be allowed to | 


transport people at any price; competition and product 


differentiation should be encouraged. Restrictions on | 


ownership should be replaced by pricing of road access; ac- 
cess to particularly congested areas should be licensed, and 


= 


Property tax legislation in urban areas 
needs to catch up with the times. Houses 
like these near Oval Maidan, Mumbai, 
are taxed on the rental value in the area 
rather than the market value. The rents 
here are 1/125th the market value 

of the houses 


SANJIT KUNDU 


Many producers’ delegations meet the Prime Minister and his 
ministers, and ask them to stop supplies or raise prices in var- 
ious ways; a consumer never has a chance to pressure politi- 
cians in this way. Buta politician who cares for the people will 
resist producers’ lobbies, and do the consumer justice. 

Ш Imports of necessities: The NDA government raised im- 
port duties on common foods like rice and wheat to absurdly 
high levels. It placed an enormous duty on palmolein, which is 
much cheaper than local ghee and vanaspati. All these import 
duties on essential goods should be abolished altogether. Lo- 
cal production of some will fall; instead of soyabean, farmers 
will grow cotton. The rest will adjust. 

И Imports to create jobs: Similarly, import duties on all goods 
that are used in production and create employment — raw 
materials, metals, fibres, timber, bricks, cement, machinery — 
should be removed. Duties on the rest should not exceed 10 
percent. If duty reductions make things tough for the majority 
of producers, the Rupee would be devalued to protect them. 
Ш Remove agricultural subsidies: Foodgrain and fertiliser 
subsidies should be scrapped. They go mostly to producers; 
and they create dual prices — а sure recipe for black markets 
and profiteering. They have also kept India’s farmers tied to 
producing food, and they are producing too much. Instead, 
the government should give low-interest loans for storage of 
foodgrains to ensure food security. 

B Subsidise farmers, children and old people: The govern- 
mentshould take the DNA ofall Indians and make a database, 
and a complete record of land ownership from terrestrial pic- 
tures taken from satellites. The money saved from food and fe- 
rtiliser subsidies should be divided into three. One part should 
be given as a flat per acre subsidy to all owned land, one as a 
per capita subsidy to all children 
under 12, and the cU, 
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third as a per capita subsidy to all old people over 65. 
E Restructure taxes: Taxes on goods and services should be 
replaced by taxes on income, and taxes on profits should be 


replaced by taxes on value added. Cities should introducea | 


property tax based on area under occupation and market 
value ofland in each area, and a poll tax on all urban residents 
who use its infrastructure. 


Stability And Satisfaction 


It is impossible for anyone to live a predictable life. There are 
accidents and uncertainties in the history of nations, and their 
citizens must share the risks. But they should not be subjected 
to man-made risks; they should be helped to develop capacity 
to bear misfortunes, and be given help to bear those that are 
beyond their control. 

W Savings: The present financial structure gives people more 


security than the country can afford. They put their money | 
into banks with a guarantee of security, but the banks lend out | 


what is essentially risk capital. Hence the recurrent cycles of 
bad debts and government bail-outs. The financial system 


should be reorganised into three types of banks. The first sort | 


would only keep people's cash, and let them write and receive 
cheques; for this service they would charge money. Of these 
cash holders there can be any number. The next sort would of- 
fer people the choice of investing in traded portfolios on the 
linesofthe present mutual funds; but the portfolios could also 
consist of traded IOUs of credit-rated businesses. These too 
can be many. Finally, there should be banks ofthe present sort 
which give loans to individuals and businesses — except that 
they should also be allowed to invest in equity. These should 
be few and subject to regulatory controls. 

Bi Skill portfolio acquisition: Just as people spread risks in in- 
vestment, they should be enabled to spread risks relating to 
livelihood. The present system locks up children for years in 
prisons called schools and colleges, and slowly injects a dilute 
dose of education in them. Skills can be imparted much faster 
Our education system needs to break out of the 


claustrophobia of classrooms, and enable people of all ages 
to pick up practical skills — like playing in a band 
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if training is reorganised into modules of essential skills. The 
modules can be imbibed at the student's convenience if they 
are offered off the Web or on television. The present age-re- 
lated education system should be replaced by an opportunis- 
tic training system from which people can pick up practical 
skills whenever they want in life. 

Bi Vice-financed health: Ill health represents a serious 
lifetime risk to workers as well as others. The present high 
taxes and vexatious controls make vice industries like drinks 
and tobacco a plaything of politicians and big businessmen. 
They should be deregulated, and taxes on them should be 
brought down to a level that would maximise revenue. From 
that revenue, the alcoholic drinks and tobacco companies 
should be made to build a nationwide system of free hospitals 
and medical services. New vices should be recruited to ex- 
pand this system. 

@ The golden rule: All the governments should bring down 
their fiscal deficit to zero in five years. All they have to do is to 
put in place some mild controls that would keep expenditure 


| within the sum of revenue and allowable deficit. After that, 


state governments should always balance their budgets. The 
central government should follow Gordon Brown's golden 
rule: that it should run surpluses in boom years and deficits in 


| slack years and balance its budget over a trade cycle. 


Dreaming Of The Future 


For decades we made absurdly ambitious five-year plans and 
watched them fail every time. The reforms of the 1990s impro- 


, vedour performance and raised our sights. They have raised 








sights too much; with the governance we have, becoming a 
super-power, an advanced country, is a pipe dream. But if we 
do all the above, our prospects will improve enough for us to 
dream. Each will have his dreams: scientists will dream of 
gleaming laboratories, villagers will dream of city lights, and 
fat women will dream of great kitty parties. But the India worth 
dreaming about is an inclusive India. 

India is just a geographical expression; what gives it its 
character is what goes on on its soil. So let us make this a home 
for the world's most important industries, most creative resea- 
rch, most mind-blowing entertainment. If 
some industry is undeveloped in India, if so- 
mething is being made better elsewhere, we 
should be asking ourselves why we are not 
the favourite base. We should ask its makers 
why they are not here, what we should have 
to do to bring them to India. And here they 
should find the brightest people to choose 
from, whatever their nationality. This coun- 
try should become hospitable to capital, to 
entrepreneurs, and to educated people from 
all over the world. Sri Lankans and Kenyans 
should be able to park their savings in India; 
Pakistani scientists should be able to come 
and work in our laboratories; Chinese com- 
panies should be enticed to come and pro- 
duce cheap consumer goods. The only natio- 
nalism worth bothering about is locational 
nationalism; nationalism of religion, skin co- 
lour or corporate domicileissheerwaste, Wi 
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GAURI KAMATH 








LITTLE white pill keeps 34-year-old executive Alok 
Jain's cholesterol in check. At Rs 8, that pill — 
branded Storvas — costs less than what Jain pays to 
smoke five sticks of Wills a day. Made by Delhi-based 
Ranbaxy Laboratories, Storvas is a cheaper knock- 
off of US drugmaker Pfizer's cholesterol reducer, 
atorvastatin. If he were in the US, Jain (or his health insurer) 


depth ./— |  — 


would have had to cough up nearly 20 times as much for the | 
| patents. They are well placed to do the same abroad. 


same drug. Only, it would be called Lipitor. 


At $10.3 billion (more than twice the size of the Indian | 


pharmaceuticals industry), Lipitor is the world's largest 
pharma brand — thanks partly to Pfizer's marketing efforts 
and years of patent protection in key markets like the US and 
western Europe. Lipitor has had both good science and good 
luck on its side. A recent head-to-head study by rival Bristol 
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Myers Squibb, which markets Pravachol in the same class of 
drugs, tried to prove that Pravachol was more effective than 
Lipitor. But it showed the exact opposite. 

Lipitor and Pravachol are statins, the world’s most widely- 
prescribed class of drugs. If you want blockbusters, statins are 
it. At around $20 billion, they sell more than any single class of 
drugs. Even as you read this story, these blockbusters are going 
off patent in key western markets, leaving the field open to In- 
dian generics manufacturers. Indian firms already make 
statin copies here as the country does not award product 


Ofcourse, Lipitor — virtually half the size of the $20-billion 
opportunity — will not go off patent till 2011 in the US, which 
is its largest market. And apart from Mevacor, which has seen 
generics competition in the US and Europe since 2001, and 
Zocor, which went off-patent in the UK and Germany in mid- 
2003, the action has been subdued. 

But, come 2006, statins representing the other half of the 
opportunity — namely Merck's $6-billion Zocor and Bristol 
Myers Squibb’s $4-billion Pravachol — will go generic in the 
US. And that's when the real action will start. For, the US ac- 


counts for 7096 of statin sales. 


Much of the excitement around statins is thanks to their 


i sheer market size. Companies reckon that even if statin prices 





A few Indian generics makers want a swipe at 
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fall steeply after patent expiry — prices are known to fall as 
much as 90% in some cases — there will still be enough to go 
around. Simply because the market for statins is still growing. 

; Governments in both the US and the UK want more of 
their citizens to take them (that's how effective they are). Thir- 

teen million Americans were taking statins in 2002. That year 

‚ the US government revised guidelines to encourage 23 mil- 


lion more to begin statin therapy. That includes people with | 
type-2 diabetes and other cardiovascular risks. In the UK, 
| invalid. Or both. If Ranbaxy is proved right, and if itis also the 


where 1.5 million people are on statins, reports suggest that 
giving statins to an extra 10 million high-risk people could 
save 50,000 lives a year. 


It isn't just the Rs 4,461-crore Ranbaxy, India's largest | 


pharma company, which is vying fora slice ofthishumungous 
pie. Others too are hungry, and are making either the finished 
dosage forms, like Ranbaxy is, or the bulk drugs — the key in- 
gredient that lends the medicines their potency. Last month, 
Bangalore-based Biocon made a hugely successful stockmar- 
г = ket debutlargely on the strength of its statin promise. Krebs 
«i< Biochemicals, a small, Rs 102-crore bulk drug exporter, has 
also thrown its hat in the ring. Lupin is alatecomer and is likely 

to be joined shortly by Hyderabad’s Aurobindo Pharma. 
77 But the going will be far from easy. First of all, innovators 
-like Pfizer will hardly hand over the opportunity on a platter. 
On the contrary, given the payoffs, indications are that the 
statin market will see some of the most bitterly fought legal 
battles between the originators and challengers. There could 
be other unexpected hurdles too. Yet the Indians are opti- 
mistic. The year 2006 is not as far as it seems. A generic takes 15 
to 18 months to be approved in the US. So they are working the 
labs, cranking up manufacturing, making their applications 

-— and simply biding their time. Well, almost everyone. 


“The biggest statins 





High Stakes For Some 

Ranbaxy thinks it pays not to wait. On 30 November this year, 
a US court will hear the $45-billion Pfizer's lawsuit alleging 
patent infringement against India’s top pharma company. 


| Ranbaxy has sought the US drug regulator's permission to 


market a Lipitor copy much ahead ofits patent expiry in 2011. 

In pharma parlance this is called a ‘paragraph 4' application. 
This means that Ranbaxy either believes that its copies do 

not infringe patents covering Lipitor or that those patents ate 












first to file an application to market a copy of the drug, then it 
gets 180 days of exclusivity with no other copies allowed in the 
market. (A US law gives this incentive to companies to speed 
up the entry of cheaper generics, and cut healthcare costs.) 

Lipitor is currently a $7-billion product in the US, growing 

at 11%. A win could take Ranbaxy's numbers into a new orb: 
“Yes, it has that potential,” agrees Jay Deshmukh, vice-p 
dent (intellectual property worldwide), Ranbaxy. Вгоке | 
CLSA estimates that Ranbaxy stands to make an eye-popping | 
$1.5 billion with exclusivity. Неге why. 

Ranbaxy is probably the first to file on all dosage forms of 
Lipitor. The company says no other generics company has 
registered even a drug master file (DMEF) — a dossier of appli- 
cation to make the bulk drug — on Lipitor in the US. And with- 
out the bulk there can be no finished medicine. 

For Ranbaxy this is a high stakes game, Expect Pfizer to 
zealously protect its territory. Just this month, it sued five web- 
sites selling Indian copies of Lipitor illegally into the US. (The 
copies were called Storvas; Ranbaxy denied it had anything to 


| dowith them.) 


Besides the basic molecule patents on Lipitor that Ran- 
baxy has challenged, there is a string of patents covering other 
things like processes that, some say, run 
till 2024. The good news is that Ranbaxy 
has been sued for violating just two of 
the numerous patents that Pfizer holds. 
But, admits Deshmukh: “This is not go- 
ing to be a cakewalk." A court decision 








could take well over a year. The judge- 
ment could also go against Ranbaxy. But 
| even as it waits for Lipitor to pan out, 








Ranbaxy has launched generics Zocor 
in the UK and Germany, where patents 
Š 1 expired mid-2003. 
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Worldwide statin sales 











Different Strokes For Different Folks 


Among Indian firms, Ranbaxy stands to gain the most from 
the statin opportunity as it is taking the most risk. Neverthe- 
less, there's something in it for everyone. Take Biocon. Tradi- 
tionally an enzymes manufacturer, Biocon has reengineered 
itselfinto a pharmaceutical company almost entirely by vend- 
ing the bulk drug of statins to makers of finished medicines, 
including Ranbaxy. It could do so because of its expertise in 
enzymes. (Some statins are made through fermentation, the 
same technology used to make enzymes.) And it is now one of 
the early entrants in the statin game. In fact, it was the only In- 
dian firm selling the bulk drug lovastatin (which Merck sells as 
Mevacor) in the US after its patent expired in 2001. It also be- 
gan exporting simvastatin (which Merck sells as Zocor) to Eu- 
rope when patents expired last year. 

As a result, in the first nine months of 2003-04, Biocon's 
statin bulk drug sales vaulted to Rs 217 crore from just 
Rs 34 crore in the whole of 2000-01. This is 54% of its Rs 397- 
crore sales in that period. "Statins are clearly a money-spinner 
for Biocon," says Shahina Mukadam, pharma analyst at 
HDFC Securities. With most of the statin market still under 
patent, Biocons strategy is seen as one that will yield large pay- 
offs. The result: Biocon shares debuted last month at a 38% 
premium to its issue price of Rs 315. At the time of writing, they 
were trading at Rs 586 a share on the Bombay Stock Exchange. 

But Biocon may not have the first mover advantage for 
long. Snapping at its heels are other capable generics manu- 
facturers. The Rs 1,200-crore Lupin is an old hand at fermenta- 
tion, having used this technology to make tuberculosis (TB) 
drugs. But it was slower off the block in making statins. It be- 
gan exporting lovastatin to the regulated market only recently. 
“We know we've started late, but we think we can catch up," 
says Satish Khanna, president (bulk drugs) at Lupin. The com- 
pany thinks that focussing on statins that are made using fer- 
mentation technology is the best way forward. So, for now, 
Lipitor, which is made entirely through chemical synthesis, is 
nota priority. 

But, says Khanna, Mevacor, Zocor and Pravachol — the 
drugs made using fermentation and which together have 
sales ofa little more than $10 billion — аге large enough. Lupin 
has one thing in its favour — it already has the basic equip- 
ment needed to make such products, that is fermenters. It has 








made nominal investments to convert some of them from the 
making of TB drugs to that of statins. 

Lupin’s strategy is more akin to Ranbaxy’s than Biocons. Its 
eventual goal is to move up the value chain and sell the fin- 
ished dosage forms of statins, not just the bulk. So it has in- 
vested in a formulations facility in Goa. 

Ultimately, such companies would prefer to use their bulk 
drugs for making their own finished medicines, instead of 
supplying to others. Leaving bulk suppliers like Biocon and 
Krebs to supply to the rest. Krebs expects that, driven by Eu- 
rope and the US, it will make Rs 100 crore (equal to its 2002-03 
turnover) from statin exports in 2004-05. 


Barriers To Entry? 


Early movers in bulk drugs like Biocon hope that not everyone 
will be able to master the technology to make them. Fermen- 
tation involves coaxing strains of micro-organisms to produce 
an ingredient in large amounts. But since they are living or- 
ganisms their behaviour is unpredictable. “You have to virtu- 
ally hand-hold the bugs to get them to behave the way you 
want them to," says Lupin's Khanna. (But there could be a lot 
more finished dosage manufacturers since they can buy the 
bulk from the likes of Biocon and Krebs. And more players for 
Lipitor, as that does not need fermentation technology.) 
Companies say success in statins also depends on the abil- 
ity to manufacture on a large scale on short notice. According 
to Ajay Bharadwaj, president (marketing) at Biocon, the de- 
mand for lovastatin bulk after patent expiry has shot up from 
2 tonnes a year to 30 tonnes a year in the US. At the time of its 
IPO, Biocon had run out of capacity and was going to use 
some of the IPO proceeds to fund expansion. Scale is impor- 
tant also because other things being equal, generics will com- 


Not a done deal yet 


HE situation in the statins market is fluid enough 

even today to alter the size of the opportunity. Just 

last week the UK announced that Zocor can be 
made available over-the-counter (OTC) in a long dose. This 
means patients will not need prescriptions to buy it. 

Merck has been pushing for this. By doing so, it hopes 
to revive sales of Zocor that dropped after patent expiry. 
The incentive for the government to allow OTC sales is this: 
UK wants more people to take statins to prevent heart at- 
tacks. But it also wants to cut its drug bill. 

Last year, the National Health Service is reported to 
have spent nearly a billion dollars on statins for 1.5 million 
citizens. When a drug goes OTC, prices fall. So the UK kills 
two birds with one stone. 

But this is not good news for generics. Apart from the 
falling prices, they would need to make large investments 
and get skills in branding. That could upset their econom- 
ics. Right now, analysts are more worried about its snow- 
ball effect in the US, the world’s largest market. 

So far the US has held out on the ground of patient 
safety. If it sees the UK experiment to be a success, things 
could change. 
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pete on price. "Cost leadership is all-important. There just 
wont be space for small players," Khanna says. So companies 
will have to create significant capacities with up front capital 
investment. A 25 tonne-a-year facility for lovastatin could cost 
Rs 30 crore-Rs 35 crore. This could deter smaller aspirants. 
Then there are companies like Wockhardt who, though they 
possess fermentation know-how, prefer using it for bread- 
and-butter products like vitamins and promising new areas 
like biologicals. 

Another deterrent could be process patents on the statin. 
IntheUK, Merck hadalleged that Ranbaxy was infringing on a 
process-cum-impurity patent on Zocor. This was settled in 
Ranbaxy' favour. But not everyone will be capable of coming 
up with processes that are non-infringing, says Bharadwaj. Yet 
such is the premium attached to process that fights have al- 
ready broken out. Ranbaxy and Biocon have been involved in 
one such dispute since October 2001. According to Biocon's 
red herring prospectus, Ranbaxy has alleged patent infringe- 
ment on certain manufacturing processes used to make inter- 
mediates and bulk of lovastatin and simvastatin. The dispute 
is yetto go to court. 


Party Poopers 


Lanka Srinivas, a director in Aurobindo Pharma, cannot un- 
derstand what the fuss is all about. He contends that statins 
are likely to see as much competition as any other generic. 
"Statinsare no different from any blockbuster molecule. As for 
fermentation, several companies are capable of delivering." 
Hesaysthere could be more players, including Aurobindo, be- 
tween now and 2006, as it takes about that long to get market 
approval. Adds R.T. Ravi, managing director of Krebs: "There 
is definitely a danger ofthe market getting commoditised." 
Which explains Ranbaxy’s strategy on Lipitor. Without ex- 
clusivity, the Lipitor market could degenerate post patent-ex- 
piry into a regular generics game with heavy price erosion. 


And though highly profitable, it will not turn Ranbaxy’s for- | 


tunes. But if Ranbaxy can crackthe case now, it makes the kind 
ofsupernormal profits that others can only dream of. 


It's not just competition from within that Indians need to | 


worry about. Israeli generics major Teva and Sandoz from the: » 
Novartis group are large players in bulk and finished dosages. 
Chinese companies like Zhejiang Haisun that are known to 
compete on cost could also be a threat. They are already active 


| in the unregulated markets. But Indians are banking on 


China's weakness — a small number of USFDA-approved 
manufacturing facilities — and their superior skills at tackling 
regulatory issues in western markets to give them the edge. 

But what if the patent-owners themselves switch tack? In 
the last few years, a couple of defensive tactics are gaining 
popularity among innovators. Taking their brand over the 
counter to patients is one of them. 

Typically, an OTC brand is priced lower but is available to a 
larger audience. To compete effectively, the generic may have 
to make similar investments in building its own brand and ex- 
panding reach, Not doing this could affect generics sales. (See 
‘The OTC Barrier’, BW, 4 August 2003). Merck and BMS had 


| applied to the FLA to take Zocor and Pravachol OTC. Their ap- 


plications were rejected once, but they could try again. Last 


| week the UK allowed low-dose Zocor to go OTC (See ‘Not A 





Done Deal Yet’). 

The other tactic is when the patent-owner decides to ‘au- 
thorise’ a manufacturer to launch a generic during the 180- 
day exclusivity period. That way it makes some money from 
the sales of the generic it has authorised, and does not let the 
generic that has challenged its patent and take away major 
sales. So Pfizer could spoil the party for Ranbaxy ifit authorises 
another drugmaker to market a generic of Lipitor. 

Then there is the question of better drugs hitting the mar- 
ket as cholesterol is an area that draws a lot of research. Pfizer 
is working on a combination of Lipitor with an experimental 
drug called torcetrapib which jacks up the “good” cholesterol 
(the kind the body needs), and works even better to reduce the 
"bad" cholesterol than what Lipitor does by itself. As- 
traZeneca has just launched Crestor or rosuvastatin, dubbed 
a ‘superstatin’ for its effectiveness, that could take market- 
share away from Lipitor. 

But those who've taken the plunge aren't too worried. For 
them, as Khanna says, "Nothing can spoil the statin party” Ж 
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RAMA BUAPURKAR 





HERE is a lot of high-quality 
sales and survey data on the 
characteristics and buying be- 
haviour of different markets in 
the country. However, contra- 
dictory and counterintuitive 
findings exist which cannot be explai- 
ned away as data errors. “It is amazing 
how much we sell in Valparai.” “UP may 
be poor but it buys as much as Gujarat.” 
“The South and West are easy markets 
(read: more uniform and predictable in 
their responses to market activity). The 
North is a bit ofa lottery.” In all, as a witty 
CEO once said: “We are all perfectly 
aligned in our confusion.” 

Marketers have been struggling to 
find a rigorous explanatory framework. 
And that is what the RK Swamy BBDO 
; Guide to Urban Markets provides. It de- 
scribes itself as the "most compre- 
hensive index of purchasing power in 
urban India", covering 784 towns. With 
population of over 50,000, this accounts 
for 7796 of our urban population. 

Even nicer is the total transparency 
of its methodology and data sources. 
Developed by Dr I. Natarajan, formerly 
a chief economist with the National 
Council of Applied Economic Research 
and of MISH fame, the report is a simple 
way of indexing market potential across 
different towns, aggregated into states 
andregions. 

What does it do? Very simply, it pos- 
~ tulates that the market potential value 




























| Base: Top 784 towns 
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(MPV) ofa town is a function of: | 
W the number of consumers a town has, | 
W the means these consumers have, — | 
W the consumption behaviour there, | 
W their awarenesslevels — a composite | 
of exposure to media and extent of | 
female literacy, | 
Ш the extent of market supporting | 
infrastructure that exists. | 

The last four indicators are compu- | 
ted рег capita at the town level and then | 
combined, using certain weights, into | 
the market intensity index (МП). This is | 
a good indicator of the character of the | 
market. I regard it as an indicator ofa | 
market's potential for return per unit of | 
investment or effort. | 





markets that give fewer bucks but the 
returns-effort ratio is far better (like 
Panaji or Chandigarh, ranked 1 and 2 in 
the MII index). And there are the dream 
markets like Greater Mumbai and Delhi 
that offer both bang and bucks — 
number 3 and 4 in МП and number 1 
and 2 in MPV. 

Each of the four indicators that 
make up the МП is derived from sub- 
indicators. Means, for example, is de- 
rived from income, richness and wealth, 
measured by per capita income, pro- 
portion of households with monthly in- 
come above Rs 10,000 and per capita 
bank deposits, respectively. 

The concept of a town index is not 


The Pain & 


If Mil is about the bang per buck that 
a market is capable of yielding, then the 
construct of MPV — that combines МП 
and the number of consumers — is 
about the total bucks the market is 
capable of yielding. A familiar point 
made in the book, which bears repetiti- 
on, is that there are sweat markets with 
low bang for every buck. However, these | 
can yield lots of bucks, as there are so 
many consumers (like UP and lower-in- 
come India). Then there are the sweet 





new. But this one takes the great leap 
forward in its elegant conceptualisation 
of the index and statistical rigour. Macro 
and micro variables have been combin- 
ed brilliantly, and since the data for indi- 
vidual indicators are from widely differ- 
ent sources, estimates have been made, 
and harmonised to a common base. 
This index has obvious value for mi- 
cro-level market planning. However, it 
also enriches conceptual understand- 
ing of the structure of demand in urban 


МІ: market. intensity index 
MPV: market potential value 
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At last a rigorous 
framework to 
understand the 
potential of 
urban markets. 
A look at the 

RK Swamy 

- BBDO Guide to 
Urban Markets 





India, provides insights for strategic 
market decisions, and offers a frame- 
work to try and explain the confusing 
market behaviour we observe. 


Here is a sample of what I found in- | 


teresting in terms of overall themes 
about the market. The first table shows 
the levels of pain and gain in the urban 
market. The 80-20 rule applies even mo- 
re sharply. A full fourth of the total po- 
tential, from this universe of 784 towns, 
lies in Mumbai, Delhi and Chennai 





_______URBAN MARKETS 


alone. Half the population and half the | 


market potential of this universe reside 
in just 24 towns. The next 95 towns form 
the ‘sweet band; with about a quarter of 
the population and potential. It then ta- 
kes another leap of 470 towns to cover 
the next 20% of the market potential, 
definitely a case for serious pain-gain 
evaluation or for reengineered distribu- 
tion and servicing systems. And do we 
need to bother with the last 195 towns. 
accounting for less than 5% of the po- 
tential? Not unless one uses them as fee- 
der points for smaller and rural markets. 

The second table provides the pain- 
gain map of states. No wonder we all lo- 











ve Maharashtra, the highest on gain and | 


the lowest on pain, and just 19 towns 


ain of India 


i 


accounting for 20% of the total MPV. | 
| composition of the “means” indicator, 


UP isa classic case of the Great Indian 


Number Trick. It comprises lots of peo- | 
ple, all consuming a little, yet adding up | 


to alot. It is in the same MPV league as 


Tamil Nadu and Gujarat but with signif- | 


icantly more pain. Bihar, Madhya Pra- 


desh and Rajasthan are stilllow on MPV | 


and МП. Now I know why we dismiss | |... 


anyexamplefrom Punjab and Kerala of- 
fered at meetings with "Oh! That's not 





MPV | Means 
ind шейни: 





| No. of towns - 3 
| MPV range 





Delhi 





Bangalore | 254 

















| (36 of total) ) 
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No. of towns 
| MPV range 
MPV captured - 
(% of total) 
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MPV range 
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| MPV captured - 26% 


- 80-130 
MPV captured - 6% 


typical’. Both are low MPV (potential) 


| but very high MII (quality) markets. In 


jen 





ne MII sweepstakes, four of the top 10 
markets are in Punjab. 

Table 3 looks at towns. Each town 
has been represented by a vital statistic 
that has a 'topline' of MPV (gain) and a 
‘bottom line’ of MII (pain). Notice this 
statistic change as we go down the 
potential categories. Chandigarh, Coi- 
mbatore, Kochi, Vizag, Madurai — ce- 
lebrated small rich towns — have a qua- 
lity of market (MID far greater than the 
potential (MPV). It is exactly the reverse 
forthe top three metros. The AA graders 
are poorer clones of the AAA, and Jaipur, 
Kanpur, Lucknow are sort af ‘stuck in - 
the middle’ markets with 
modest pain and gain. 

Finally, I looked for 
some analysis to explain 
the way L intuitively felt ab- 
out the differences betwe- 
en Mumbai, Delhi, Banga- 
lore and Hyderabad. Table 
4 shows the contribution 
of the four indicators to the town’s MPV 
index. Further drilling down into the: 


Hyderabad has higher per capita inco- 
me, but much lower wealth (per capita 
bank deposits) and lesser afftuent po- 
pulation than Bangalore. Which I guess 
is why we think the Bangalore market is 
justatadclassierthan Hyderabad! W 

Rama Bijapurkar is a market 
strategy consultant. 
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New York is famous for its cabs and its cab drivers. They're known for being loud, they're known for beinc 
and a smile creeps across their face. There are over 12,000 cabs in New York City and they’re all capa 
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Non-stop daily flights from Dubai to New York on the brand new Emirates Airbus A3 
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CONSUMER DURABLES 


N A Monday morning, Antony 
Kuriakose is anxiously staring as his 
14-wheel truck is being loaded with 
Samsung colour televisions at the 
| company's sprawling plant іп 
Greater Noida. On every side, large 
trucks are being piled with Sam 
sung products — TVs, refrigerators, colour 
monitors, washing machines, air-conditioners 
and microwave ovens. In the next two hours 
roughly 1,520 items will be loaded on vehicles 
that resemble Кигіакоѕе5, “I've been waiting for 
closeto two hours for the trucks ahead to be loaded so that my 
turn comes," says Kuriakose, as a forklift places 18 TVs inside 
his truck. "It's a long, 3,000 kilometre drive to Kochi after this 
he adds. Samsung insiders say that this has been the most 
hectic summer so far at the plant. Some even say that the situ 
ation here is beginning to resemble that in China. Sales are 
surging; today Samsung sells around 6.5 lakh more TVs, 1.55 
lakh more refrigerators and 1.5 lakh more washing machines 
than it did just three years ago. 
While the numbers may vary across durable companies 
the pattern remains the same — more and more Indians are 
buying more and more products. All through the 1990s it was 
common wisdom that China was where the new opportuni 
ties lay and India, despite early promise, hadn't quite deliv 
ered. It now appears that India has joined the party. A good 
yardstick to use is where we stand today in the global pecking 
order of durable purchase. In mobile handsets, we are the 
sixth largest (16 million), in colour TVs the fifth (8 million), and 
in two-wheelers the second (5.36 million). More importantly 
say marketers, despite these reasonably large numbers, 
growth will continue to be strong for quite some time to come 
That will lift India higher in relative rankings. (If credit and 
debit card ownership is a secondary indicator of durable 
growth, then there too the numbers seem significant; last year 
close to 7.35 million new credit and debit cards were issued 
Consider that in 2003 the growth in Indian mobile hand 
sets was by far the largest globally. In 2004, sales of handsets 
are expected to rise a further 5096, to 24 million. Then India 
will overtake Korea to become the fifth largest market for 
handsets. Again, the colour TV market, growing at 2595 annu 
ally, is expected to overtake Germany by 2005-06, when, at 
11.5 million sets, it will become the world's third largest after 
China and the US: In two-wheelers, India is already the biggest 
after China. Japan, which was among the biggest markets, has 
remained stagnant for some time. In cars, at a million plus an 
nually, India is number 12. But in the next three years, it is ex 
pected to climb five rungs to be the seventh largest. By then 
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Foreign brands account for 
6096 of the 3.2-million 
refrigerators sold in India 


Indias '200-million middle class’ has finally 
arrived. And global consumer durables 
marketers are taking notice. 

Anup Jayaram reports 
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is expected to overtake Italy, Canada and Brazil, all of which 
are recording negative growth. India's 29% growth in automo- 
biles during 2003 has been next only to China's (which, at 83%, 
seems to be in a different league altogether). 

Fora lot of multinationals, this is very good news. It's been 
evident for sometime now that their 
mainstay markets in Europe, Japan 
and the Americas were no longer 
growing as fast as they had for the four 
decades since World War II. The charts 
above show growth rates across cate- 
gories have remained flat in the US, 
Japan and Europe over almost a 
decade. Even in relatively new prod- 
ucts such as cellphones, growth rates 
have plateaued swiftly. This realisation 
drove MNCs to invest heavily in new 
emerging markets such as India and 
China, hoping that those markets 
would shift. Now while Chinese de- 
mand lived up to its reputation — for 
example, China overtook the US in 


colour TV sales in 1999, and overtook Japan, € ;ermany and Ko- 
rea in cellphone sales in 2001 — India hadn't quite delivered. 
But now, these big numbers from India mean that MNCs have 
yet another engine to compensate for stagnant numbers in 
the West and power sales, 

An official from Philips, London, argues that for his com- 
pany, the big growth is coming from Asia, which is being dri- 
ven by India and China. “Today 2% of (global) volumes is from 
India as opposed to 1*6 just five years ago," he Says. 

By all accounts, Indians seem to be reaching for their wal- 
lets in far greater numbers. In value terms, the Indian market 
for white goods is estimated at $5 billion (Rs 22,500 crore). Add 
to that another $6.6 billion for a million cars, throw in two- 
wheelers sales of $3.3 billion and mobile handsets for $2.2 bil- 
lion — and you arrive at a figure of $17.2 billion. In 1995, the 
same basket of items, excluding cellphones, was worth $5 bil- 
lion. That means the market has grown at a compounded an- 
nual growth rate of 19.3% over seven years. Over the same pe- 
riod, the country's gross domestic product (GDP) grew 6.69%. 

The famous ‘200 million middle class’ (the statistic that 
many companies pegged their 1990s’ strategies on) also seem 
to have quietly arrived. An IRS 2002/HRG analysis pegs the 
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overall durables (CTVs, re- 
frigerators, two-wheelers, 
cars, washing machines, 
phones and PCs) consum- 
ing class at 41 million 
households (24 million ur- 
ban and 17 million rural). 
And these consumers are 
dictating multinational 
strategy as never before. 
They are forcing many 
MNCs that walked away in 
the mid- to the late 1990s to 
take another look at India. 
Haier, the world’s fifth lar- 
gest durables company first 
set up shop here in the late 
1990s. It was called Haier 
Appliances India and was a joint venture (JV) with Hotline. 
Within a year or so, the JV failed. And though the company ex- 
isted on paper, Haier didn't launch anything here. But, almost 
a decade after its first attempt, Haier is back. It has bought out 
its earlier partners, renamed the company Haier India and 
launched a slew of products. So far Haier is importing prod- 
ucts from China — it has invested some $6 million in distribu- 
tion, advertising and brand building since launch in January 
this year — but a factory with investment of $200 million is on 
the cards. Then theres TCL, which first entered India in 2000, 
didn't quite set the markets on fire, and withdrew іп 2002. But 
now it's making a comeback with its global partner, Thomson, 
another company that's taking one more serious shot at India. 
If MNCs returning to India is one indicator of how impor- 


The secondary indicator 


REDIT cards have been in India for well over two 

decades. Over the last three years though, they have 

literally taken over the market, helped along by the 
&rowth in debit cards. Simply put, the plastic boom has 
started to attract more and more Indians. As of end-2003, 
30 million debit and credit cards had been issued. 

India is still not among the bigger markets for plastic, 
even in Asia. But it is by far the fastest growing market. 
During 2003, the card base swelled by nearly 14 million (an 
increase of 8396). So, during 2003, India has added as many 
cards as Taiwan has in total. India is just a shade behind 
China, which added 16.8 
million cards last year. 

In the process, Indians 
have swiped their cards to 
buy goods worth Rs 28,000 
crore ($6.2 billion). The 
average spend by 
consumers on credit cards is 
Rs 24,000 per annum. That's 
not much. The challenge is to 
increase the average spends. And 
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All of India is their stage: Heads of multinationals like Philips India's Ramachandran, 
LG's Kim and Hyundai Motors' Subbu expect the spotlight to be as much on India as on China 


tant the country is to global durables makers today, perhaps a 
more important indicator is that MNCs are for the first time 
developing products for India specifically. The accompanying 
article on page 42 deals with that and other ways in which 
MNCs hope to ride the India boom, indicating a shift in the 
mindsets of companies. 

So what's changed between the mid-1990s and today? 
Some ofthe reasons driving this boom are easy to see — avail- 
ability of credit, greater choice of products, and television 
spurring demand, among others. But, beyond them, some 
very fundamental changes have also taken place. 

One, as its economy has kept growing, India's share of 
global incremental gross domestic product (GDP) between 
1995 and 2003 has increased to a healthy 1596, while China's 


credit card companies are being helped along materialistic 


Indians. Says Nitin Gupta, vice-president and general 
manager (South Asia), MasterCard International: "Consumer 


| spends through cards in India are growing at 2096 a year." 


This is much higher than the GDP growth. Santanu 
Mukherjee, country manager (South Asia), Visa International, 
points out: "Debit cards are a major driver for India, as it fits 
in perfectly with the needs of the Indian consumer." 

To ensure that the card is used in more locations, Visa 


| has introduced a low-cost point of sale terminal developed in 


India. It is expected to be used by small merchants, groceries 
and the like. Over 5,000 such terminals are likely to be 
deployed this year. That should see purchases on cards 
increase sharply. MasterCard is also looking at targeting 15- 
24-year-olds. 
An offshoot of the craze for plastic has been the rise 
in the number of automated 
teller machines (ATMs). 
During 2003, the ATM base 
grew by 7596 to touch 
13,000. Indians just can't 
seem to stop shopping. 


NEELIMA MAHAJAN 
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Dead brands tell no tales 


ANY multinationals are excited by the opportunities 

presented by the Indian durables market today. But 

they must be careful to avoid the mistakes that 
have tripped many a label in the past. Different brands 
failed for different reasons, but the common reason 
behind most failures was that they thought a foreign label 
would automatically mean purchase. 

Hitachi, for example, came in at the top end of the 
market at high prices, but didn't notch up huge volumes. 
At the other end of the spectrum, price warriors like Akai 
met with early success, but couldn't convert it into 
leadership over a longer term. Consumers were just not 
sure about the quality of its goods. 

The consumers also didn't take too kindly to 
companies that offered Indians a limited range of 
products. Braun and Moulinex faced such rejection when 
they launched kitchen appliances. 

The key learnings from their failures? One, there is a 
world of difference between the Indian mid- 

dle class consumer and his counter- 
part in the West. Two, if the product 
is marketed based on its dollar value, 
there will be no takers in a price cons- 
cious India. Three, even if prices are 
low, Indians expect higher quality from 
foreign brands. Four, having an Indian 
partner does not mean surefire success. 
Five, Indians don't like outdated products. 


NANDINI VAISH 


stands at 12%. (India's share of global GDP is 2.3%.) This essen- 
tially means that India is capturing a greater share of the 


world's economic growth. Given that consumption patterns | 


are directly linked to GDP, the durables boom isn't surprising. 


Two, attitudes have changed. Most Indians are not hesi- | 


tant to pledge future earnings to fund current consumption, 
andare keen on getting ahead in a hurry. Therefore, they don't 
mind spending on goods that signal success. A lot of this is 
thanks to the changing population demographics: 50% of our 
population was born after 1982. (The West is facing the oppo- 
site problem of shrinking markets, as birth rates are falling and 
the population is ageing rapidly.) 

Three, thanks to changing attitudes, the needs basket of 
the average Indian has changed sharply. In 1991, 80% of the 
spending was on eight items. Today, it comprises 17 items. The 
new additions include mobile handsets, gifts and durables. 
Due to these pressures, the average Indian is spending less on 
food, grocery and clothing as a percentage of his income, ac- 
cording to KSA Technopak chairman Arvind Singhal. 

Buta more important question is how long will this growth 
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perhaps the most bullish of the lot, expecting the market to 
double year-on-year. That means that by end-2005, the mo- 
bile handset population will touch 100 million, around four 
times today's numbers. White good makers seem to feel that a 
25% year-on-year growth is achievable, which means that the 
market will double roughly every three years. Auto companies 
believe that the market will easily be able to sustain itself at 
volumes ofa million cars plus every year — some like Hyundai 
Motors president B.V.R. Subbu believe that the market will sta- 
bilise at levels of a millionrand a half. 

In fact, some CEOs would have you believe that on the 
longer term, India would offer an opportunity which is at least 
as lucrative as China's. And here's why. 

Many China watchers have long held the view that the big 
wins there came around a decade after the country opened up 
its economy. Given that China has a decade's head start over 
us in reforms, that would mean somewhere around the early 
to the mid-1990s. Many believe that today India is around that 
zone in which demand spurts. CTVs are one area where this is 
visible. Though they were first introduced in 
1982, it wasn't until the very late 1980s and 
the early 1990s that they became widely 
available. What is interesting is that between 
1993 and 1995, 4.2 million CTVs were pur- 
chased. Over the next three years (1996-1998) 
8.7 million CTVs were purchased. Then, over 
the next three years (1999-2001), 15.3 million 
CTVs were purchased. Now, in just two years 
(2002 and 2003), close to 15 million CTVs 
were sold, which is more than what was sold 
in the six years of 1993-1998 and almost 
equal to what was sold in the three years of 
1999-2001. Take two-wheelers. In the seven $ 
years between 1993-94 and 1999-2000, some £ 
15 million two-wheelers were sold. But in the à 
four years between 2000-01 and 2003-04, 17 & 
million have been sold. 

LG Electronics India managing director Kwang-Ro Kim 
believes India is today where China was 5-7 years ago. "Over 
the next five years, India will grow much faster than China," he 
says. Adds Philips India vice-chairman and managing director 
K. Ramachandran: “The addressable market in India is 
smaller than in China, but it is growing much faster." 

Giving India competition, besides China, of course, will be 
some of the larger countries that are currently at the same 
stage market in market evolution that India is at today: dispos- 
able incomes are rising for a large middle class coupled with 
new attitudes towards consumption. For example, officials at 
Electrolux's Swedish headquarters say that outside of Europe, 





| the US and Australia, Brazil is its largest market at 3 billion eu- 


ros. In fact, it is as large as Spain and almost as large as Aus- 


| traliaand Sweden (4 billion euros each) for Electrolux. 


continue and what will the overall durables market look like, | 


say, five years from today? There seems to be some consensus 
among marketers that the current rates will continue for at 
least another half-a-decade. Mobile phone companies are 


But, looking beyond intra-country comparisons, what 
perhaps matters in the final analysis is that India has made the 
transition from being a market that ‘also ran’ to one that mat- 
ters. And that's why this is a turning point. Е 





With reports from Nandini Vaish, Arunima Sinha and 
Neelima Mahajan 
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India customised 


The new MNC offerings are ‘Made for India’. Here’s why... 


ETWEEN the early 1990s and the early 2000s, the | West Asia, Motorola: “The focus on India is much higher now. 


search for large numbers of Indian consumers was a 


bit like the search for the holy grail — every one | 


thought it existed, but they just couldn't find it. Unlike 

the Holy Grail, the story of the absent Indian con- 
sumers has a happier ending. As the lead story argues, they 
have been discovered and they are buying things in ever- 
greater numbers. 

That explains why companies of all hues, but especially 
multinationals, are abandoning old ways of doing business 
here and adopting new ones. They have started using a strat- 
egy that has traditionally been done by the global FMGC com- 
panies. This entails adapting existing products from other 
markets or creating new ones (like Rin) for India. Amongst 
durable companies, this is a new trend. 

Start with Nokia 1100, a model be- 
ing positioned as ‘Made For India’. Work 
on the handset began nearly two years 
ago in Copenhagen. It was based on in- 
puts from emerging markets like India 
and Russia. When the research began, 
the Indian market for cell phones was a 
mere 2 million. But Nokia had read the 
writing on the wall, and they started de- 
veloping a handset for India. “We have 
mobile entry business units in Copen- 
hagen and Helsinki that design prod- 
ucts for emerging markets,” says San- 
jeev Sharma, country manager, Nokia. 

Research had shown that dust was 
an irritant for Indian cell phone users. 
So the thrust of the 1100 was to make it 
dust resistant. The keypad was created 
as a single unit. Plus, a mini flashlight 
was added to it. Today, this is Nokia's 
best selling model in India, selling over 5,000 pieces a month. 

Electrolux Kelvinator is also developing products with the 
Indian market in mind. Says Rajeev Karwal, managing direc- 
tor and CEO, Electrolux Kelvinator: “There is a constant exer- 
cise to produce goods that meet the needs of the Indian con- 
sumer. We will be launching a refrigerator that will keep the ice 
frozen even after a 6-hour power failure." 

Product innovation is perhaps the most important signal 
of how important India is to MNCs. There are others as well. 
Many organisations structures and reporting procedures are 
being altered to favour Indian subsidiaries. Samsung has ac- 
corded the India office the status of a regional headquarters. 
That shows India is among its top markets. It's e other regional 
headquarters are in Beijing, Singapore and Dubai. 

Electrolux India also began reporting directly to its global 
in Sweden. Says Percy P. Batlivala, general manager, South 
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The ‘made for India’ Nokia 1100 ad at 
Mumbai's crowded Haji Ali crossing 


That's because now the Indian consumer is not just confident 
of today, but about the future too. This has resulted in greater 
demand for more expensive products.” 

The India story is also slowly being reflected in the balance 
sheets of MNCs. From hardly anything, India now accounts 
for 1% of Electrolux's turnover, 2.1% of Samsung and 5% of 
LG's turnover. These numbers may look small now. But 
China's Haier expects India to contribute to 10% of its global 
sales in just five years. Many MNCs are looking at India for 
longterm, sustained growth. These companies are clearly eye- 
ing the future with a lot of excitement. 

As MNCs keep upping the ante, Indian players are getting 
edged out. Though their business has grown, market shares 
are falling. Many older Indian TV mak- 
ers are now original equipment manu- 
facturers for international brands. In 
2003, the biggest Indian TV brand was 
Onida, with just f 9.1% — followed by 
Videocon (8.5%) and BPL (6.3%) — of 
the 8 million unit market. In refrigera- 
tors, Godrej comes in at number two 
with 20.4% of the 3.3 million unit mar- 
ket. Videocon is fifth with 10.4%. These 
rest of the market is with the MNCs. 

But the big challenge for MNC out- 
fits will be moving Indian consumers 
up the value chain. After all, while vol- 
umes may be surging, most of the de- 
mand is still for low-end products — 
21” flat TVs, entry-level mobile phones, 
semi-automatic washing machines, 
etc. It'll will be a while before suffi- 
ciently large number of Indians buy 29" 
CTVs or front- loading washing ma- 
chines. However, some like Alok Bhardwaj, director and gen- 
eral manager, Canon India, believe that the move up the value 
chain is not too far away. " Today, there is a greater demand for 
lifestyle products in India," he says. "The aspirations of the 
youth are in sync with that of the global youth. As a result, we 
are launching more contemporary products now." 

For Canon, India is the second fastest growing market for 
digicams and digital cameras after China. Last month Canon 
launched 20 new products in the country. Of these, seven were 
digital cameras. It has even launched a battery-operated cam- 
era phone picture printer targeted at the youth. 

These are the kind of new business opportunities that are 
emerging in the country now. Welcome to Indiashopping! Wi 
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.. Is the current trend of 
 overspending just a phase, | 
or do we need a new direc- | 
tion? Five men debate the 
question in a shopping mall 


MEERA SETH 





HE gross national product includes air pollu- | 
tion and advertising for cigarettes, and 
ambulances to clear our highways of car- 
nage. It counts special locks for our doors, 
and jails for the people who break them. The 
GNP includes the destruction of the red- 
woods and the death of Lake Superior. It 
grows with the production of napalm and missiles and 
nuclear warheads. 
And if GNP includes all this, there is much that it does not 
comprehend. It does not allow for the health of our families, the 
quality of their education, or the joy of their play. It is indifferent 
to the decency of our factories and the safety of our streets alike. 
Itdoes not include the beauty of our poetry or the strength of our 
marriages, or the intelligence of our public debate or the in- 
tegrity of our public officials. — Robert Kennedy | 


One day, an economist, a psychologist, a sociologist, а 
spiritualist and a Man took shelter in a shopping mall. They 
were participating in a ‘Forum for Economic Growth’, | 
which was scheduled in the huge grounds outside the | 
mail. Then it began to rain. While they waited for the rain to 
let up, they saw the dazed mall life around them; they won- 
dered, and debated. 

Sociologist: What we are seeing around us is a new civilisation 
made through consumerism — the economic process of 
bringing ‘those’ goods that ‘they’ have to us and through ‘equi- 
table distribution’ of the same brands, the same foods and the 
same styles, we have a truly globally united world. What we 

have is a civilisation victimised by consumerism. | 





BUSINESSWORLD 43 24 MAY 2004 





Psychologist: What's wrong with consumerism? It gives us а 
drive to work harder, so we earn more; that’s good for inflation 
and the economy. Goods (sensible word!) make life livable. 
When income can be used for alot more than just rice, daland 
umbrella, going to work is all the more exciting. You know 
what's wrong with this argument? You are wary of abundance. 
You are worried that goods have taken over your life, that you 
are being controlled. Hence you say ‘victims of consumption. 


| Why blame trade and economy? 


But then, answer this: are people buying goods or the im- 
agery around it? Do you eat at McDonald's because the burger 


| is good or because you like its packaging: fun, recreation, dis- 


traction from the mundane? It's only people over 45 who look 
for value for money, content rather than packaging, etc. 

Man: One of my friends said: ‘Consumerism is freedom’, I 
asked him, what is freedom? He said: "The spirit that enables 
you to do what you want, the way you want, and being able to 
buy what you want." This is why communist societies are not 


| considered free. It is this definition of freedom that credit card 


companies, loan societies try to tap. Which is why, increas- 
ingly, models in ads are those wearing designer brands, living 
in stylish houses, healthy and successful despite con- 


| sumerisms ills... and not farmers tilling the ground. 


Economist: The spirit of freedom is about freedom from anxi- 
eties, from scarcity, from unmet needs, from inconvenience. If 
it wasn't for consumerism, our lives wouldn't be so conve- 


Wustration: ANTHONY LAWRENCE 





















o nient, why, even our jobs wouldn't be automated. What else 

; accounts for longer lives and more health — only automation. 
33 Where did the money that provided all those research-led 
WP benefits come from? From shopping. 

Sociologist: And what does shopping generate? More brand- 
ing, more designing, more superficial fine-tuning, more law 
suits, more health hazards, more medical bills, more depres- 
sion! Is the world getting better? 

Psychologist: Understand, the world is for other age groups 
too. At your age you dont care whether you use Surf or Ariel, 
Reebok or Nike or Bata... brands and their messages don't 
touch you. You have mentally commoditised products, you 
get angry at the waste of packaging material, a shoe is that 
which covers the feet; a soap is that which cleans. Good. At 49, 
you have simplified your needs and wants, rationalised your 
SKU categories and shopping lists. You don't go shopping any- 
more because you find malls a nuisance, obscene and 
painfully extravagant. When you have time, you go to the 
mandir and not the mall. 

What you have done is opted out ofthe target audience. 
Plus, the audience you belong to is not big enough to sell to 
anyways; because, you see wrong in everything. From news- 
papers (page 3... what trash they write about!), to books (Harry 
Potter?!), to food (burgers? ew!), to clothes (what, only boot 
cuts?) to soap (where is Mysore Sandal?) to TV serials (oh, 
where's Mahabharat?), you are not in the running. Ad budgets 
cant be spent on you because your segment is not worth sell- 
ing to. But do think: your pension will be payed by the super 
profits that your company generates by selling differentiated 
shampoo or cola and today's mall mania! 


OCIOLOGIST: So, if youth is about spending, who is 
saving for tomorrow? Who is building the capital for 


the future? Where is infrastructure's fizz, or is cola | 
enough? Your kind of economics considers even an in- | 


crease in coffin production as growth, so what if those coffins 
are for suicides, aborted foetuses or alcoholic deaths? It's 
growth, just like stress and weight loss programmes are also 
accruals to GDP! In my view, the GDP only measures material 
growth. It certainly does not include all that Maslow ever 
counted on his fingers. It does not cover values, happiness, 
safety. My problem is not with consumption, but with obses- 
sive and excessive consumption. 


be spending on other things. 
Man: Yes of course, how does the content matter of people's 
spending matter? Right? Wrong. Growth should result in 


choices that are for the overall good. But by definition, growth | 


in health costs or the growth of pollution-related costs are also 
GDP growth, Whereas softer values like good social structures, 
happiness, peace are not quantifiable, hence devalued! This is 
further corroborated by the amount of TV watching, which in 
turn influences our aspirations and lifestyles, aided by ad 
spends that further the cause of demand generation. 

Sociologist: TV is a hidden persuader. Your reference point is 
the families you see on TV. Tele-serials are more about upper 
income or business households with huge homes. The 
lifestyles we watch are beyond our means, but certainly not 
beyond aspiration! Therefore, rather than wanting to be like 












the Varmas next door, we want to be like the Viranis on TV. 
What they possess is what we aspire for. But what they hawkas 
entertainment, is an insult to the common mans frugality. 
And such a man becomes acutely aware of the ‘possible’ dis- 
posable income among the rich. Enter crime and dishonesty. 
Man: Okay, the rain has not let up, so let's get serious. There is 
more disposable income today, hence a greater part of the in- 
come is floating in revenue expenditure. The propensity to 
save as a percentage of saving is going down. And we are say- 
ing lifestyle-related spending cannot generate real wealth for 
the economy; there must be a balance between consumption 
and capital expenditure. But is asset building happening? 
That's the actual issue. Current indications seem to suggest 
that there is so much pent up demand for consumption goods 
in India, that all the surplus money is going there. In the last 
four to five years there has been no real investment in asset 
building for the nation, either by way of manufacturing capac- 
ities or real new businesses. 

My dilemma is: is there anything wrong with this 
trend? Finally, downstream, in order to support 
that demand you have to start investing some- 
where. So there is a trickle-down impact. But 
here is the issue: is there an imbalance or is 
it that the country will get used to this 
consumption without adding to assets? 
Economist: Now that can happen. But 
the danger lies in the fact that the 
economy is also global, and hence it 
does not matter if the goods are pro- 
duced in India or elsewhere; as long 
as they are cost-effective we should 
make it amenable. So the government 
is reducing import duties. In the 
process, all the asset building for many 
goods could actually happen outside the 
country, which means that domestic in- 
vestment isn't necessary to support new do- 
mestic demand. So if it is a self-contained sys- 
tem, time will correct regional imbalances. 

Unfortunately, that's not true. As manufacturing 
shifts, it may bypass India and go to the less developed 
economies straightaway, while we will stay at the top-end 













| without building up manufacturing assets, primary assets, 
Economist: But if people didn't spend on all this, they would | 


even agriculture assets. In the interim, we may become a soci- 
ety of shoppers. Meanwhile, the government will make its rev- 
enue from sales and other trade taxes, and will have no incli- 
nation to support investment in infrastructure or 
manufacturing. And over time, your real wealth as a percent- 
age of your economy gets eroded. That's the kind of red flag 
over the Indian economy right now. 

Sociologist: But is enough thought being given to asset cre- 
ationto support both domestic and global demand? There are 
two indicators. One, how much investment are we doing at 
the ground level? Two, are we generating enough India-based 
global MNC players ? The sparks are few and far between. 
Without asset generation, we might end up repeating Roman 
history. The Romans owned all their wealth; they invested in 
roads, conquered alot ofland, had alot of colonies and earned 
alot of taxes. Production, inventory, goods, roads and public 
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works were all in place, so the Romans revelled in consump- 
tion — good living, good eating. Over time, the power began to 
weaken at the core until the colonies started rebelling. This led 
to first a loss of control over the local economy and shortly af- 
ter, the break up of the Roman Empire. 

In the 1970s, America came close to that when they lost 


their manufacturing base. Real wealth was moving out, while | 
deficits mounted. They fought back with the IT revolution — | 


they created alot of intellectual capital out of Hollywood and 
software; not by design, but default. Rather than protect their 


manufacturing, they created new service-based assets — | 
telecom, IT, etc. They have lived off that. But again, the danger | 


is that the core asset is shifting outward. At the same time they 


are financing their consuming society with a huge amount of | 
foreign capital! So much of the wealth creation is owned out- | 
' side while asset creation at the ground level is going through a | 
slowdown. China is building its economy a lot more through | 


asset creation, services, intellectual capital — a wiser way 
of doing it. 
Man: Now look at India. A lot of the consump- 
tion of lifestyle goods is being met through 
imports. Even the domestic lifestyle man- 
ufacturing, in reality, is a shift in asset 
utilisation from low to high-value 
goods. You used to make cheaper 
fabric, now you are making high 













isting assets, rather than create 

fresh assets. Maybe this is a phase; 

but is it time to correct the phase? 
Our net domestic capital formation 
has come down to a trickle. Take the 

two elements of capital formation: 
hard capital and inventory. The inven- 
tories have been reduced, which is good. 
Butthe hard assets? In the last 5-6 years, not 
asingle project of more than Rs 500 crore has 
been announced by either the private or the 
[public sector. It's only been telecom and that's a per- 
ishable asset, although broadband and cables might be more 
lasting assets. 

And why has this been so? Because there are easier av- 
enues. Except for roads, what have we invested in? Let me put 
it this way: there is nothing wrong in having 10 burger brands, 
but if you have only McDonald's then you are in trouble. It 
makes more sense to have 10 brands in competition, so that in 
fighting each other, there are productivity and technology 
spin-offs. But if such competition only helps make a bigger 
burger, then all it does is improve, not increase! It's a question 


of what kind of competition you spin off. If a Coke can at best. | 


generate a Pepsi, then all you have is more cola, fragmented 
demand and similar asset creation. Yes, to some extent we can 
say that the bottled water industry has gained a fillip. Good. 
But then fruit juices are still imports! So how has foreign in- 
vestment enabled home growth in asset creation? 


Growth today comes from backroom operations for global | 
companies. Take the BPOs. If you say we have 8% growth, 4%- | 


value fabric. So it's not as ifyou have | 
created greenfield capacity; you | 
just changed your utilisation of ex- | 








5% has come from helping foreign companies create offshore 
assets to improve their efficiencies and profitability. Through 
these backroom operations, we have just built the ‘servants 
quarters’! No harm too, but is any of that money coming back 
to build a strong rural economy? 

The only asset that is being effectively created is housing. 
But that too is limiting: after a point you need income to sus- 
tain the housing! Can you sustain employment rate out of hav- 
ing more cola and burger factories and call centres? Con- 
sumer goods are not enough. If you borrow a leaf from 
America’s book, you will learn that value comes from intellec- 
tual property. Are you creating enough intellectual property 
around ideas, services, etc? 

Consumerism and consumer goods have created a gener: 

ation of people who are getting short-term satisfaction, The 
long term begs something different. 
Sociologist: Today you are buying not because you have 
needs, but wants. So you upgrade your mobile phone once a 
month, upgrade your car in two years... which is what I call 
overspending on bells and whistles. This is dangerous for an 
economy, unless it is supported by real wealth creation. 80 = 
what are all the new improved cars and mobiles doing? They 
are not adding to the asset base; the newer cars are not eco- 
friendly and don't save energy. This is what Alvin Toffler called 
the pink telephone syndrome: when the organisation fo- 
cusses all its energies on developing a better pink telephone 
because that's the fashion. So are we creating more pink tele- 
phone growth or genuine growth? 


SYCHOLOGIST: Funnily, technology's ability to sat- .—. 


isfy ends the moment you acquireit. Once youhavea - 

plasma screen you will, in fact, watch less TV becatise 

the desire for it was merely an expression of your 
reach and stretch. As long as you did not have it, you liked to 
say: “I must have a plasma screen." It's like a mountain you 
have to conquer. 

Often we hear people say nostalgically that they were hap- 
pier with simpler products which did not have too many fea- 
tures that they had to cope, deal, negotiate, and come to terms 
with. Tech goes through phases of novelty, complexity, more 
complexity, what they call the blinking VCR syndrome. In how 
many homes do you find that the clock in the VCR was ever 
set? Today gadgets come with so many options, mere bells and 
whistles, all claiming more efficiency and what-not... to come 
to grips with them you need to go through a 200- page manual! 
And mind you, you have barely come to terms with the ones 
you already have! Wheres the time to figure it all out? 
Spiritualist: This technology overdrive creates a sense of dis- 
connect, and to get back in touch, to feel ‘together’ again, 
something else takes root: the high-touch industry. 

In the US, that industry came about by the growth of self 
help groups. Oprah Winfrey, Dr. Phil, etc. They provided the fo- 
rum for people who lived disconnected lives. TV became the 
medium to connect people with the masses. It spawned pre- 
production houses for chat shows, and that's what brought 
the in-touch feeling back to ‘disconnected’ living. 

Economist: | see another danger at consumer level. Is the ség- 
ment which is getting by with high spend levels losing value 
for education? In India a lot of organic capital was grown by 
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educating people, the benefits of which India is reaping today. 
That spawned the numerous stellar Indian managers we have 
within and outside India, and that's driving the entire growth 
process today. 


it was an investment in intellectual capital. Yet with the seg- 
ment reaping those benefits today, are they investing in edu- 


drive that our schools put into students! Unless we see signifi- 


the people who are gaining today are not building new skills. 
In 10 years they would have reached their potential, but not 
built any skills that are scalable with the years. They will have 
to find new ways to define employment. 

Spiritualist: The bottom line is simply this: is consumerism 
creating the right role models for value-based living? Gandhi 
mercifully continues to live in our text books, as the quintes- 
sential non-consumer; yet he was the man who gave the first 
lesson in customer service! How about Gandhi the leader who 
taught self sufficiency? His was a value-based leadership, dead 
and gone with the 1940s. 


Self sufficiency today is about having everything. The first | 

" | quest for inner peace comes from dissatisfaction with the ex- 
| ternal. Such a world does not provide self worth. It's not even 
| thereto see or know. Even the leaders are not preaching it or 
| practising it, so as to show it as a worthy pursuit. The only visi- 
| ble pursuits today are materialism and consumerism. And 
| when we follow those, we are just engaged with the body, 
| senses and secular intellect, not the non-secular intellect. 








.. CASE STUDY 
car bought, at age 24, is a Ford Ikon. The mobile, the latest 


Nokia. Life is about body beautiful. So what do we have? Star- 
vation diets, mood enhancers, and pubs straight after work. 


| Suddenly itis a very narcissistic society. 
At that time, nobody saw it as a far-sighted strategy though | 


Sociologist: Socially too, the forecasts look bleak. The nuclear 


; family asa system is going to disintegrate. A lot more women 
| today are in well-paying jobs, hence do not view marriage as 
cation? Everybody wants to study in the US, why? Because our | 
universities are simply incapable of sustaining the quality and | 


essential for social order. Today's slogan is: why marry money 
when І can make it? Also, dissatisfaction with life is going to 


| come at a much younger age, because you will obtain all your 
cant investments in education, all that extra money will not | 
get channelled into core areas. This generation will save less | 
and thus have much less to spend on ће next generation. That | 
is when India may begin to see a decrease in skill sets, because | 


i 
{ 


needs and wants much sooner in life. 

People are more focussed on building houses with mater- 
ial comforts, not homes with relationships! Even after achiev- 
ing success, glory and material wealth, happiness still eludes 
them because they have not invested in relationships. Earlier, 
people reached loneliness when they lost a spouse, which was 
typically at 65-70. Today, that emptiness will hit them earlier. 
The result: a mentally depressed society, higher suicide rate, 
alcoholic ills and rampant unlawful behaviour. 


PIRITUALIST: Yet, take a look at the growing member- 

ships to Vipassana courses, Art of Living courses, sat- 

sangs; the younger lot is veering towards spirituality at 

a younger age, beginning to see all this indulgence in 
materialism as illusory. 

All this is indicative of the breakdown of self worth. That 


All human endeavour so far is linear. Somewhere we need 


| to stop, step off this line ofliving, step out and see if we can find 
| another way of living which will provide balance. Unless we 
| are completely familiar with the opposite, we never learn to 
| enjoy the Truth. So we walk along way down this ‘desire street, 
| which will take us to a deep level of discomfort and dissatisfac- 
| tion. Only after that can we recalibrate our balance; that's 


when we will be willing to slow down, realise the value of rela- 
tionships, spend more time on people. But in India we tend to 


| go through every experience on fast-forward; so we will go 
| through this one very fast and recalibrate very fast too. 


Sociologist: Yes, it’s finally about values. India has no contem- 


| porary sustainable, concrete ‘values torch’ to pass down. It's 
| very upsetting. The parenting habits which we held sacred are 
_ dissipating. Kids are growing without the old family bonding, 
| theresult is that kids themselves seek material goods for giv- 
: ing and getting joy. 


Today, the recalibration of happiness is of a different order. 


| Lam waiting for that next promotion which will shovel in 
| enough to buy a Honda City. After that, all the waiting and an- 
| ticipation vanishes, and with it arrives a new quotient: the 
| farm house. It's never ending. I am not able to promise myself 
| a level of happiness and reach it. There is always a remainder 
_ because the mind keeps recalibrating! 

| Man: So we have neither assets nor values for sustained 
| growth. Real underdeveloped nation! 
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ostudy analysis 1: Arvind Singhal _ 


Europe brought a wider array of prod- 

ucts and services to larger sections of so- 
ciety (rather than just the royalty, clergy, 
etc.), leading to expansion on a sus- 
tained basis. The US has unabashedly 
been the biggest consuming nation in 
the world, and not so surprisingly, the 
| biggest economy in the world. Tightly 
| regulated economies like the erstwhile 
USSR and modern China have seen the 
pitfalls of socialistic ideologies and the 














HIS group of thinkers has man- 

aged to raise several very inter- 

esting issues, Are consumerism, 

materialism and globalisation 
bad? Can growth of services be seen as 
‘asset’ building, compared with invest- 
ment in manufacturing? Are multina- | 
tional companies and their global 
brands bad? Are all of the above leading 
to a breakdown in Indian 'values' and 
rips in the fabric of Indian society? 

I suspect if this conversation was 
taking place 2,000 years ago, the sociolo- 
gists, psychologists, economists and 
spiritualists may have had the same 
wistfulness for bygone eras. India is 
starting on a fast track for economic 
growth, and the national psyche is fi- 
nally shedding its East India Com- 
pany fears. As India prepares for 
economic, social and cultural in- 
tegration with the rest of the 
world, it is reasonable to expect 
many worries about the outcome 
ofthese tectonic changes. 

Let us take each of these issues 
one by one. In the history of devel- 
oped nations, each one of them has 
experienced rising prosperity after 
having acknowledged the power of con- 
sumers and the virtues of con- 
sumerism. The Industrial Revolution in 


benefits of pursuing more capitalistic 
| thecurrent and future growth is likely to 
= = be driven by internal consumers. 
IS al | lip to production, leading to more job 
creation, and thereby starting the virtu- 
thing that India is beginning now). 
Is materialism bad? In my view, ma- 
The author is promoter and CEO of | uesthatwe cherish in our society. Aspir- 
KSA Technopak. | ingfor more/better products and ser- 
| Sometimes, we believe that the quality 
of mental and spiritual life in more ma- 


economic models. In China, the initial 
Hence, consumerism gives a strong fil- 
W | rri | ous cycle of economic growth (some- 
terialism can comfortably co-exist with 
vices does not conflict with our family 
terialistic societies is worse than that of 


growth came from product exports, but 
spiritualism as well as other social val- 
values or our responsibility to society. 
India. This belief is without any sub- 


through our own prism rather than 
from the eyes of those who are born and 
brought up in other societies. 

The bogey of globalisation has been 
| raised for centuries. While free trade 
does bring about challenges for produc- 
ers of goods and services in various 
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countries, it also spurs innovation and 
increases productivity. Strong and capa- 
ble survivors remain. India has much 
latent strength, and there is no reason to 
believe that Indian companies will not 
be able to rise to the challenge of global 
competition. Yes, some will falter and 


_ fade away, but their place will be taken 


up by new ones. 

In a more globalised world, manu- 
facturing is becoming a commoditised 
activity. Increasingly, higher value is 
being added through 'services' such as 
R&D, innovation, product design, and 
superiority in distribution and retailing. 
In such a world, therefore, the share of 
services in the overall economy is in- 
creasing far more rapidly (at the cost of 
the shares of agriculture and manufac- 
turing). Asset and job creation is quite 
feasible through investment in services 


such as food, retail, leisure and enter- 


stance, and arises from looking atothers | 


tainment (besides more ‘traditional’ 
ones such as IT, healthcare and finan- 
cial). In fact, if we compare the manu- 
facturing-led growth model of China 
with the services-led growth that is 
emerging in India, the latter may turn 
out to be better. It is less natural resource 
(energy, water, minerals) intensive and 
less environmentally polluting. 

MNC (and MNC brand) bashing has 
been a favourite intellectual activity in 
India for many decades. Yet, the bashers 
fail to acknowledge that the usual sus- 
pects (the burger and pizza and cola 
companies) have a minuscule share of 
total consumption in India, and for this 


| share, they have committed substantial 


financial investment in India and cre- 
ated as many jobs here. 
And finally, are we seeing any break- 
down of Indian values or sign of wear 
and tear in the social fabric? At least, I 
do not think so. With the slow but 
perennial changes in human 
civilisation, values have always 
evolved to adapt to the social 
needs of the times. We will see 
many changes in the Indian soci- 
ety in the coming decades, but 
there is no reason to think that 
those changes would be for the 
worse. Values and social systems 
will evolve and the same shall hap- 
pen again and again in future millen- 
niums. Let us celebrate India’s new- 
found confidence and wish it success in 
meeting globalisation’s challenges! Е 


Toyota Honours 
Exide with Zero 
PPM Award 








p 


BW Classifieds | 





0 
B 
са 









































фу ada 2: Dr. Siddhartha Roy chive ie 


m spawn crime and corruption. Thegroup | form the bridge between today's con- 
of five seems to have forgotten this his- | sumer and tomorrow's consumption. 
| torical experience. Restrictions on so- | Tosuggestthat young India is squander- 
called consumerism led to fragmented | ing its savings is incorrect. According to 
capacities, a shortage of economies of | the Economic Survey, the total house- 
scale, a lack of competitiveness and | hold savings in the country has gone up 
high cost structures. from 17% in 1996-97 to about 22.5% in 

In the post-liberalisation period, per | 2001-02. In fact, there is nothing wrong 
capita income has grown at the rate of | with private savings. However, public 
4% per annum, which means it will take | savings has come down from 1.796 of 
around 18 years to double, compared (о | GDP to negative 2.5%, so one cannot 
57 years as shown earlier. Possibly, dou- | blame individuals for a decline in sav- 
bling the per capita income in 10 years | ings. What is more interesting is that 








should be the new target. gross domestic investment as part of 

Also, there is not much difference | GDP has declined from 24.596 to 23.796 
between India and China. In a market- | during this period. This has happened 
driven society, it is not possibleto thrust | in spite of the fact that savings were 
restrictive consumption norms upon | available from both domestic as well as 


the products or brands that are used. | foreign sources. However, attractive in- 
China under Mao was forced to wear | vestment opportunities were not pre- 
bluetunics; today's young Chinese wear | sent. For investment to become attrac- 
every possible outfit. Basically, the mo- | tive, markets must expand, hence 
ment the consumer has a choice, she | consumerism needs to be strength- 
| gets out ofthe restrictive contours ofa | ened. In the interest of future asset cre- 
Tha author is economic advisor for the | supply-oriented society. ation, demand must expand. 
Tata group. In earlier times, there used to be a During the mid-1990s, a lot of ca- 
| few affluent consumers who could af- pacities were put up in India. Obviously, 
HE key concern of this group of | ford the good things in life. Acquiringan | further investments will take place only 
five is: are we creating sufficient | overcoat in 18th-century England ora | after demand expands to fully utilise the 
assets and human values for fu- | carin India in the 1970s used to be ma- | existing capacities. Full utilisation hap- 
ture growth? The issues of eco- | jor social events. People had to save for | pened in 2003-04, and once again in- 
nomic growth and its sustainability | years to acquire them. Today, with the | vestments started in automobiles, steel, 
have been the subject of endless debate | spread of consumer finance and credit | cement, petrochemicals, etc. Hence, it is 
in this country. Cassandras of doom | cards, many of the aspirational items | no longer correct to say that future asset 
highlighted the negatives in the Indian | have become affordable to a larger seg- | creationis not taking place. 
economy. They never thought that India | ment of society. I agree with the group of five on the 
could get past the 3.5% Hindu rate of The group of five also needs to un- | importance of intellectual property and 
GDP growth. In the 1970s, percapitain- | derstand that the society saves today in | quality of education. These two things 
come was growing at 1.2% per annum | order to consume a richer basket of | willhelp drive future growth. India's per- 
— at that rate it would have taken 57 | goods and services tomorrow. Savings | formance in recent years has been im- 
years to double our per capita income. pressive, shown by the number of 
At that time, there was no con- patents filed, and the new awareness of 
sumerism around, even electric fans IPR-related issues. A lot more needs to 
and toothpaste attracted a high rate of be done though. As far as the quality of 
excise duty as they were regarded as education is concerned, suffice it to 
luxuries. After all, they belonged to say that international companies 
the consumption baskets of the de- would not be setting up IT, R&D, 
crepit urban middle class! The engineering and pharmaceutical 
poor (and pure) were not sup- development centres here if they 
posed to have electric power and did not have sufficient faith in In- 
hence, no fans. By restricting con- dian education. 
sumption and the expansion of While moving from a semi- 
markets, planners created an feudal to a market-driven society, 
economy of shortages, which led to individual freedom will be of para- 
the creation of a black economy and mount importance. This can lead to 
a thriving smuggled goods market. a clash of cultures. However, a con- 
Once these types of markets develop sumerist society still provides more op- 
outside the mainstream economy, they portunities for entrepreneurial endeav- 
generate unaccounted income and ours and merit-based advancement. W 
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FOLLOWING a series of successful tenu- 
res in foreign banks, Rana Kapoor has fi- 
nally moved into indigenous banking. 
The MD and CEO of Yes Bank wants to 
make it count — by zeroing in on agri- 
culture. Before holding his current positi- 
on, he headed Rabobank as a managing 
partner for five years. He has also been 
the head of ANZ Grindlays Investment 
Bank, and his longest stint — lasting 16 
years — has been at Bank of America. 
Kapoor told BW5 Апија Byotra how 
Yes Bank will differentiate itself in the 
bankingspace, and why he believes it has 
more to offer than the existing players. 


E Yes Bank is an atypical name in the 
Indian banking arena. What kept you 
from naming it Kapoor and Kapur? 

Or why not Kapoor di Hatti? (laughs) To 
build a lasting professional institution, 
you need to corporatise and institution- 
alise every element. It's important to de- 
link with all emotions, or else you get 
partisan about your views. 

IMRBS qualitative research agency, 
PQR, conducted a national research on 
the five-six names we had shortlisted; 
‘Yes Bank’ stood head and shoulders 
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of our business from agriculture” 


above the others. We also looked at vari- 
ous other aspects: a name that can 
become a service trademark, create a 
positive attitude, create customer expe- 
ctations, and a certain feel good factor. 
Allin all, ittooksixmonths to finalise the 
name, logo design and signature. The 
name breaks away from the banking 
clutter. It is a differentiator for us. 


E How do you see yourself vis-à-vis 

other banks, especially the new entrants? 
How will the bank build trust around 

its brand? 

We are industry players, industry insid- 
ers. First and foremost in the differentia- 
tion, we are hardcore professionals 
from the industry. We are industry pla- 
yers, industry insiders. Our intention is 


to set up a professional entrepreneurial 
bank. Two, we bring some formidable fi- 
nancial partners. It is important to cre- 
ate solid trust, solidarity, financial stren- 
gth and tenacity from day one. To a large 
extent, that comes from the financial 
promoters and sponsors of the bank. 
Rabobank has taken a stake of 20%. We 
have already demonstrated a track 
record with them. We also have CVC- 
Citigroup, ChrysCapital and Russel 
Asian Infrastructure Fund as our in- 
vestors (see ‘Yes Bank Investors’). 

The important issue is not the quan- 
tum of money they bring at moderate 
premiums, but the financial strength. In 
abank, you need capital frequently. So it 
is important to de-risk the financial mo- 
del. Our investors have deep pockets. 
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I8 What is your strategy to develop а 
professional entrepreneurial bank? 

We have to think out of the box... be 
innovative. If we have to build size and 
scale, which is so important in banking, 
we have to enterprise. 

Let me tell you how we look at agri- 
business. In agri-business, if you look at 
piecemeal financing, you intensify the 
risk. But if you look at supply chain fi- 
nancing, you mitigate the risk. Our in- 
vestment banking experience has 
taught us that. Now, driving from that, 
you have to look at the components of 
the value chain of agribusiness, and 
know how to take one leg to the next. 
Therefore you need to have a three-way 
arrangement: you lend to a farmer, then 
you have an arrangement with an off- 


. YES BANK 








taker, and you structure the deal. 

A lot of structuring will be required, 
which will create retail spin-offs and 
SME spin-offs. This will create business 
from end to end. Produce will move, 
and you do the truck financing or the 
lorry receipt financing. The produce 
then goes to the warehouse, and you do 
warehouse financing. From the ware- 
house it goes to the processor; you do 
processor financing. And from there to 
the wholesaler or retailer — you finance 
that end as well. Then it gets converted 
to cash or cheque. So transactional 
products and credit products have to be 
created all along the supply chain. 

We also have to do pharmaceuticals, 
telecom and infrastructure. Essentially, 
we will go threadbare into each industry. 
And supply financial products to each 
part of the value chain. Our steps of 
course have to be gradual. We want 30- 
3596 of our business to come from the 
food and agriculture sector. After all, 
agriculture involves 60-6596 of the pop- 
ulation and 25% of GDP; these are im- 
portant statistics. So if we — in 5, 6 or 7 
years' time — engineer and structure 
this properly, and make inroads into the 
business, there аге alot ofimperfections 
in the current financial product render- 
ing that we can improve. 


E You intend to be at all parts of the 
value chain. Are you going to be another 
universal bank? 
Universal banking is the holy cow. Being 


$ 


-Mlyk- Cito ves Bank 
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Маг © Kapoor and Kapur sell 25% stake in | Rabobank 
Rabo India, and infuse these funds 


a one-stop shop is expected. Today, you 


can't be doing this and not doing that | 


because the customer does not want to 


talk to three different providers for a set | 


of products. But we need not design all. | 


products myself. If someone is better 
than us at the game, and if we can do a 
distribution pact with that product 
provider, we should offer that with an 
equal commitment to the client. 


Ш How does your strategy translate into 
the face of the bank? How will you carry 
your differentiation to your branches? 
By and large, there is a view that banking 
is mundane business. Now it has to be- 
come acustomer delight. 

I went to Gurgaon — there are five 





banks in a row on М.С. Road. By and | 


large, everything's the same. Other than 
colours here and there, there was noth- 
ing different. Yes Bank will be a different 


experience, a shift away from the stan- | 


dard. We have a couple ofarchitects, and 
they are looking at creating a different 
theme. But it has to be an Indian model 
and experience. It will be a shift away 
from the traditional branches. The 
model is still evolving. We will have a pi- 
lot ready, probably in Mumbai, by June. 


И But there must be a vision of the 
branches you already have? 

Typically, in a bank, they offer the same 
thing in every branch. [But in Yes Bank] 
if you come to my Nashik branch, you 
may have a desk at the entrance itself, 









E CVC-Citigroup 
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which talks about horticulture, floricul- 
ture, irrigation techniques... so that 
there is knowledge play accruing there. 
Ifitsa branch in Nariman Point, it could 
be talking about capital markets, it 
could have Bloomberg or Reuters flash- 
ing there. If it's in a place like Gurgaon, it 
is not unlikely we'll run an employment 
desk or employment referrals, Or have 
one of our property managers making 
presentations there at certain times. So 
alot of micro-marketing events will take 
place in the branch itself and to create a 
movement around the community 
which banks with the branch. 

When you think of knowledge in- 
dustries, biotechnology and infotech 
come to mind automatically... why not 
banking? The test is how intelligent you 
make your banker today — not just in 
credit evaluation and filling up forms, 
but in developing industry knowledge 
toa large extent. Banking has to have the 
rapport, the knowledge connectivity. 

Bankers have to be entrepreneurial. 
They must talk the client's language. 
This mindset implies training and de- 
velopment. We are setting up a Yes 
School of Retail Banking and a Yes 
School of Specialised Agri-banking, 
largely for internal training. That doesn't 
mean large infrastructure; it is about in- 
tellectual property. 


| E What is your roll-out plan? You may 


have a value-added offering, but how are 


| you going to get consumers to try you 


out for the first time? 

We are the underdogs to begin with. But 
though we are new, there is an initial re- 
lationship capital that my team and I 
bring. A lot has to be done with our old 


clients, before we go to new ones. We 


will begin with corporate banking, in- 
vestment banking and SME banking as 


| apositioning of our business banking 


division, as well as treasury, almost im- 
mediately, We'll introduce private bank- 
ing, merchant banking and asset mana- 
gement products — that's Phase Two. 
With respect to retail, the establish- 
ment and roll-out will be concurrent. 
But retail needs a certain critical mass, 
and that may take 6-9 months to come 
together. With our positioning on the re- 
tail side, and customer experience, we 
should be a differentiated player and 
command a premium. We do not want 
to be a commodity player in retail. — Wi 


aby mahesh murthy | 


Better a clown 


the contra 





The author advises, guides 
and occasionally invests 

in businesses. He can 

be reached at 
mahesh@passionfund.com 


Google 
has never 
shied 
away from 
being 
itself. 
There's a 
lesson 
there for 
all in 
business 


| 











than a clone 


DIDN'T believe it. I had just down- 
loaded Googles official SEC filing for go- 


ing public. Typically a company would | 


say it needed to raise some round sum of 
money. But in Google's filing, the num- 

ber was $2,718, 281,828. 
Exactly two billion seven hundred and eigh- 


teen million and some dollars. І giggled, foras | 


any student whos tried to forget maths knows, 
this number (2.718281828) is the constant ‘e’. 
And instead of raising $2.5 billion or $3 billion, 
Google wanted to raise exactly $e billion. 

Apart from winning the hearts of maths 
buffs, this gem brought forward an important 
point — why is it that people pretend they need 
exactly some round figure sum of money? If it's 
aguess anyway, why don't you say so? 

Google has never shied away from being it- 
self. From the dress code — t-shirts and jeans 
—to the website that has been adamantly sim- 
ple. While the world has rushed to fill their sites 


| with Flash animations and features, these peo- | 
| plehavethe confidence to speak their minds. 


The Google S-1form — which can be down- 


| loaded from www.sec.gov — is a treasure. For a 
| company that did almost a billion dollars in re- 


| venues with over $600 million in profits (imag- 


ine that), it's a refreshingly informal talk about 


| their dreams and everything that could go 
wrong with them. After identifying Microsoft | 





and Yahoo as potential competitors, they con- 





fess: “Both Microsoft and Yahoo have more em- | 
ployees than we do (in Microsoft's case, currently | 
| slides full of nonsense jargon. I asked one why 


more than 20 times as many)." The prospectus 


goes on to shatter every notion about how billi- | 


on dollar companies are supposed to behave. 


The vast majority of listed firms ‘manage’ their | 


forecasts and results to fit what analysts expect 
— and both sides know it's a game of fairy tales. 

Google won't play ball. We can't predict the 
future, they say, and hence we сап" give fore- 


| casts. So please don't ask us. They paraphrase 
their hero, Warren Buffet, and say: "We won't | 


'smooth' quarterly or annual results: If earnings 


| figures are lumpy when they reach headquar- 
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ters, they will be lumpy when they reach you." 

The prospectus is a must-read; not many 
corporates have the gall to say their mission is 
‘Don't be evil’. This to me is a company that has 
achieved outstanding success, then looks arou- 
nd, sees suited-booted people from Wall Street 
telling it what to do, concludes those costumes 
are from a way of doing things that is obsolete, 
and rejects them. 

Wall Street is sweating. Google has forsaken 
the traditional way of raising money — of going 
to investment bankers who would underprice 
the shares and sell it to favoured customers 
who would make a huge amount of money 
when trading opened. Google chose the Net 
and the Dutch auction process that gives the 


| smallest investor the same right as the biggest 


ones. When one firm, Goldman Sachs, tried to 
schmooze its way to get the Google IPO man- 
date, it was summarily fired. This is a company 
that clearly says I'm not part of your system. 
And a company with the size and track record 
to actually change that system. 

Thousands of entrepreneurs should watch 
this IPO closely. If it takes off — I truly hope it 
will — it can drive a stake through the heart of 
the 'old, big bank' way of doing things. It could 
not just make capital markets freer, more trans- 
parent, but also shine a light for other company 
founders to stand up, say what they believe in, 
and reject the path of PR gobbledygook. 

I see entrepreneurs coming to me, in suits 
and ties they're not comfortable in, showing 


he was dressed so. "Sir, all magazines show bu- 
sinessmen dressed this way." Here's hoping that 
the pretence and sham of 'formality' won't stop 
you in what you want to do. 

If you're startinga business, you need to win 
the trust of people around you. If you dress and 
speak like someone you're not, they can see 
through you. If you prefer being in kurtas and 
speaking in Bhojpuri, do so. If you're a clown at 
heart, it's far better to be one, than become 
another statistic in this world fullofclones. WW 
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year, since its inception over two decades ago. 
Today it's conducted in over 20 countries of North 
America, Latin America, Europe, Africa & Asia, Results 
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T's the sort of thing that gets both 
marketers and television pro- 
grammers all-shook-up — one 
with delight and the other with 
fright. It's anew tool from TAM Me- 
dia Research India that measures 
rather accurately the worth of the expo- 
sure a brand gets by being on a part of 


the TV screen ata point. SoifHutchison | 


Sehwags T-shirt, his bat, wrist, or is dis- 


played while Tulsi receives a phone call, | 


it is now possible for broadcasters to 
price the seconds and media buyers to 
measure their effectiveness. 

TAM was recently awarded the Os- 
car of research for making this possible. 
Its paper, 'Evaluating soft brand adver- 
tising on television, was adjudged the 
best in a field of 22 at the Esomar (Euro- 
pean Society for Opinion and Marketing 
Research) Asia-Pacific conference in 
Shanghai this March. The paper took al- 
most two years of research by three se- 
nior TAM managers — Atul Phadnis, Yo- 
gesh Shendye and Akash Chawla. 
Shendye is missing in the 
picture you see. 

Whyis soft advertising or 
in-programme placement 
(and therefore, the paper) 
important? In a word, clut- 
ter. Remember that the 
number of brands advertis- 
ing on TV has gone up from 
over 3,900 in 1993 to almost 
11,000 last year. Almost 
every piece of research on 
television shows that chan- 
nel surfing starts from an ad 
break. In-programme ad- 
vertising as a means to cut 
through the clutter by get- 
ting 'embedded' in a show 
has been discussed for long. 
Some brands did it too — 
Kaun Banega Crorepati win- 


Team TAM: Authors Atul 
Phadnis (L) and 

Akash Chawla (R) 

with CEO L.V. Krishnan 


ners receiving ICICI Bank cheques or 
Jassi getting a De Beers diamond ring. 
News channels already get a sweet sliver 
of revenues from brand tickers running 
along with news scrollers on screen. 
Sports programmers have been using it 
increasingly intrusively. But there is no 
science to it. 

The TAM paper makes it possible to 
measure what you get from ads inside 
programmes and price those seconds 
by equating them to regular TV rating 
points or TRPs. “It is about billable sec- 
onds,” emphasises TAM CEO L.V. Krish- 
nan. “It helps advertisers decide 
whether to spend [say] Rs 3 crore on 
commercial advertising or in-pro- 
gramme placement,” adds Phadnis. 

If you look at the US or Europe, the 
business imperative is clearer, the ac- 
tion more frantic. Already, half the view- 
ers in the US have moved to pay TV, 
which has on offer channels without 
ads. Within this viewership, TiVo-like 
devices, which allow viewers to record 
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programmes or time-shift to watch 
shows without ads at a more convenient 
time, are taking off. So forget clutter, ad- 
vertisers in the US and Europe now have 
to find ways of reaching viewers who do 
not want to see ads in the first place. Ac- 
cording to the paper, Disney's ABC Net- 
work in the US and WPP's Mindshare 
have joined hands to develop comedies 
and dramas. That explains why some- 
thing like this paper is evincing interest 
in the US, Italy and some other coun- 
tries from where TAM is getting queries. 

Krishnan puts the Indian in-pro- 
gramme ad market at Rs 400 crore and 
it's growing. Growth will also come from 
the uses the tool can be put to, like in 
sports programming. Take Samsung. 
Traditionally, it would buy space on 
sightscreens and billboards facing the 
cameras during a cricket match, be- 
cause the chances of being seen on the 
TV screen would be higher. TAM's re- 
search showed that being on a billboard 
where a ball is likely to be hit gives a 
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AM's new 

- paper on 

. in-programme 

. advertising 

_ makes it 
possible to 

measure the 

- impact and cost 

of having a Tulsi 


use a Nokia. 
By Vanita Kohli- 
Khandekar 


brand far better mileage. So it mapped 
out the.parts of the boundary where 


-batsmen tend to hit the most, based on 


two India-Australia one-day interna- 
tionals. Samsung used this information 
to plan its on-ground buys for the latest 
India-Pakistan series. 

You could argue thata lot of thisisin- 
tuitive. Sure it is. But most international 
research has not been able to measure 
the quality of such advertising or how 
the ratings of a regular ad compare with 
the one that sits inside a programme. 
This paper does both. So it has implica- 
tions for broadcasters, advertisers, me- 
dia buyers and researchers globally. 

To figure out how it all works, we 
dipped into the paper for extracts — 
with TAM’s permission, of course. 


‘Sereen Presence 


- Allbranded elements that appear on the 
Screen get captured minute by minute 


E LUTTE 


and each exposure is labelled. So ifthe | 
brand appeared on a player's jersey or | 
on the stumps or on the mike duringa | 


film event, it is tagged, numbered and 
measured. Scan ‘More Gain Per Frame’, 
which shows how three episodes of a 60- 
minute health show — Morepen Tango 
on Star Plus — were analysed. The show 


featured a lot of unique product place- | 
| ership numbers to generate insights on, 


ments. The logo for Dr. Morepen, the 


sponsor, was visible 134 times across | 


the three episodes (average 45 times per 


episode) as part of the programme. All | 
mentions put together— logos, product | 


packs and auditory mentions — the | 


brand came across a whopping 73 times 
on an average episode. In the analysis, 
thelogo of Dr. Morepen scores highest 
on 'duration of exposure' by delivering 
796 seconds of exposure across three 
episodes (average 265 seconds per 
episode). The advertiser can use this 


data to negotiate better with channels. | 
Broadcasters can useitto seehowmany | 


exposures were promised and how | 
many were delivered, and benchmark | 


such sponsorship deals in the future. 
But there is a qualitative angle to it 
and that is what differentiates this paper 
from other international researches, as- 
serts Chawla. All the exposures: are 
screened through a nine-cell matrix (the 
TVscreensplitinto nine cells) to identify 
the prominence levels or quality of ex- 
posure. Certain variables like the size of 
the brand exposed (the area occupied 


byalogoontheTVscreen) andtheangle | 


ofthe exposed brand when captured by 
the TV camera help in doing that. These 
are run through algorithms especially 
developed to determine prominence 





levels. In translation, that means that if | 


the Pepsi logo was at 90° (ramrod 


| like Big Brother and American Idol do а 


straight) or at 45° (slanting), whether it | 


was far away from where the ball was hit | 
or close to it, whether it flashed on ata | ог. 
| product placement. However, this could - 


crucial time in the match or not are all 
taken into account to decide the promi 
nencelevel. Inthe Pepsi example in'On 





Ground Score’, the brand gotthebestex- | 
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posure from ground billboards over all 
the other media it used on ground. 

So the frequency analysis plus the 
prominence levelallowmarketerstofig- = 
ure out the best way to advertise ina — 
show or on live programming. | 


In The Blender SERES 
All this can then be fused with TV view-. a | 





say, the ‘reach oflogos оп jerseys, or theo 
‘average opportunity to see delivered 
through perimeter boards. The mo- 
ment you combine in-programme ad- 
vertising data with the Peoplemeter . 
viewership data, itis possible to find о! 
how many people were exposed to the 
logo and pack-shot. Thése gross ratin 
points (GRPs) cannot be directly com- 
pared with those from in-the-break TV. 
commercials. The reason: GRPs deliv 
ered through TV commercials are more 
effective because they have an emos ` 
tional or rational message. However, 
non-TV commercials expose only the- 
product or the logo, and hence are per- 
ceived to be less effective. They can be - 
down-weighted with visibility factors to 
make them comparable with regular ad ` 
GRPs. So, in ‘Currency Conversión, - 
while scrollers seem more expensive, 
they comeoutasthe more cost-effective 
option, since their CPRP (cost per rating 
point) islower. 


Sporting Opportunities 

Almost anything — sports, game shows, 
personality or news anchor-based 
shows, events, films, general entertain- 
ment programming — could be moni- 
ored forin-programme placements us- 
ng the TAM tool. Internationally, shows 




















good job of using in-show advertising. 
Krishnan reckons that sports and 
events offer far greater opportunity for 





vary even within events, as is evidentin 
"While you were watching. TAM has 
worked alot on the cricket World Cup of 


More gain per frame 
The frequency, duration and ways of exposure 
Average duration / 


Platform Duration 


Email address 


ADVERTISING 


On-ground score 
A report on the quality of exposure 
Brand: Pepsi Event: Cricket (ICC Mini World Cup) Pepsi had 


sponsored ground billboards, ground paintings and the 


sightscreens* 





Dr. Morepen logo 





Ground billboard 








Ground painting 





Sightscreen 








450 _|Pepsitotal _ 








Channel: Star Plus; Programme: Tango; Date: 9-11 April 2003 


Currency conversion 
Exposure-ratings fusion helps price the seconds 
Perimeter 
boards 


Source: ТАМ AdEx | With logos. Figures in 9% 


Scrollers Particulars 











at 1, 
*Sightscreens are e the large screens (boards) behind the batsmen, usually branded. 


While you were watching 


Sports and events offer more opportunities 
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Assuming 1 GRP delivered through a Veiis board is 0.7 GRP as 
commercial. CPRP = Cost per rating point 


compared to a TV 


NEERAJ TIWARI 


2003 and the football World Cup of 2002. 
But, in their overall study, rugby 


emerges as the major sport for brand ex- | 
| largest in the world (after the US, which 
ways to expose a brand within rugby are | 
| is large enough for a country of India’s 


posures within programmes, though 


.. farless compared to cricket. 
The assumption would be that the 
greater the number of opportunities to 


_ include a brand name within a pro- | 
© grammie, the greater would be the dura- | 


tion of exposures; but that's not what 


happens all the time. That is evident if | 


both the quality and quantity of expo- 
sure are measured and quantified as it 
has been in ‘While you were watching. 


- Fine Tuning 


The snakes in this garden are the robust- 
ness of TAM’s Peoplemeter data itself 
and the ethical dilemma. Take the first. 





The idea of fusing the placement data | 
with ratings is great, but will it therefore | 


Platforms 


limit the use of the data to the robust- 
ness of the TAM sample? While the sam- 
ple of over 4,800 meters is the second 


has 5,000 meters), the issue of whether it 


size has been eternally debated. 

That gives riseto the question — will 
it affect the results of any brand analysis 
done using this tool? Most buyers 
reckon that for sports or general enter- 
tainment and even news, the TAM Peo- 
plemeter data is alright. It is when it 
comes to niche programming — docu- 
mentaries, history or business — such 
questions can arise. Since those cate- 
gories are not the ones that would typi- 
cally use in-programme ads, the ques- 
tion becomes irrelevant. 

The second problem is more real. 
The paper brings alive every program- 
mers nightmare. Imagine Pepsi walking 
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up to Balaji Telefilms and asking its 
scriptwriters to work a can into the story. 
Even without the paper, advertisers 
have started working with TV program- 
mers for placing their brands in shows. 
This was always bound to happen 
sooner rather than later. 

"In entertainment, it doesn't matter 
ifthe line between advertising and the 
story gets merged. It's when it comes to 
news or children's programming that 
there is an issue," reckons Krishnan. A 
lot of the possible misuse can be con- 
trolled with regulation. Europe, for ex- 
ample, has restrictions on the use of in- 
programme advertising in children' 
shows. Many developed markets have 
regulations that govern in-programme 
advertising in general. So it is just a mat- 
ter of changing the current advertising 
code to cover such eventualities. 


Let the shaking begin. a 


2b 





The author is with Cyber 
Media and edits 
igital. 


You can email her at 
malab@cmil.com 


One 
journalist 
said that 
the iPod 
was such 
a Sexy 
gadget, 
he wanted 
to ask it 
outona 
date 


y mala bhargav 


Eyeing the iPod: 











the Mini is in 


N any of its delicious colours, it's mouth | 


watering. It has to be owned. To flaunt. 
And you won't want anyone else touch- 
ing it. As one journalist said: it's so sexy 1 


want to ask it out on a date. Apple's iPod | 
| has just got to be the most aspired for and | 
| talked-about gadget on the planet currently. 


Lately, the ultraportable iPod MP3 player | 


has been in the news more than ever. There's 
this recent report about how a woman in Ten- 
nessee bludgeoned her boyfriend to death with 
an iPod! He had asked for it, by erasing the en- 


| tire contents of her player — 20Gb of music | 
| shed collected over months. His problem was | 


that she was illegally downloading the music. 


She went hysterical and bashed him on the | 


head 50-80 times with the iPod in question. The 








boyfriend didn't survive. I guess you could say | 
that's the world's first iMurder. The news report | 
fails to mention whether the iPod survived but | 


suspicions are that it did, being made of a par- 
ticularlytough metal which — apart from mak- 
ing it boyfriend-resistant — also protects it 


from drops, coffee spills, scratches and just | 


about anything else. Then the iPod made 


headlines because Gucci designed a special | 


ebony and beige carrying case for it — the case 
costs almost as much as the iPod does. Still, 
celebrities have lapped it up. 

If you ask the techies, they'll say that no- 


| body'sbeaten Apple at fashion yet. Each pro- 
duct's design cries out: own me. Like the iMac, | 


the iPod has a cult following and there are hun- 
dreds of accessories to satisfy the appetites of 
obsessive iPod owners; glow-in-the-dark cov- 
ers, waterproof hard shell cases for river rafters 
to jackets with iPod controls. 

But the iPod has been in the news for many 
reasons besides crime and fashion. It's being 
talked about because it's the first anniversary of 
Apple's iTunes, the online music store which 
has sold over 70 million totally legal music 
downloads — 30 million short of the target, but 
way beyond expectations and more than the 
piracy-beleaguered music industry could have 
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hoped for. Apple has also sold over 3 million 
iPods, which is 5096 of the market share for 
players of this category. Sony, along with Mi- 
crosoft and other companies, seems to have 
decided that it's time to get cracking. 

The iPod's also the talk of the music world 
because of the launch of the iPod Mini a couple 
of months ago. While the iPod, in some models, 
takes up to 20 or 40Gb of music (that's more 
than most normal people will own all through 
their music-listening lives), the Mini holds 4Gb 
only. That's about a 1,000 songs or 74 hours of 
non-stop listening. This, it turns out, is more 
than enough for most people. Unless you do lit- 
tle else but listen to music (or you live in Ten- 
nessee) you'd be quite happy with 4Gb. So 
happy, in fact, that the iPod Mini now has a 
waiting list of weeks in the US, where it has 
quickly become the gift of choice for Mother's 
Day. It costs $244 or so, if you can get hold of it. 
Not yet launched in India, it was actually avail- 
able in the grey market for a while, but for al- 
most twice the price and with no choice of col- 
ors, which takes half the fun away. Amazon 
runs out of Minis as soon as it gets them. 

To get music on to it, you have to use the 
iTunes software to convert the MP3s to the for- 
mat used bythe iPod. An updated version of the 
iTunes software makes this even easier. There's 
an internal sealed lithium ion battery which 
will last two to four years, after which you'd 
have to buy a new one just as you would for a 
cellphone, and have it replaced by Apple. For 
dayto day useit charges on USB. It's pretty mini 
at 3.6 ounces. It has an excellent clean interface 
and the neatest scrollwheel for functions and 
navigation. The features include games — 
though no recorder or radio — and some of the 
many iPod add-ons make it work like a PDA. 

Actually, for a few dollars more, you could 
get the iPod proper (white only) with 15Gb. But 
people love the Mini. Along with iTunes, ana- 
lysts feel this could turn the fortunes of Apple 
around. It seems to sell more iPods and tunes 
than computers! = 
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9f reckoning. 


Don't miss а second. 


Election coverage. From the people who pioneered it EXPERIENCE. TRUTH FIRST 





vogue 


VANITA KOHLI-KHANDEKAR 


EEPAK Nayar, 44, stopped 
being Indian many years ago. 
He speaks with an American 
accent, wants his apple 
‘pheeled’ and has a sandwich 
for lunch. His tastes, honed 
by over 20 years of living across the 
globe, are now international in every 
sense of the word. Ensconced in a cool, 
classy suite at The Imperial in Delhi, 
selling Mel Gibson's The Passion of the 
Christ, Nayar has to be the envy of every 
wannabe global filmmaker. A global 
taste is something that half a dozen 
organised film companies in India are 
trying to cultivate desperately. None 
have succeeded. Nayar is a natural. 

His Kintop Pictures recently pro- 
duced Bend It Like Beckham. Gurinder 
Chadha's heart-warming tale of two 
girls in England who nurse an ambition 
to play professional soccer grossed a siz- 
zling $100 million worldwide last year. 
That egged Disney's Miramax to snap 
up the American and Australian rights 
for the next Kintop-Chadha production, 
Bride and Prejudice, scheduled for 
release this year. 

This is the first time ever that a major 
Hollywood studio has picked a film with 
an Indian theme and cast. Aishwarya 
Rai stars with Martin Hendersen in this 
Indian masala version of Jane Austen's 
Pride and Prejudice. The last time a stu- 
dio touched a film with an India theme 
was when Sony Pictures distributed La- 
gaan, and that was because its Indian 
arm had bought the satellite rights. 

Also on Nayar's plate are Mahesh 
Mathai's The Sacred Thread and Guri- 
nder Chadhas next, Mistress of Spices. 
But he quickly distances himself from 
any Indian bias. Kintop Pictures devel- 
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ops, produces and distributes what its | 


press release calls ‘cutting edge’ feature 
films from across the world. 

Ithas also produced a string of inter- 
esting and offbeat, yet profitable, films. 
There is Wim Wenders' The Million Dol- 
lar Hotel, with Gibson's company Icon 
Productions, David Lynch's Lost High- 
way and the Oscar-nominated The 
Buena Vista Social Club among a host of 
other films. 

So heis an Indian with a global view- 
point on what could work or not. More 


j 


Deepak Nayar, who was in India recently to distribute The Passion of The 
Christ, feels Indian films are limited by an obsession for the domestic market 
? 34 


largely successful one. After Merchant- 
Ivory Productions, which made some 
interesting ‘art house’ films with Indian 
themes and actors for a global market, 
Nayar is arguably the first Indian to have 
a crack at the same space. And that’s 
where his global sensibility has helped 
him spota film that would work in Thai- 
land and London as well. It is a quality 
that Indian film companies have been 
seeking desperately. 

A knack for plugging into the global 
psyche and to make what audiences 
worldwide want is crucial for the film 
business to survive. India is a very frag- 
mented, sub-billion dollar, unprofitable 
and self-obsessed film market. If Indian 


importantly, his viewpoint has been a | films have to make money, they have to 
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get more people from across the world 
to watch them. The real money, as Hol- 
lywood has proven, is ‘out there. More 
than half of its revenues come from 
overseas markets — from you and | 
watching films like Titanic, Mission Im- 
possible and Finding Nemo. 

India, on the other hand, simply 
doesn't ‘get it’. Don't even think of the 
two truly global Indian films, Bend It 
Like Beckham and Monsoon Wedding. 
They were made by foreign production 
companies and directors of Indian ori- 
gin, not Indians. The other Indian films 
that have done well did so because Indi- 
ans in the US and UK wanted to watch 
weddings and poojas. So our attempts at 
a good global film are sincere at best, like 













Lagaan, or pathetic at worst like Bolly- 
wood Calling. 

Nayar had a head-start there. He has 
been a global film citizen for more than 
20 years now. From being a personal as- 
sistant on Gandhi to unit manager of 
several forgettable films like О.Р Ral- 
һап Pyaas in Mumbai in the 1970s, 
Nayar ended up being hired by Ismail 
Merchant on one of the latter’s trips to 
India. In 1983 Nayar moved to the US. 
After four years of Heat and Dust and 
other films, he returned to India in 1987 
for a shoot. “That is when I decided I will 
not come back to India again. When you 
want to immerse yourself in a (cine- 
matic) language, you have to do it by be- 
ing there,” he says. So Nayar hung on 


Неге іѕ ап _ 


‘Indian who 


knows what it _ 
akes to have — 
global hit. 


and tried to carve his own niche in Hol- 
lywood, producing TV shows like Sec- 
ond Chances on CBS and doing what- 
ever else he could. In 1995 he set up 
Kintop (meaning ‘movie theatre’ in 
German) Pictures, and has been pro- 
ducing and distributing international 
movies ever since. So he is just the per- 
sontoaskthe question — can India plug 
into the global market? 

Nayar dismisses our chances. "We 
did not make money on Bend It Like 
Beckham," he says. The allusion is to the 


in getting the trade to cough up the right 


NAYAR 


CINEMA 





For The Passion of The Christ, Nayar 
met theatre owners himself. It isn't as if 
India doesn't have it, he says. “There are 
so many talented people here." (He 
even asked me if I wanted to direct a film 
and if I had said yes, 1 wouldn't have 
been writing this.) But our obsession 
with the 'very small' domestic market 
limits us, he thinks. 

We can't be thatbad, considering the 
buzz. Is there some snobbery at work 
here? Must a good ‘crossover’ or ‘global’ 
film have Anglo-Saxon faces and big 
studio backing? “A good film is a good 
film is a good film. Monsoon Wedding 
did wellin the US not because it had An- 
glo-Saxon faces but because it was a 
good film,” he says emphatically. “You 
have to set out to make a good film. A 
producer's job is to find talent and nour- 
ish it. Success or failure cannot be the 
motivation to make a film,” Nayar as- 
serts. It has to be the need to tell a story, 
and to tell it well. 

He points to Bend It Like Beckham. 
Nobody wanted to buy it even after it 
was a hit in the UK. That is when Fox 
Searchlight, an American distributor, 
bought it. Bob Burning, a "visionary in 
distribution", picked up My Big Fat 


| Greek Wedding after all the big studios 


had rejected it. Both went on to become 


; major grossers in the US markets. The 


| lessonisanold one: Tell a good story, tell 
disorganised nature ofthe business and | 
the difficult time film companies have | 


numbers on money collected at the box | 


offices in India. 
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| taste. How does one acquire that? 


it well and invest your energy and pas- 
sion in it. You are bound to connect with 
audiences across the world. 

But there is still the question of good 
L 
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Bobby Mitra | 

MD, Texas Instruments (India) 
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Ijust finished reading NOKIA: THE 
INSIDESTORY by Martti Haikio. It is 
a fascinating story ofa company that 
started out as a Finnish wood-pro- 
cessing plant and then transformed 
itself into a global force. From leader- 
ship secrets to financial acumen, it | 
has many inspiring lessons. | 
I avidly read all the books by our 
President, A.PJ. Abdul Kalam. Envi- 
sioning an Empowered Nation: | 
Technology for Societal Transforma- | 
tion was the last one I read. He truly 
inspires all Indians with his vision. 
All his books are wake-up calls. They 
are extensive blueprints for the 
resurgence of India. They show how 
India can! | 
I also enjoy reading poetry, but | 
work pressures seldom allow те | 
this luxury, ` LU | 
ALERT | 
1001 Financial Words | 
David Bach (Oxford University Press) | 


1001 Ө 


Not knowing financial | 
Jargon stops many peo- 
ple in their tracks. This | 
dictionary explains a | 
variety of such terms, 
from foreclosure to 
yield gap. There are | 
also essays on topics like money | 
mistakes, and a quick guide to | 
financial ratios, which demysti- 
fies everything from asset 
turnover to Sharpe ratio. A neat 
reference book, though many 
terms may not be useful in an 
Indian context. 





——————— 
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N the 1950s, the domino theory 
came into vogue as a justification 
for US intervention in Vietnam. 
The Americans argued that com- 
munism was an irresistible force 
in Asia: the fall of one country 
would inevitably lead to the fall of the 
next and so on, until it had toppled over | 
the whole continent. The US militaryin- | 
tervention may have been ineffective in 
that sense, but the economic forces that | 
were set in motion, including the for- 
mation of Asean, probably had some- 
thing to do with the very rapid growth of 
several East Asian economies over the 
next three decades. Asian communism | 
itself changed radically during that | 
time, or became quite the capi- 
talist-roader itself. 

Four decades later, an- 
other domino scenario 
emerged in the same part 
of the world. This time, 
however, the threat was 
not from communism, ac- 
cording to Padma Desai, 
but from unbridled capi- 
talism. The great success of 
the East Asian economies 





SELECTION 


Great leaders 
and their noses 


ЕЁ you are looking for one of those 
quick 'how to become a leader' 
books, then this is not for you. This is 
an academic tome searching for the 
elusive qualities of leadership. The 
search begins in ancient Greek times 
and visits Cleopatra's nose (would she 
have been as imperious a figure if her 
nose had been shorter?), scans 
African kings and queens, Queen Eliz- 
abeth |, Darwinism, Marxism, Hitler, 
de Gaulle and American presidents, 
riffles through the Bhagvad Gita and 
even casts an eye on the infamous 
Emergency days of Indira Gandhi! 


ae 
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The domino 


had given them the confidence to follow 
what was the then IMF orthodoxy and 
open up their capital accounts, despite 


_ theircommitments to pegged exchange 


rates. This had led to enormous inflows 
of foreign capital, almost all of it from 
the developed world, determinedly 
seeking both high returns and protec- 
tion against a depreciating currency, 
which these economies offered. The 
dam had to burst sometime and when it 
did, we had the East Asian crisis of 1997. 

The central theme of the bookis that 
while the East Asian crisis was the most 


| salient event ofits kind, the financial cri- 


sis had manifested itself across the 


| А 
world in one form or another, In the af- 


fluent world, the US saw the end of a 
decade-long economic and stock mar- 
ket boom. Japan, long in 





FINANCIAL 
CRISES, 
CONTAGION AND 
CONTAINMENT 
From Asia to Argentina 


By Padma Desai 


Oxford University Press 


In his quest to solve the mysteries 
of leadership, Burns also examines 
the role of the followers, the humble 
pawns оп the chessboard who may 
have the power to become queens 
themselves. The chessboard, in fact, 


| with its intriguing interplay of kings, 


queens, knights and pawns, forms a 


| fascinating field for the study of lead- 


ership. But why this exercise? "| have 


LEADERS WHO 
CHANGED THE 
WORLD 


By James Mac- 
Gregor Burns 
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the doldrums, seemed to 
sink even further, while Eu- 
rope struggled to come to 
terms with the centralisation 
of monetary policy and stiff 





PADMA DESAI Is a professor of comparative 
economic systems and director of the Centre for 
Transition Economics at Columbia University. 
Desal, a former president of the Association for 
Comparative Economics Studies, is the author of 
several books, including The Soviet Economy and 


constraints on the use of fis- 


Perestrolka in Perspective 





cal policy as an expansionary 
instrument, 

Desai uses the centre-periphery ap- 
proach to make a fundamental distinc- 
tion between causes, consequences 
and responses in affluent versus emerg- 
ing economies. To a greater or lesser de- 
gree, she argues, the rich countries had 
the economic and institutional re- 
sources to manage their situation effec- 
tively. Ori the other hand, the emerging 
markets, new to the phenomenon of 
foreign portfolio inflows, found them- 
selves inadequately equipped to man- 
agethe risks associated with these flows, 
both from regulatory and prudential 
perspectives. It is a basic principle of 
open economy macro-economics that 
acountry cannot combine an open cap- 
ital account and monetary autonomy 
with a fixed exchange rate. The crisis 
countries typically found themselves in 
this scenario, a vulnerability that was 
compounded by a relatively weak insti- 
tutional structure that simply could not 


come to see o leadership not only asa 
‘field of study but as a master disci- 
pline that illuminates some of the 


ence, histor, sociology, philosophy, - А 
theology, literature and psychology," 
says the author. 
Не finally concludes that transfor- 
‘ational change flows from not the 
work of "one great man" but the 
уе achievement of "a great 
ple". After all, even the greatest 
5 but a slave of history. Well 
w ten, with lucid convincing argu- 
ments, the book will add value to 
out collection — even though it may 
тсе you to pursue happiness rather 
4 han Teadership. 
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| A wealth of 


prevent the money from going into all 
sorts of extremely risky ventures, 

Again, while the East Asian dimen- 
sion of the crisis was the most salient, 
the book makes the important point 
that it simply did not confine itself to the 
region. This time, the dominos were all 
over the world. After East Asia, it was 
Russia and Brazil's turn in 1998, and a 
couple of years later it was Argentina's, 
which rocked the world in a reprise of 


the Latin American crises of the 1980s. : 


Here again, an open economy and un- 
sustainable pegs combined with insti- 
tutional weaknesses tipped the pile. 
Most of the book describes the 
specifics of individual country experi- 
ences, both affluent and emerging. The 
similarities come out very clearly. For 
those who are perhaps less familiar with 
the experiences of Russia and the Latin 
American countries, this is an opportu- 
nity to understand these episodes 


theory of crises 





within the conceptual framework that | 


cliches 


JERE is Peter Spann, a 
A guy who has lived the 


: tags to riches fable and 
-can't wait to share the good 


-news with everybody. His 


life story has it all — drama, 

pathos, adventure. He now 

wants to hand you the key to wealth, 

success and, would you believe it, 

finding and living your dream. t- 

doesn't get better than this. ; os 
But what could have been inspira- : 

tional chicken-soup is at best luke- 

warm mulligatawny. Spann might be а_ 
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the book develops. There are.a number 
of inserts or blocks, which explain cer- 
tain technical and conceptual issues, 
thereby making the book accessible to a 
wider audience. 

The final chapter puts forward pro- 
posals for restructuring the interna- 
tional financial system to take into ac- 
count the institutional disparities 
across countries. Desai summarises the 
many recommendations that have | 
been floated before and after the crisis 
— the Tobin tax, a levy on short-term 
capital flows, opportunities for debt 
rescheduling for crisis countries, and so 
on. The basic thrust of these recom- 
mendations is two-fold: tilt the scale of 
incentives as far as possible towards 
long-term, committed capital flows 
while discouraging speculative and 
short-term flows; and, recognising the 
inevitability of crises, provide an effec- 
tive rescue and rehabilitation mecha- 
nism best suited to the needs of the 
country. Although it offers no radical in- 
terpretation or solutions, this book, by 
virtue ofits global scope and coverage, is 
a welcome addition to the literature on 
financial crisis. 


i execution: is a letdown. 
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П DE к жЕ 
7 Reforms must deliver 


HE spectacular fall of Chandrababu Naidu | 


has shaken the throne in Delhi and is rever- 


berating as far as Washington. Here was a | 


man who was consistent in espousal of re- 
forms, who was wholeheartedly devoted to 


the cause of his state, and who steadfastly abjured the | 


double-speak and opportunism of the average Indian 
politician. The fall of 229 points in the Sensex — which oc- 
curred even though the market had already discounted 
the impending defeat of the Telugu Desam Party that exit 
polls had predicted — reflected the shock waves that 
spread through India’s capitalist world. 

It is unreasonable to expect that politicians, even so 
estimable as Chandrababu Naidu, so amiable as Digvijay 
Singh or so lovable as Atal Bi- 
hari Vajpayee, should retain 
power forever. But it is not un- 
reasonable to believe that even 
the electorate would reward 
good work; and of good work 
there is highly visible evidence 
in the glass towers, sleek fly- 
overs and spanking clean 
streets of Hyderabad. The 
trouble is, TDP did poorly 
even in Hyderabad. 

It must also chasten the 
media that their common 
reader had not even heard of 
Y. Rajasekhara Reddy, who is 
likely to succeed Chandrababu 
Naidu. He went on day after 
day, month after month, prick- 
ing the balloons of Chan- 
drababu Naidu's achievements in the Andhra Pradesh as- 
sembly. But he did so in Telugu, and none of the pundits 
had patience for either Telugu or the assembly. 

The upset will receive much attention from analysts. 
They will run a number of horses. The most facile expla- 
nation is anti-incumbency. It received unexpected vigour 
last October, when the governments of Digvijay Singh and 
Ashok Gehlot were turfed out. Both chief ministers were 


believed to be competent, and to have done as well for | 
their states as possible. Although Ajit Jogi's reputation had | 
been besmirched by his alleged association with the sting 


operation on Dilip Singh Judeo, he was believed to have 
administered his state well too. The fall of all three gave 
anti-incumbency fresh plausibility. But it is an explana- 
tion that will be right 50 per cent of the time by sheer 
chance; and in a short enough series it can be right even 





While Chandrababu Naidu had 
great intentions of running an 
ideal government, his plans did 
not suit his civil servants 





not understand economic reforms, that sophisticated 
body of doctrinal policies worked out at considerable cost 
by expensive economists paid by wealthy international 
institutions. More seriously, reforms require the cutting of 
public expenditure and dismantling of subsidies and 
cross-subsidies, which are bound to be unpopular. The 
passions that the World Bank and its hangers-on provoke 
across the globe lend credence to this explanation. 
Except that Chandrababu Naidu was well aware 
of the danger of cutting subsidies, and he did it in severe 
moderation. Anyway, he had stopped doing it in the 
past three years. 

The third explanation would be to blame gods. This is 
likely to come most easily to Chandrababu Naidu, for he is 
a devout man. He was nearly 
blown up by People's War ter- 
rorists, the very ones whom he 
tried to befriend, when he was 
on his way to worship the lord 
of Tirupati. And when he re- 
covered from the injuries he 
suffered then, the first thing he 
did was to go to Tirupati. He 
would not blame his gods; but 
he could with justice blame In- 
dra, the god with a thunder- 
bolt. For the rains have neg- 
lected Andhra Pradesh for 
three years out of the last five. 

But there is a fourth possi- 
bility which should be consid- 
ered: that while Chandrababu 
Naidu had great intentions of 
doing reforms and running an 
ideal government, his plans did not suit his civil servants, 
and they sabotaged them. This may be a surprising thing 
to say about aman who loved micro-management, aman 
who had the whole state in his laptop, aman who was on 
the phone to his district collectors every day. But that 
precisely was his undoing. Although Chandrababu Naidu 
was driven by a love of Andhra and a passion for good 
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| government, he was a poor judge of men. It is an unfortu- 





more often. It is a mindless explanation which will never | 


lose its appeal. 
The next explanation will blame the people. They do 


nate fact of India’s governments that those in power are 
soon surrounded by incompetent sycophants. It requires 
unusual perceptivity and self-confidence amongst rulers 
to thrust these swarms aside and put competent people 
in senior positions. And competent people hate being mi- 
cro-managed. This is a boon for someone who wants big 
results; delegating to bright people acts as a tremendous 
force multiplier. But it is extremely uncomfortable for a 
micro-manager — so uncomfortable that Chandrababu 
Naidu did not even attempt it. In the end, he was pulled 
down by all-round mediocrity. w 
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While investing in an Enterprise Solution, consider 
is better than 
proprietary systems. The fact is, you will have to 
mix and match technologies as your business 
grows and evolves. What matters then, is the 
ability to merge these technologies into your 
existing systems without any hiccups. 


whether open architecture 


With Ramco Systems, you visualize the Enterprise 
Solution that translates your strategic objectives 
into action. You actually see how your solution 
works even before we begin to implement it. And 
keep refining it till you are completely satisfied. 
Even after implementation, making modifications 
is a breeze. On any scale. Whether you need to 
respond to new business demands. Or to counter 
competition. 


Hard to believe? Ramco Systems has already 
implemented several such Enterprise Solutions for 
customers around the world. On its revolutionary 
software platform called VirtualWorks, Ramco 
Systems builds and assembles comprehensive 
solutions. To meet the unique needs of your 


Can your Enterprise Solution 
seamlessly integrate new technologies? 


business. And adapts and modifies the solution as 
your business evolves. What's more, you are free 
to choose just about any technology available 
Without worrying about getting tied down to it 


We deliver all this in remarkably short time- 
frames. And make sure that you never have to 
worry about which technology to deploy. Or worry 
about one part of your business not being able to 
'talk' to another. 


To find out more call: 1600 44 2345 or 


e-mail: info@rsi.ramco.com 
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Suburbs Needed / 


О Ihave spoken to scientists, 
urban planners, business people 
and common citizens on the 
importance of developing 
suburban towns with proper 
infrastructures (‘Sexing Up The 
City, BW, 17 May). All of them 
agree that urban development in Bangalore is 
lopsided and irrational. Even the BATF cannot, and will not, be able 

to solve the huge population explosion, the pollution, immigration and 
congestion. Kempegowda, the architect of Bangalore, established four 
small towers in the four corners of what was then Bangalore city. He 
prophesied that if Bangalore grew beyond these boundaries, it would 
be unable to provide the necessary infrastructure for a quality life. Have 
we learnt anything from our past experiences? 


K.S. Krishnamurthy, Bangalore 








CITIES CANNOT EXPAND 

Though it is nice to see that India is 
improving its cities (‘Sexing Up The 
City’, BW, 17 May), towns should also 
receive the same treatment. If 
employment is not increased in towns, 
more masses will migrate to cities. If 
that happens, the cities will perish. 
Also, you cannot compare Indian cities 
with those abroad. While others have 
time to clean up the streets, Banglore is 
still striving to feed hungry mouths. 
Sunil Chauhan, via email 


| hold until the elections were over, 
despite the fact that oil prices have 
touched an all-time high. Such an 
order for kerosene and LPG, which is 
generally used by the common man, is 
understandable. But the subsidising of 
petrol and diesel has resulted in a loss 
of over Rs 1,500 crore in the petroleum 
sector. This is bad economics, and the 
new government will have to raise the 
price by at least Rs 4 per litre for petrol 
and Rs 2.50 per litre for diesel 

to recoup the losses. 

Such a sharp increase will surely 
cause public resentment, and could 
have been avoided had the govern- 
| ment allowed the oil companies to 
| review their prices. 

М.М. Gurbaxani, Bangalore 


SLIPPERY OIL PROBLEMS 

Ashok Desai's column ‘Power to 
Govinda, The Candidate’ (BW, 17 May) 
was prophetic. Ram Naik directed the 
oil companies to put price revisions on 





THE TEST OF ELECTIONS 

Your article (‘Dial M For Majority, BW, 
10 May) shows that elections are an 
examination in which there are too few 
aspirants and too many evaluators. 
Arun Gargi, Amritsar 












CORRIGENDUM 

In the story ‘Batch Processing’ (BW, 

24 May) the name that read as ‘Cap 
Gemini Ernst &Young’ should have 
read as ‘Capgemini’. We regret the error. 


Write in at | 
editor@bworldmail.com | 


cea" ысын нышана - 
| 
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this issue 


Manmohan & Sonia: The United 
Front of Congress 


coven sow зо! Journey To The Top 


Long before he became the finance minister who kickstarted liberalisation, he had already been a teacher, RBI 
governor and head of the Planning Commission. In recent months, he has helped shape the alliances his party 
needed to win the elections. BW traces Manmohan Singh's path from economics professor to Prime Minister. 


The man and the leader Ashok V. Desai, chief consultant to Manmohan Singh when Dr Singh was 
the finance minister, on the importance of being Manmohan. 





Poll Results A statistical analysis of how the 
Congress won and the NDA lost. 


The Centre Of Power? | Exit Polls Do Indian pollsters need to change their 


. Sonia Gandhi may have relin- predictive model? Or its implementation? 





quished her claim to the prime 
ministership, but she has 
emerged stronger for it. She has 
deprived the BJP of any chance 
to fan nationalistic feelings while 
she manages the rulingalliance. | 


Capital Ideas where interest rates are headed, 
what drove India's industrial growth, and more. 


Interview B.V. Jagadeesh, co- 
founder of Exodus Communications, 
one of the best-known Web-hosting 
< Sonia Gandhi: The hand that companies, is going great guns with 

crushed the lotus NetScaler. He shares his thoughts on 
where the wired world is going. 


The CMP with the Left "fully committed" to the 


Congress-led alliance, there seems to be little to worry about. | B.V Jagadeesh: Bouncing back » 
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зв! Manic Monday 


Brokers in Mumbai walked into their Ip a 
offices, switched on their terminals, 
and then — the sky seemed to crash. 
What spooked the markets? A critical 
account of the crazy Sensex swings, 
and what caused them. 





Kerbside Deals: Frantic phone » ^ 
calls after the market crash 


26 | NPAs Indias distressed debt is waiting to be bought. 
However, vulture funds aren't in a hurry to pick it up. 


44 ВРО Why do some BPO firms have VC trouble, while 
others glide along smoothly? 


52 GM India см is finally showing signs of interest in 
the Indian market. However, it may be too late. 


58 Marketing Professionals are all facing time poverty. 
Any product that takes advantage of that will surely succeed. 
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: в Lawyers 101 


Company secretaries will need to 
appear before the court, thanks to the 
new company law tribunal. A new 
courtroom training programme 
teaches them to argue like hard- 
boiled lawyers. 


64 Bookmark ‘two ‘how-to’ BPO books end up over- 
simplifying the subject. And the search for the real Sonia. 
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24 Ashok Desai The Congress Party 


should not continue with its former policy of 
privatising at a loss. 
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43| Subroto Bagchi cities need CEOs, 


and states need chief ministers. The two posts 
need different skills. 
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Right man in right place 


HAPPENED to be in Mumbai on Manic Monday when 

fear and anxiety cast a pall of gloom over the city. Stock 

prices were in free fall, and most business leaders I met 

could barely conceal their concern at the way the elec- 

tion results had turned out. The country, it seemed to 
them, was headed for a long spell of bad weather, politically 
and economically. 


Just three days later, the markets have recovered and the cap- 
tains of industry are beginning to speak as if the good old days 
are here again. Sonia Gandhi's decision to give up the post of 
prime ministership and hand it over to Dr Manmohan Singh 
is playing out to perfection. It has given Sonia a higher moral 
stature, strengthened the hand of the Congress in general and 
made the United Progressive Alliance look more cohesive 
than it did a week ago. It has also blunted the propaganda 
weapon that the BJP was sharpening, which means the new 
government will have enough Us 
ied Businessworld 
Prime Minister Manmohan 

Singh should use that time to The 
find a way to put India on a sus- [- aig 
tainable, 8-996 growth path. As 
anyone who knows him admits, 
he has the instincts and the skills 
necessary to build a consensus 
out of confrontation. And even if 
the Left slows down disinvest- 
ment and labour reforms, that 
needn't stop the new govern- 
mentfrom moving ahead in other areas, In fact, improving ad- 
ministrative efficiency and removing infrastructural bottle- 
necks could have a greater impact on economic growth than 
disinvestment or labour reforms. As our story on the new gov- 
ernments common minimum programme argues, the fear of 
the Left itself may be overblown: the Left parties have a robust 
appreciation of the political reality and the limited options 
before them. 





In covering last week's dramatic events, we follow Dr Man- 
mohan Singh's rise from “a prop to a principal character"; 
track the causes that led to mayhem in the markets: and also 
analyse the election results from a very different angle. Dr 
Ashok Desai, who wrote the lead article and has worked 
closely with Manmohan Singh, says there is no one like Singh 
in the Indian political structure. To rephrase Singh's own 
favourite quote, ‘You can't stop a man whose time has соте!" 


yA 


TONY JOSEPH, EDITOR 
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F the electoral verdict was a 
shock, the aftermath has been 
even more stunning. In a short 
speech to her newly-elected MPs 
after all hurdles to her coronation 
„ had been cleared, Congress supremo 
Sonia Gandhi did the impossible. She 
declined to be the next prime minister. 

As political strategy, it was indeed a 


‚ ment, Sonia succeeded in giving her im- 
age a fillip, demolished the BJP's xeno- 
/ phobic campaign against her, and 

paved the way for a smooth transition to 
^ anon-NDA coalition government led by 


, theCongress. 


Her decision, though, may have had 


- less to do with politics and more to do 





' witha personal, emotional choice. Ac- 
/ cording to those who know her well, So- 
nia was always a reluctant prime minis- 
ter. Her debutin politics was compelled, 
, muchas she may have preferred to have 
it otherwise, by the rapid disintegration 
* ofthe Congress in 1997. That was the 
time when a string of prominent leaders 
quit to join the BJP. She has stuck on in 
, the belief that she has a historic duty to 
preserve the family legacy. 

When the BJB therefore, mounted 
its campaign to stop her from assuming 





office, her inner coterie braced itself for | 


the worst. And she confirmed their fears 
by telling them that she did not want to 
* beprimeministerifitwas going to spark 


v . offviolence and divide the nation. She is 


_/ believed to have said that the swearing- 
—. inofa prime minister is a constitutional 
^ апа national occasion. If the NDA boy- 
cotts the ceremony and the right-wing 
Rashtriya Swayamsewak Sangh takes to 
the streets in protest, it would send a 
wrong signal in the country and to the 
international community. 


` masterstroke. With that опе announce- | 





POLITICS 


Ultimately, it was a private, family 
decision. After the high drama on Mon- 
day evening, when her allies refused to 
let her step aside in favour of her nomi- 
nee while the entire Congress Parlia- 
mentary Party waited outside in the 
lawns of 10 Janpath for her announce- 
ment, Sonia, her two children and son- 
in-law are believed to have sat into the 
early hours of the morning thrashing 
out the whole issue, weighing the pros 
and cons and assessing the political im- 
pact in the light of the BJP's strident 
campaign against her. 

Sometime in the night, shortly be- 
fore the witching hour, Rahul Gandhi, 
Priyanka and Robert Vadhra are be- 
lieved to have taken a quick trip down to 
the samadhis of Rajiv Gandhi and Indira 
Gandhi. Perhaps they were looking for 
inspiration, a sign from their elders 
guiding them to help their mother make 
the right choice. 

The next day, the country saw a de- 
termined-looking Sonia swing into ac- 
tion, both with her reluctant allies and 
her stubborn party. “I request you to ac- 
cept my decision, and to recognise that! 


| will not reverse it,” she stated at an emo- 


tion-charged meeting of her party MPs 
in Parliament House. It was their first 
brush with the iron fist hidden in Sonia's 
velvet glove. The soft-spoken lady, 
whose tendency to listen rather than 
speak often conveys the impression of 
her as a pushover, turned out to have a 
spine made of steel. 

Whatever emotions may have gone 
into Sonia's decision, the allies and the 
Congress party are finally beginning to 
grasp the political implications of her 
move. And the BJP's sudden silence says 
it all. Sonia has taken the wind out of its 
sails. Much in the manner in which the 
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Sonia Gandhi: India’s 
unlikely iron lady 


She won't be PM, but will probably be equally important 


party lost its most potent hindutva 
symbol with the demolition of the 


| Babri Masjid in 1992, Sonia's exit 


from government has knocked the 
bottom out of the BJP's nationalist 
plank from which it was hoping to 
target the new government. 

Congress leaders and their allies 
privately admit that a Sonia-led gov- 
ernment at the Centre would have 
been under xenophobic scrutiny 
from the day it took office, and the 
BJP would not have lost any oppor- 
tunity to brand it anti-national, 
whether it was a decision on the 
peace talks with Pakistan or the re- 
sponse to terrorist strikes or matters 
relating to economic policy. 

With Sonia gone from the front- 
line, the new government will be ona 
level-playing field. Criticism will 
have to be based on its performance, 
not clouded by an emotive issue. 

At the same time, Sonia has ac- 
quired an almost deific image. In a 
country that worships renunciation, 
she is seen as a martyr and, today, 
she stands above the United Pro- 
gressive Alliance (UPA). Wisely used, 
this status can not only help revive 
the Congress as a party, it can also 
give Sonia the moral authority to 
chart the course for the somewhat 
rickety coalition thrown up by the 
surprise election results. 

This was underlined by the 
DMK's decision to join the new gov- 
ernment after initially opting to stay 
out. DMK leader M. Karunanidhi's 
shrewd political sense told him that 
the government could definitely 
cash in on Sonia's newly-acquired 
stature and stabilise itself. 

There is a strong likelihood that 


Sonia will become the political interface 
between the government and the allies, 
the Congress and its partners. A coali- 
tion government needs efficient politi- 
cal managers, something the Congress 
is desperately short of today. 

Having always been the predomi- 
nant national party, it has never had to 
nurture a Pramod Mahajan or an Arun 
Jaitley to reach out to other parties. To- 
day Sonia is perhaps the only one in her 


Trequest$;you, 
to acceptumy 
decision.arad 
to recognise 

I will not 


reverse it" 





party who has a personal equation with 
the allies, from Laloo Prasad Yadav to 
Ram Vilas Paswan to Sitaram Yechury. 
Andsinceshe will not bein government, 
she would be ideally placed to play that 
vital role of co-ordinator. 

Chere is no doubt she will be an im- 
portant power centre and if she takes on 
the mantle of chief co-ordinator of the 
UPA, all policy decisions will have to be 
routed through her. With her as presi 


dent and chairperson of the parliamen 
tary party, the Congress will become like 
the CPM's Politburo or the Congress 
Manmo 


han Singh's role would be to conce 


party's Working Committee 


on running the government. We can 
safely assume that the prime minister 
office in this kind of a setup will not b« 
the same power centre it has been for 
previous governments and that deci 
sions will be subject to somewhat 
greater democratic scrutiny 

Congress leaders are not quite sur 
how the system will work. However 
they do realise that Sonia — in her mati 
avatar — could be an effective check on 
the Left parties with which they have 
some differences, particularly on eco 
NOMIC issues 

In these circumstances, S 
choice of Manmohan Singh as prime 
minister is ideal. He is a good bureat 
crat, experienced in the art of admini 
tration and most importantly, devoid of 
political ambition. He will be happv to 
let Sonia do the political management 
while he tackles the tricky business of 
governing the country 

Unlike Narasimha Rao, who ult 
mately grew into a threat, Singh is u 
likely to ever challenge her authority 

Sonias biggest challenge, however 
will be the revival of the Congress part 
and its ability to win elections. Toda 
ruling party at the Centre car 
an easy tenure, largely because it fact 
assembly elections in some part of the 
country every year. Sonia's first big task 
and it comes almost immediateh 
September this year, is to win th« 
sembly elections in Maharashtra 

[he Congress-NCP combine did not 
fare too well in the Lok Sabha polls in th 
state. After running an unpopular go 
ernment for five years, the alliance wa 
hit by a 496 swing against it in the Parlia 
mentary polls 

In the assembly elections, the swing 
could be worse, paving the wav fo 
BJP-Shiv Sena government and th« 
vival of the hindutva brigade. It is 
perative for Sonia, therefore, to win th« 
state assembly elections 

[he new government will ultimate! 
be judged on its ability to deliver, parti 
ularly on the economic front. But the 
is little doubt that Sonia has won the firs 


battle in the war ahead 









here. The first is that the 
CPM, which fought and 
won its record tally of seats 
in the Lok Sabha by declar- 
ing that the Congress party's "policies 
and record of government contributed 
to the present plight of the people and 
the country" is its firmest backer. Even 
the Common Minimum Programme, 
the policy blueprint for the new govern- 
.. ing coalition, has been left largely to the 

' Congressto fashion. Contrary to expec- 


-. tations, there is unlikely to be any dis- 
cord on the CMP. which is viewed as a | 


guarantee ofa stable alliance. 

Then there is industry and business. 
It is discovering the virtues of rural de- 
velopment and employment genera- 
tion with spokesmen for the apex bod- 
ies heartily endorsing the new focus on 
_ the rural economy with creation of phy- 
sical and social infrastructure as the pri- 
. ority, A massive push for public invest- 


. THE BIG DIVIDE 
' LEFT: Stop privatisation; bring back 
reservation in privatised industries 
__ INC: Selective disinvestment to drive 
competition and consumer welfare ee 
< LEFT: Foreign capital only where new 
capacities and technology are required 


‚ INC: Silent on FDI, but the over-riding 
goal is to hold 8-10% growth rate 


LEFT: Strengthen LIC and GIC in insur- 
ance; bar foreign companies 





* INC: Committed to modem, world- 
class financial sector and competition 






LEFT: Broaden the direct tax e 
hike tax rates for the affluent, and 
ensure strict compliance 





INC: Major reforms to expand taxpay- 
er base to raise tax; GDP ratio to at 
least 1896 from 14-1596 by end of the 
decade but no increase tax rates 


| 











ture is top of their must-do list. All of this 
adds up to a surprising consensus on 
what needs to be done urgently as agri- 
culture and rural infrastructure are just 
the issues on which the Congress and 
the Left parties are in full accordance. 
It's also respectable now to call sub- 
sidies for the poor (targeted, of course) 


and decree that the public sector needs | 
| highest tally so far. And it is determined 


to be strengthened. “We need a strong, 
vibrant public sector with healthy com- 
panies. The real issue here is not so 
much divestment as autonomy for the 
sector,” says the Confederation of In- 
dian Industry (CID. 

IF the NDAs reform agenda was 
deemed to be right till yesterday, what 
explains the turnaround? 

It appears to be akind of course cor- 
rection. “We shouldn't get carried away 
on the path that we are taking. We need 
to ask ourselves why we are taking that 
path and make suitable corrections.” 


SOME MEETING GROUND 

LEFT: Strengthen public sector in core 
areas by injecting capital and techno- 
logy, and reshaping tax, credit policies 
INC: Public sector in key areas, includ- 


ing infrastructure, to be beefed up. 
PSUs to emerge as global. 


below-poverty-line 


income- tax payers, Antoda odaya $ 


LEFT: Safeguard t the ii to strike for 
all workers; annul Supreme Court ban 


INC: Social security measures to pro- 
tect workers in the unorganised sector, 
and full implementation of minimum 
wage laws for farm labour 
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THE COMMON MINIMUM PROGRAMME 


Hunky and, almost, dory 


.. What with the Left “fully committed” to the UPA 


HERE are many ironies | ment in agriculture and rural infrastruc- 


This is №. Srinivasan, who takes over as 
director-general of СП їп June. 

Such sweet reasonableness all round 
is undoubtedly a response to the shock 
verdict of the electorate in these elec-- 
tions; It's not the establishment alone 
that is taken aback by the results. The _ 
Left Front, led by the CPM, does not 
hide its surprise over the record 62 seats... 
it has secured in the 14th Lok Sabha, its. 


not fritter away the historic mandate. So 


| although it has decided against joining 


the Congress-led government, its sup- 
port from outside will be unwavering. 
"We are fully committed to the alliance,” 

says CPI spokesman D. Raja. As such, 
the CMP which is widely expected to be 
acontentious question “is not a make- 
or-break issue for us”. | 

The reasoning is that since the Con- 
gress is the major party it should be al- 


| lowed to define the contours of the 
| СМР; the Left, keen to avoid rocking the 


AND WAYS TO BRIDGE 
DIFFERENCES 
The Common Minimum Programme will 


agree on the introduction of value- 
added tax across the country. It would, 


г however, say nothing about changes іп 





Make agricultural sector reforms the 
priority and with focus on increased 


| public investment 


i Callfor an Employment Guarantee Act 


i 
i 
! 
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boat, will make its additions and dele- 
tions keeping in view the larger goal of 
keeping the secular front in power. 

Big brother in the front, the CPM, 
despite sharp divergences on some crit- 


ical economic issues, is emphatic that it | 
will not waver in its support. Politburo | 


member Prakash Karat told BW that 
"come what may we will back this gov- 
ernment; our objective is to keep the 
BJP out with a secular alliance." 

So even if the Left has decided to stay 
out of government, there doesn't seem 
to be much anxiety over the stability of 
the United Progressive Alliance (UPA). 
Nor are there any express fears about 
the Left putting a brake on reforms. Ficci 
president Y.K. Modi admits he would 


have been more comfortable if the Left | 
had joined the government, but says he | 


is not unduly worried about any radical 


shift in economic policy. “We have no | 


problems with the CPM in West Bengal. 
My own company is investing Rs 400 
crore in a coal-bed methane project 
there.” Besides, the state is buffing up its 
reforms image by an almost aggressive 
disinvestment policy. There is a similar 
refrain from the CII. N. Srinivasan, who 
takes over as director-general in June.. 
Yet, for all this sanguinity, there are 
two issues on which political cama- 
raderie will find itself tested. Ask anyone 
— the political parties themselves, big 
business or economists — and they are 
unanimous that disinvestment and 
labour could test the UPA. While the Left 
is adamant that there should be no sales 
of profitable PSUs — the CPI, in fact, 
wants a full stop — and the Congress 
maintains that it does not subscribe to 
the Arun Shourie disinvestment-as-ide- 
ology school of thought, there are signif- 
icant divergences. The Congress is ques- 
tioning mainly the goals of the selloff, 
but not rejecting it. Instead of raising 
revenue merely to meet short-term tar- 
gets, itwants such funds to go into a des- 
ignated social development fund. 





The party is very clear that disinvest- 
ment has to go on, but not necessarily of 
money-spinners like IOC and ONGC 
which havea strategic value to the econ- 
omy. So what's the way out? Congress 
party sources say the CMP will recom- 
mend a case-by-case approach, which 
is no different from what the Disinvest- 
ment Commission of G. V. Ramakrishna 
said in 1997 when the United Front (in 
which the CPI was a coalition partner) 
was in power. His main prescription of 
strengthening PSUs where necessary 
and financially recasting the ailing ones 
would take care of the Left's concerns. 

What of revenues, though? Ficci has 
set an annual target of raising Rs 25,000 
crore and called for the closure of all 
loss-making units to fund socio-eco- 
nomic projects in the rural areas. But 
that target is neither feasible nor practi- 
cal given the Rs 16,000 crore or so raised 
by NDA disinvestment minister Arun 
Shourie was primarily from oil firms. 

Srinivasan believes there are many 
ways to skin a cat and says strategic sales 
where the state retains 51% should pro- 


With the Left giving him a free hand, Pra- 
nab Mukherjee is drawing up the CMP 
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Backing Congress: A.B. Bardhan of 
CPI (1st from left), and Harkishan S. 
Surjeet (2nd from left), Sitaram 
Yechury (1st from right) and Prakash 


Karat (2nd from right) of CPM 


vide a way out. If, however, disinvest- 
ment is stalled what would be the reper- 
cussions? Economists close to the 
Congress think that full implementa- 
tion of the Kelkar Task Force recom- 


| mendations on tax reforms would take 


care of the revenue shortfall by with- 
drawing the exemptions that the BJP 
had provided to various lobbies. 

That would leave labour as the 
biggest fly in theointment. On this score 
there appears little hope of movement. 
And yet, it is no cause for gloom either, 
according to some analysts, because the 
labour market flexibilities that are being 
sought would apply only to organised 
sector — just 8% of the labour force. 

On the whole, it seems that the 
country is in for a reforms-as-usual 
agenda although the priorities are 
markedly different. Some liberalisation 
in the financial sector could bruise the 
government (See GRAPH) but could 
also be avoided by some deft give-and- 
take. So what is our verdict on the eco- 
nomic outlook? Better in the states, 
where UPA constituents are in power, 
although at the Centre some of them 
might tend to posture more as a matter 
of political form. 

The best guarantee that UPA will 
take a progressive line on the economy 
is veteran CPM leader Somnath Chat- 
terjee's testimonial for the new prime 
minister. Describing Manmohan Singh 
asa decent person and a knowledgeable 
economist, Chatterjee said: “I will opt 
for him any time over any person in the 
BJE” That is quite an irony because 
Singh was the Left's bete noire till re- 
cently. But is anyone complaining? W 
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ELECTIONS 2004 


How the Radicals beat 
the Conservatives 


A statistical analysis of how the Congress turned the tables 


LMOST as the elections | 


were over, analysts were 
ready with explanations. 
Some thought that the vo- 


ter had turned secular — | 


that he was disgusted with Gujarat, and 


had punished the BJP Then there were | 


others who thought that the Conserva- 
tives' propaganda ofa shining India was 
allbogus, that India was actually in a ter- 
rible shape, and had booted out the 
Conservatives in anger. And others 
thought that the Conservatives had 
got too close to moneybags, and 
ignored the common people. 

Some of these guesses may be 
right. But there is no way of saying 
which one is — or whether any of 
them is. But the figures we have tell 
afascinating story. 

First, the national picture. For 
major parties we have calculated 
four indicators. The first, Ambition, 
is measured by the proportion of 
seats contested. The next one, 
Popularity, is the ratio of seats won 
to seats contested. The third one, 
Efficiency, is the ratio of the pro- 
portion of seats won to the 
proportion of votes polled. The final 
one, Folly, is the ratio of seats fo- 


rfeited to seats contested. Figures are | 


compared for 1999 and 2004. As will be 


the seats. This is partly because it went 
into coalitions and left seats for allies. As 
aresult, its efficiency of conversion went 
up. But independently of its stratagems, 
italso became more popular. 

The two Communist Parties are 
models of prudence. They fight in a 
small number of seats, and are very effi- 
cient at converting votes into seats. 
CPM gained in popularity, which was 
converted into seats. 


The Congress is back in favour, evident from 
such mass celebrations in the Capital 


The BSP threw all caution to the | 


wind; its ambition doubled in 2004. But 


seen, the BJP, which did extremely well | the rise in ambition showed heightened 


in the 1999 elections, became more am- 
bitious, and contested more seats in 
2004. But its popularity slid, it entered 
more foolish contests, and the efficie- 
ncy with which it converted votes into 
seats came down. 

The Congress, on the other hand, 
became more modest. In 1999 it had 
contested five-sixths of the seats; in 
2004 it contested only three-quarters of 


Folly, which rose to an astonishing 
82 per cent. Basically a UP-based party, 
it tried out a bold strategy of extending 
its reach across most of India — and 
failed, this time at any rate. 

Atthe state level we do not have figu- 
res for Efficiency and Folly. But figures 
for Ambition and Popularity enable us 
to carry the analysis of the big shift into 





states. It is clear that higher popularity | 
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was the cause of the Congress picking 


| up large chunks of seats. In most of the 


states, the BJP’s popularity declined. In 
other words, there was a shift from the 
BJP to the Congress in these states. 
There were other states where the BJP 
gained popularity at the expense of the 


| Congress; but the number of seats the 








BJP gained there was relatively small, 

except in Karnataka. The Congress's ap- 

peal improved in more states. It gained 
seats in 16 states and lost seats in13 
states; the BJP gained seats in seven 
states and lost them in 14. 

The BJP lost the largest number 
of seats in UP and Bihar. Although 
there was some shift in popularity 
to the Congress in Bihar, this was 
not the primary cause of the BJP's 
losses. It was the local parties — the 
Samajwadi Party and the BSP in UB 
and the Rashtriya Janata Dal in Bi- 
har — that cut the ground under 
the BJP's feet. Thus, the primary 
factor behind its decline and the 
rise of the Congress is a shift in pop- 
ularity. It helped the Congress that 
it fought in fewer constituencies 
and made alliances; but there was a 
real increase in popular support 
behind the change in its fortunes. 

But the rise of the Congress is not the 
only factor behind the BJP's fall. The 
Congress picked up seats in Andhra 
Pradesh, Haryana, Tamil Nadu, Gujarat 
and Delhi. In Gujarat and Delhi, its wins 
were the BJP's losses; but in the other 
states, other parties — allies or ex-allies 
of the BJP — lost. The BJP's biggest los- 
ses were in UP and Bihar; in neither was 
the Congress the gainer. Congress's 
victory and BJP's defeat are parallel but 
distinct stories. x 

ASHOK V. DESAI & ARUNIMA SINHA 


The national AMBITION (%) POPULARITY (%) EFFICIENCY FOLLY (%) 


picture 1999 2004 1999 2004 1999 2004 1999 2004 
BJP 62.4 67.5 53.7 37.9 14 1.2 7.1 15.7 
BSP 41.4 80.7 6.2 4.4 0.6 0.7 68.4 81.6 
CPI 9.9 6.3 7.4 29.4 0.5 L3 72.2 52.9 
CPM 13.3 12.8 45.8 62.3 1.1 1.4 27.8 21.7 
INC 83.4 77.4 25.2 34.8 0.7 1.0 19.4 19.7 
National parties 239.2 250.8 28.4 26.9 1.0 1.1 33.6 39.7 
State parties 138.1 150.6 21.1 19.2 21 1.0 54.8 54.7 
Registered parties 120.4 164.7 1.5 1.7 0.6 0.7 95.4 96.2 
Independents 358.2 442.3 0.3 0.2 0.4 0.2 99.1 98.8 
Total 856.0 1012.1 11.7 9.9 1.0 1.0 73.1 77.4 


Where BJP lost 
and Congress 
gained 











Change POPULARITY (%) 






Change 


in seats in seats 1999 2004 1999 2004 
Andhra Pradesh -7 19.0 21.4 87.5 0.0 24 100.0 80.9 11.9 85.3 
Нагуапа -4 50.0 100.0 100.0 100.0 9 100.0 100.0 0.0 90.0 
Tamil Nadu E 15.4 15.4 66.7 0.0 8 28.2 25.6 18.2 100.0 
Gujarat -6 100.0 100.0 76.9 53.8 6 100.0 96.1 23.1 48.0 
Delhi -6 100.0 100.0 100.0 14.3 6 100.0 100.0 0.0 85.7 
Himachal Pradesh -2 75.0 100.0 100.0 100.0 3 100.0 100.0 0.0 75.0 
West Bengal -2 30.9 30.9 15.4 0.0 3 97.6 88.1 7.3 16.2 
Maharashtra 0 54.2 54.2 50.0 50.0 3 87.5 54.2 23.8 50.0 
Jammu & Kashmir -2 100.0 100.0 33.3 0.0 2 83.3 50.0 0.0 66.7 
Goa -1 100.0 100.0 100.0 50.0 1 100.0 50.0 0.0 100.0 
Andaman & Nicobar -1 100.0 100.0 100.0 0.0 1 100.0 100.0 0.0 100.0 
Manipur 0 50.0 100.0 0.0 0.0 1 100.0 50.0 0.0 100.0 
Nagaland 0 100.0 0.0 0.0 0.0 t 100.0 100.0 100.0 0.0 
Orissa -2 42.9 42.9 100.0 77.8 0 95.2 100.0 10.0 10.0 
Mizoram 0 0.0 0.0 0.0 0.0 0 0.0 0.0 0.0 0.0 
Sikkim 0 0.0 0.0 0.0 0.0 0 100.0 100.0 0.0 0.0 
Tripura 0 50.0 50.0 0.0 0.0 0 100.0 100.0 0.0 0.0 
Chandigarh 0 100.0 100.0 0.0 0.0 0 100.0 100.0 100.0 100.0 
Dadra & N Haveli 0 100.0 100.0 0.0 0.0 0 100.0 100.0 0.0 0.0 
Uttar Pradesh -19 90.6 96.3 37.6 12.9 d 89.4 91.3 13.2 12.3 
Bihar -18 53.7 40.0 79.3 31.2 -1 29.7 10.0 25.0 15.0 
Assam 0 85.7 85.7 16.7 16.7 -1 100.0 100.0 71.4 64.3 
Meghalaya 0 100.0 50.0 0.0 0.0 -1 100.0 100.0 50.0 50.0 
Daman & Diu 0 100.0 100.0 0.0 0.0 -1 100.0 100.0 100.0 100.0 
Lakshwadeep 0 0.0 0.0 0.0 0.0 -1 100.0 100.0 0.0 0.0 
Pondicherry 0 0.0 100.0 0.0 0.0 -1 100.0 0.0 100.0 0.00 
Arunachal Pradesh 2 50.0 100.0 0.0 100.0 -2 100.0 50.0 100.0 0.00 
Rajasthan 5 96.0 100.0 66.7 84.0 -5 100.0 100.0 36.0 16.00 
Punjab 2 23.1 23.1 33.3 100.0 -6 84.6 84.6 72.7 18.2 
Madhya Pradesh -4 100.0 100.0 72.5 86.2 -7 100.0 100.0 27.5 13.8 
Kerala 0 70.0 95.0 0.0 0.0 -8 85.0 85.0 47.1 0.0 
Karnataka 11 67.9 85.7 36.8 75.0 -10 100.0 100.0 64.3 28.6 


ШШ indicates a decline between 1999 and 2004 ШШ indicates an increase between 1999 and 2004 


Ambition is the proportion of seats contested 

Popularity is the proportion of contested seats that were won 

Efficiency is the ratio of the proportion of seats won to the proportion of votes polled 

Folly is the proportion of contested seats that were forfeited Source: Election Commission of India 
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EXIT POLLS 


Missed by a mile 


Do pollsters need to change the model? Or its implementation? 


F you think that the BJP-led NDA 
wasthe biggest loser in these elec- 
tions, think again. It was the 
polling agencies who got the 
worst drubbing ever. Not only did 
* the exit polls miss the final tally, they 
even got the winner wrong. So much so 
that Congress leader Kapil Sibal has de- 


ey ., manded an apology from TV channels 


/. and accused them of running a cam- 
7. paign for the BJP. 

Even a week after the declaration of 
the election results pollsters and the 


—. media still have no idea how the errors | 


crept in. “We are clueless 
' about what went wrong 


Ы . and where,” says Yash- 


7 want Deshmukh, direc- 
. tor, CVoter, the agency 
which conducted the 





TV channel/publication and 
polling agencies 


NDTV-Indian Express/ 





Pradesh, 30 out of 78 constituencies 
were completely ignored. 

However, at times the researcher has 
no control on the composition of the 
sample. The field officers stand outside 
the polling booth and ask voters if they 
would like to participate in the exit poll. 
Not everyone agrees. “I believe that all 
the polls actually oversampled the up- 
per class as it is more literate and less in- 


hibited, whereas the poorer segment | 


may not have been as forthcoming in 
participation,” says Partha Rakshit, ma- 
naging director, AC Nielsen. 


WHAT THEY SAID.... 


ВЈР+ INC+ 


230-250 190-205 


| 
| 
| 
| 





1 


^7 poll for Star News and Ap Nielsen | 
The Telegraph. “The pre- Sahara/Development and 
; dictions were hugely Research Services 203-219 171-181 | 
wrong. There can be no Zee News/Taleem 249 176 
justification for such a 
.7 large margin of error,” Aaj Tak-India Today/ 248 190 
'". saysVinod Mehta, editor, ORG Marg 
Outlook. Star News-The Telegraph- 
In the absence of a Dainik Bhaskar/CVoter 263-275 174-186 
definitive answer on why 
77 the exit polls failed so " WHAT IT WAS 
' miserably, we tried to ex- i 188 





, ^ aminewhat could possi- 
. bly have gone wrong. 


__ Did They Get The Right Sample? 
Building a representative sample in a 


country like India is not easy. And this 
time pollsters didn’t have access to 


enough profile data, particularly on | 


caste and religion, to understand the 
. demographics well. “There is a tenden- 
cy to segment people geographically. 
Segmentation has to be issue-based," 
says Naveen Surapaneni, a psephologist 
at the Centre for Media Studies. 

Exit polls missed out certain regions 
even though they were important. For 
instance, celebrity constituencies were 
not included in the exit polls. So, in Uttar 


Total no. of seats: 543 (Repolling in Chhapra on May 31) 





! 
| 
| 


In these days of cut-throat competi- | 


tion, every TV channel is trying to outdo 
the other. Each wants to be the first to air 
the exit poll results, so there are huge 
pressures on deadlines. So, given the 
5:00 p.m. deadline, most field officers 
are ina hurry to get the results out. In the 
process they miss a significant chunk of 
voters, In summers voting tends to peak 
in the morning and the evening while 
there is a lull in the afternoon. “Re- 
searchers end up ignoring people who 
cast their votes in the evening,” says 
Jayaprakash Narayan, national co-ordi- 
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for Electoral Reforms, an NGO. 

Most exit polls concentrate on ur- 
ban areas as that makes it easier to get 
the results on time. “Exit pollsters can't 
afford to go to remote/rural areas as that 
would mean compromising on time," 
saysV.B. Singh, director, Centre for Stud- 
ies on Developing Societies (CSDS). 

TV is putting too much emphasis on 
immediacy, leaving no time for valida- 
tion. Privately, research agencies say 
they will insist on a 12-hour window. 

Given the lack of strict supervision 
and the deadline pressures, the likeli- 

hood of fieldworkers 
: fudging data is very 
high. "Suppose one is 










Others going to be paid only if 
he gets 100 respondents 
00-120 and he gets 50 at the end 
| | of the day, һе may. be 
| |. tempted to fudge the 
90-107 rest," says P. Palety, di- 
117 rector, C fore Consult- 
| ing. “Exit pollsters ask 
105 too few questions and 
are often biased in their 
calculations,” adds 

86-98 


CSDS' Singh. 







Did The People Say The 
Right Thing? 

Getting the sample right 
is one thing, and getting 
the people to be honest 
about their vote is another. This year, 
due to the Gujarat riots and other such 
factors, fear psychosis also skewed the 
exit poll results. In Bihar and Gujarat, 


| the predictions were way off the mark. 


“In both the states incidence of violence 
must have led to voterinhibition as a re- 
sult of which they did not reveal their 
preferences honestly" says Rakshit. 
Market strategy consultant Rama Bi- 
japurkar says: "1 feel that the minority 
community — poor, Muslims and per- 
sons of low caste — might have voted for 


| the Congress, but did not, or rather 
nator, Lok Satta and National Campaign | could not, say that openly.” But thereis 
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no way of checking the extent to which 
this altered the results. 

Unlike people in the West, Indians 
are generally not very comfortable talk- 
77 ing about their political preferences. 
^. “Indians do not always give honest opi- 
. nions — they give convenient answers 

. instead,” says S. Thiagarajan, who stud- 
^. jes voter behaviour and runs a society 
7 called Pollcasters. This is so specially 

` when they have voted against the estab- 
lishment. G.V.L. Narasimha Rao, ana- 
‚ lyst, Development and Research Ser- 
vice, says: “It seems silence on the part 
7 of supporters of the Congress and its al- 

. lies has resulted in undermeasurement 
of their electoral support." 

Thiagarajan says that another possi- 
blereason could be that people saw the 
'. BJP’s India Shining campaign as arro- 
. gant and patronising. "This probably 
/ caused the Indian public to go into a 
-—, shell Voters were reluctant to come out 

and say what they actually felt." 


^ Was There A Problem In Converting The 
' Number Of Votes To Seats? 


Vote conversion was the biggest issue, 
concedes NDTV's Dorab Sopariwala. "It 
* takes a lot of skill and a lot of luck,” he 
_ says. This time local events had a bear- 
ing on the results. But the exit polls 
‚ failed to capture tactical and localised 
voting patterns across the country. 
; India has the first-past-the-post 
'. polling system, where there is no direct 
,' correlation between the number of 
votes and the number of seats. In sucha 
situation one can at best do some guess- 
’ work. “At the micro level things are fine, 
_ but our projection models do not work 
"when there is a landslide as it is a multi- 
4 cornered contest,” says Deshmukh. For 
instance, in Uttar Pradesh, four main 
v"? parties as opposed to two in most states 
“ made it difficult to predict the final out- 
come accurately. ^When there are 4-5- 
cornered contests, detailed calculation 
of the vote swing becomes very crucial. 
Even a 196 difference can lead to a large 
error," says Palety. 

Indian pollsters follow a model used 
in the UK, but they haven't tuned it to 
suit the Indian context. It is now clear 
that a fractured verdict is a reality in In- 
dia. Perhaps it is also time to change the 

^ projection model too. m 
NEELIMA MAHAJAN & DEBOMITRA SEN 
With reports from Amitava Sanyal 











MEDIA ROOM 


O strengthen its business posi- 

tion, HT Media plans to enter the 
large Mumbai newspaper market in 
the near term (next 18 months) by 
launching a new edition of its flag- 
ship, The Hindustan Times." That line 
is from a Crisil release last month, 
which assigned a P1+ rating to HT 
Media's commercial paper. It con- 
firms what HT has refused to for long. 
That after dithering for over 10 years 
about a Mumbai edition, it is finally 
entering The Times of India's home 
market. HT Media a holding company 
for the Rs 3,000-crore K.K.Birla 
group's media business was formed 
in July 2003. About 1596 of the eq- 
uity in HT Media was picked up by 
Henderson Global Investors for 
Rs 100 crore, setting off uncon- 
firmed reports about a Mumbai foray. 
The Crisil paper, incidentally, states 
clearly what was suspected all along: 
that HT derives a lot of its creditwor- 
thiness and financial strength from 
its real estate income in New Delhi. 








{ 


| 


| 





biggest loser among the four na- 


| tional business dailies is The Hindu 


Business Line. 


AST week we wrote about a TAM 

tool that measures in-pro- 
gramme advertising, something that 
global media buyers and advertisers 
bet is the next big thing. Well, it has 
already has already surfaced in India. 
Mudra’s media arm OMS has set up 


| Brandcast. Its job is to find opportu- 


nities for brands to associate with 


| entertainment content. OMS Brand- 


cast has already put Electrolux, Sam- 
sung, Grasim and other brands in- 
side shows or associated with 
characters from shows. Watch out 
for this new 'embedded' advertising 
to take off before the regulators and 
consumer fora wake up. 


HILE on media buying, the bat- 
tle for No. 1 in India is being 






Business as usual? 
Readership (000s) Target group: All India, 15 years+ 
Lo d Lm Change (2003 over 2002)% 
| 986 226 ORE 
700 4 
| те 
500 ~ 367 354 тпе Financial Express 
300 -60 : Business Standard 
[| -71 126 —— 
100 4. 85 65 50 48 8 The Economic Times 
"ENG о HQ The Hindu Business Line 
2001 2002 2003 E The Financial Express 
FOP, CTIA) E Business Standard 
Source: NRS & Lodestar Media 








PEAKING of newspapers, a few 

weeks back we got a tip-off that 
The Economic Times has been losing 
readership. So we checked out the 
numbers and discovered (surprise) 
that it had risen by about 6% in the 
15 years+ age group. (See ‘Busi- 
ness As Usual?’.) The figure is higher 
is you take 12 years+. But as one 
media buyer quipped: “I wonder how 
many 12-14-year-olds read ЕП” The 
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fought out by WPP’s Mindshare and 
Sam Balsara’s Madison Communica- 
tions say observers. These two co- 


| mand alion’s share of the Rs 8,000- 
| odd-crore of media bought and sold 


in india. Most other buyers admit 
that they end up discounting heavily 
just to get business. The question is 


| if Balsara's Madison can fight Mind- 


share why are the others quiet? W 


VANITA KOHLI-KHANDEKAR 





Graphics: NEERAJ TIWARI 
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ESERVE Bank of India governor 

ҮМ. Reddy has left interest 
rates untouched in his new 
monetary policy. But there are 
ample indications in his statement 
to show that he is a bit worried 
about the possibility of inflation 
picking up in the coming months. 
This is why many in the financial 
markets expect interest rates to 
start climbing very soon. 


4 


NE of India Inc.'s most 
stunning achievements in 

recent years is working capital 
efficiency. A new study of various 
financial parameters by the Centre 
for Monitoring Indian Economy 
(CMIE) shows that working capital 
as a percentage of gross sales has 
fallen dramatically for our 
manufacturing companies — from 
11.2% in 1996-97 to 2.3% in 
2002-03. Other ratios of operating 
efficiency, too, have improved. 

Over the same time, growth in 
gross fixed assets has been declin- 
ing — from 19.4% in 1996-97 to 
6% in 2002-03. And return on capi- 
tal employed has gone up from 
19.5% to 23.1%. These numbers 
prove the widely held belief that 
industrial growth in India has been 
driven by efficiency rather than by 
asset creation. 

us 


HE furore about excess perks 


public. So are perks a sophisticated 
form of loot? 

Standard finance theory 
suggests that this is indeed so. 
Perks are a form of "private 
benefit" — a way for senior 
managers to help themselves to 
some of the surplus a company 
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eic IDEAS 


by Niranjan Rajadhyaksha 


generates. But this would also 
mean that companies with excess 


| cash flow and no investment plans 


would be the ones most likely to 
lavish their bosses with needless 
perks. Also, companies that have 
strong monitoring by external 
agencies should be those giving 
out lower perks. 

In a new paper for the National 
Bureau of Economic Research 
(NBER) in the US, Raghuram Rajan 
of the IMF and Julie Wulf of the 
Wharton Business School put these 
theories to test. Using data from 
300 top US firms, they show there is 
little to justify the popular view that 
perks are merely a form of manage- 
rial excess. (Though that may be the 
case for some individual companies 
like Enron and WorldCom.) 

Rajan and Wulf say that they 
have “evidence that perks are of- 
fered most in situations where they 
are likely to enhance managerial 
productivity”. So senior managers 
will now have a scientific way of jus- 
tifying their expense accounts! 


Æ 


LITTLE bit more on productivity 

growth in India. Economic 
growth and productivity growth have 
marched in step — touching their 
nadirs in 1971-72 and then 
peaking in the early 1990s. 

Productivity has regained its im- 
portance as a factor driving eco- 
nomic growth in India. The contribu- 
tion of total factor productivity to 
growth of net domestic product per 
worker (net of the effect of varia- 
tions in rainfall) fell from 85% in 
1951-52 to a little over 25% in 
1991-92, says Arvind Virmani in a 
new research paper. Its contribution 
has increased sharply since then to 
almost 5096 (a level last seen in 
1975-76). The contribution of capi- 
tal deepening (or growth capital 
used per worker) has followed the 
inverse pattern, says Virmani. i" 





BUSINESSWORLD 20 31 MAY 2004 





TATA TELESERVICES 


Wanted: a 
general 


ATA Teleservices has declared 
| war, but is still looking for a CEO. 
Sources say it has been prospect- 
ing high-profile candidates for this job. 
Two names had been in the air — 
Hutchison executive 
director Sandip Das 
(top) and former Hin- 
dustan Lever director 
(beverages and culi- 
nary) Sandeep Khosla. 
But talks with the latter 
seem to have fallen 
through. Unconfirmed 
reports also suggest 
that the Tatas tried tap- 
ping Hutchison chief 
Asim Ghosh. 

It is not clear yet 
whether this position 
would report to present 
managing director S.R. 
Ramakrishnan, or directly to the board 
of directors. Tata Teleservices is cur- 
rently beefing up its employee numbers 
for a 17-circle roll-out, but, as the CEO 
search indicates, it is still not done form- 
ingits top team. a 

RADHIKA DHAWAN 


BIOTECHNOLOGY 


Aray of hope 


HE 13-member Mashelkar Com- 

| mittee met on 12 May 2004 to 
study the role of the Genetic En- 
gineering Approval Committee (GEAC) 
of the environment ministry. No organ- 
ism can be released into the environ- 
ment without GEAC's approval and it 
has seen five chairpersons in a little over 
a year. (See ‘How To Kill The Biotech In- 
dustry’, BW, 12 January 2004). The Ma- 
shelkar panel will submit its report by 
30 June with its advice on the Environ- 
ment Protection Act of 1986, especially 
examining the ambiguous rule 1989 
which governs biotech. The idea is get 
the authority concerned with clinical 
trials to approve 'field trials' too. a 
GINA S. KRISHNAN 












The Telegraph is the first non-US newspaper LE 
lo win the prestigious SNAP Certificate. E: 


| Ж comes as no surprise that the Newspaper Association of America awarded the highest level of printing 
Е certification to The Telegraph. Among the other newspapers to get the same honour were The New York Times and 
| The Boston Globe. Calcutta's (and some would argue India's) finest newspaper has always led from the front. 
| Creating the benchmarks that others could follow. And living up to its reputation of being simply unputdownable. 
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INTERVIEW/ B.V. JAGADEESH 


Ahead of the pack 


B.V. Jagadeesh belongs to that club of | 
influential Americans of Indian origin | 
who were behind several high-profile Sil- 
icon Valley start-ups. Along with K.B. 
Chandrasekhar, Jagadeesh co-founded 
Exodus Communications, one of the 
most famous Silicon Valley companies 
and among the earliest ones to look at 
Web-hosting as an independent busi- 
ness. In 2001, however, following the dot- 
com bust, Exodus too went belly up. 

About a year before that, in Septem- 
ber 2000, Jagadeesh joined NetScaler, an 
Internet infrastructure provider in which 
he was an angel investor, as CEO and 
president. The company has got $70 mil- 
lion in funding and its products allow 
corporate users, Internet companies and 
telecom service providers to deliver 
applications faster and with greater 
security. NetScaler, which has 
over 250 customers including 
Yahoo, Amazon, Ford and 
Sony, claims its revenues grew 
by 40096 last year and expects 
to turn in profits by mid-2005. 
It plans to go for an IPO 
thereafter. It set up an R&D 
centre in Bangalore in 2001 
that is 60-person strong now 
and set to scale up to 100 
people by end of 2004. A cou- 
ple of months ago, NetScaler 
raised $20 million. In Banga- 
lore last week, Jagadeesh told 
BW'5 Mitu Jayashankar how 
he plans to use the funds, In- 
dia's growing influence in Sili- 
con Valley start-ups, and the 
future for technology spend- 
ing. Excerpts. 


ш NetScaler is a Silicon 
Valley start-up. So why did you 
set up a research and 
development centre in India? 
As a start-up our edge is the 
technology lead that we have 
over the incumbents. Our 
competitors are large players 
(Cisco Systems and f5) that 
have a lot of money. To stay 


ahead we must innovate constantly and | 
that we do through engineering invest- 
ment. That's why we started the India 
R&D centre. We were the first Valley 
start-up to do so. We moved key mem- 
bers of our R&D team from the US to In- 
dia. For instance, the head of our Asia 
operations, Rakesh Singh, was the head 
of product managementin the US. Fora 
product company it's important that 
engineering is connected to the external 
world. With Rakesh moving here we 
could bridge that gap. 





ш What has been the contribution of 
the Indian R&D centre so far? 

Our competitors are only now an- 
nouncing things that we launched more 
than two years ago. We launched the se- 
cure application delivery feature in Sep- 
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tember 2002, which Cisco and f5 didn't 
have in their roadmap then. After two 
years they have caught up, but we have 
brought new features like dynamic 
caching and SSL-VPN, which will revo- 
lutionise the way corporations design 
their private networks. The India centre 
has played a significant role in all this. 
On dynamic caching, almost all the 
work, starting with the design, was done 
from India. 


ш Today а lot of Valley start-ups are 
coming to India for R&D. What are the 
challenges before a cross-border 
company? 

The biggest is how to manage the time 
difference. Since there is very little time 
overlap between California and Banga- 
lore, it pushes people on both the sides 
to work odd hours. We have 
to balance that so people 
don't burn out. Then there is 
very little expertise in India in 
product architecture and 
complex design, but it's get- 
ting better with several com- 
panies like Sun Microsys- 
tems, Cisco Systems and 
Network Appliances coming 
here. Look at Israel. Most 
companies born there don't 
have any technology and 
product functions outside 
the country. What they have 
in the US is mostly outbound 
marketing, analyst relations 
and public relations. India is 
just 3-4 years away from that. 
Three years ago we said we 
want to move our product 
development cycle — archi- 
tecture, product manage- 
ment and product-related 
marketing — to India. 


m Several companies have 
tried to make the India-US 
model work, but with no 

{ significant success to speak 
© of. Why is that so? 

$ It's because people underes- 


timate the complexity of doing this. 
They look at a spreadsheet and say that 
for every engineer in the US, we can hire 
three in India. It’s not that simple. You 
have to be meticulous about quality of 
hiring, and not cost alone. There has to 
be constant interaction between the 
teams. I come here every six months; 
the other function heads — vice-presi- 
dent (engineering), chief technology of- 
ficer, vice-president (sales) — are here 
every quarter. They make presentations 
to our engineers here the same way they 
do in the US. It’s a lot of such things that 
make this work. 


ш How is NetScaler different from 
Exodus? In both cases the line of 
business is Internet infrastructure and 
even the customers are similar... 

Exodus Communications failed be- 
cause it made a bad acquisition. In 2000, 
when the market was sinking, it was ab- 
solutely ridiculous to acquire Global 


“We want to move our 
entire product development 
cycle to India” 


Center (a rival Web-hosting company) 
for $6.5 billion. Of Global Center's cus- 
tomers, 80% were dotcom companies 
and by then all their top-tier employees 
had quit. If only Exodus had not done 
that and just managed its cash, things 
would have been very different today. 
Look at the other hosting services that 
have come back with a vengeance — 
Equinox, which was offering less than 
10% of the services that Exodus was of- 
fering. Unfortunately, we were not there 
at that time. 


m So what have you learnt from that 
experience? 

The learning is very simple. Do not rely 
on just one segment of the market. 
That's why over the last one-and-a-half 
years, NetScaler has been focussing on 
traditional enterprises — Ford Motor 
Company and Sony Corporation — 
apart from Internet companies like Ya- 
hoo and Amazon. We started by selling 
to Internet companies as they are the 








early adopters. If we had gone to Ford 
two years ago, we couldn't have made 
thesame impression as our product was 
not proven. So to prove the product we 
had to go to (search engine) Google. As 
NetScaler works in an environment as 
complex as Google, its reliability and 
scalability is proven. 


E] It has only been two years since you 
launched the product in the US, and you 
are already talking about going to Europe 
and Asia. Aren't you spreading yourself 
too thin? 

For networking companies 30-40% of 


the revenues comes from international | 
| tionand all my users come in through 


markets. So we have to move there 
when our product is hot. Also, the Euro- 
pean and Asian markets trail the US 
market by a year. So our timing is per- 
fect. We have already signed customers 
in Asia like the Korean National Rail- 
road, Hyundai and Nip- 
pon. The latest round of 


funding will help us ex- 
pand outside the US. We 
have also signed 5-6 customers in India 
in the last 3-4 months. Just as our engi- 
neers in the US work closely with our 
customers, we want our Indian engi- 
neers to do so too. Therefore, having 
customers in India will help in that. 


т New technology spending has been 
low in the last three years. What's the 
way forward for companies that supply 
technology for the Internet? 
Optimisation is a big story. How do you 
make your employees perform well? 
This thought is not new, but in the past 
people solved this problem by throwing 
alot of infrastructure products. In 1999- 
2000, they had a lot of money, so if any- 
one complained about performance, 
boom, just throw bandwidth and 
servers at them. Now people are saying 
that itis not the way. 

Recently the CIO of CNET told our 
sales force that with the NetScaler prod- 
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uct he had managed to turn off 5096 of 
his servers. He said that apart from the 
functionality and other features, just 
what he saved on power paid for the 
product. 

The other trend is the consolidation 
of data centres. Earlier everybody was 
talking about how to take an application 
and distribute it around multiple data 
centres. So technologically it was a diffi- 
cult problem. Synchronisation was a big 
issue. The cost of deploying the applica- 
tion in so many places was also high. 
Now everyone is saying, how do I bring 
all this to a single data centre? So that 
means I have a data centre in one loca- 


the network and access that application 
so that I don't have to think about syn- 
chronisation and loss of data. But that 
means the application has to be scal- 
able to be able to handle the traffic. 


m Americans of Indian 
origin played a crucial 
role in the Net economy. 
In 1999, BW called them 
the Indian Internet Mafia. 
Have they lost some of 
their credibility after the 
tech meltdown? 
No, not at all. In the US, 
when you fail, it is 
treated as an opportu- 
nity to learn. The in- 
vestors want to know 
what we learned from failure and how 
we apply that learning to the next ven- 
ture. Most entrepreneurs have come 
back to start new ventures. 

Gururaj 'Desh' Deshpande's Syca- 
more is in the recovery mode now, 


| Vinod Dham has come back as a ven- 


ture capitalist, Vinod Khosla is coming 
back and is investing in a couple of hot 
storage companies. 


| ш Apart from NetScaler, you also invest 


in many other companies. What's 
happening to your portfolio? 


Several of my companies are doing very 


| well. Netmagic is profitable. Edurite is 


highly profitable. Televital's technology 
is being widely deployed by Indian 
Space Research Organisation. GTV has 
some nice companies like Kshema and 
Ittiam. However, a couple of companies 
like iNabling, which I was very hopeful 
about, folded up. Li 
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The author is consultant 
editor of The Telegraph. 


Let public 
sector 
units go 
to the 
capital 
market 
whenever 
they want, 
not when 
a minister 
wants 


Privatisat 
nationalisation? 


VER since the Congress anditsallies | 














defeated the NDA, we have seen vi- 
olent dramatics on privatisation. It 
is no surprise that the communists 
are against disinvestment. They are 
against the existence of private investors alto- 
gether, so they can hardly be expected to favour 
giving the investors shares. This is what Com- 


| rade Bardhan said to the press when it sudde- 


nly turned its attention to him after a lifetime of 
neglect. And promptly, the stock market went 
into aspin, and thereby grabbed the headlines. 
So eyes turned to the Congress, which, after 
all, was going to become the major partner in 
the government. Congressmen refused to face 
cameras on this issue, but television channels 
fished out an old take, in which Manmohan 
Singh had said: if a public enterprise is running 
well and making profits, you have to give me a 
reason why it must be privatised. Which meant 
that only loss-making enterprises may — not 
would — be sold off. And sundry Congress 
spokesmen insinuated that there had been dis- 
honesty in Arun Shourie's disinvestments. 
None of this has changed my views. I need 
to be given a reason why any productive enter- 
prise has to be in government ownership. I 
think the government will make a costly mis- 
take if it does not sell off BSNL and MTNL; nei- 
ther has the kind of management required to 
cope with the competition from big, rich, nim- 
ble business houses, and cannot get it under 
government ownership. If the government 
does not sell them off, they will become millsto- 
nes around its neck — loss-makers which 
would then qualify for sell-off, according to the 
Congress mantra. This is what happened to 
Maruti: Maran refused to sell it off while it was 
doing well; then, when it got into trouble on ac- 
count of private competition, it was sold off at 


half the price. The Congress policy seems to me | 


to be one of privatisation at a loss. 

But I was struck by a couple of points. The 
communists see a conspiracy between privati- 
sers and global bankers. Without getting that 
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ion or 


paranoid, one has to recognise that India has 
no investment houses with deep pockets. 
Those that are are in government ownership, 
and in pretty poor shape. And the personal in- 
vestor class is simply not large or rich enough to 
absorb the volume of shares that would come 
in the market if all — or even the major — pro- 
fitable government enterprises were sold off. 

Soone oftwo things would have to be done. 
Either they would have to be sold to internatio- 
nal investors — and we did see considerable 
foreign investment in recent disinvestments — 
or they would have to be sold at considerable 
discount on their intrinsic value, thereby pass- 
ing on potential capital gains to buyers. This is 
what Margaret Thatcher did in Britain: her 
government gave shares to small savers at a 
discount, thus making them a bit richer. This is 
also how enterprises were privatised in Russia. 
Butitis difficult to see how this can be equitably 
done in a country where most people do not 
even have a bank account. So without any con- 
spiracy, the structure of financial markets 
ensures that privatisation requires substantial 
sales to foreign investors. I see that as an argu- 
ment to reform and expand our capital market, 
not as an argument against privatisation. It is 
remarkable that after 12 years of Sebi rule, our 
capital market cannot raise capital for anyone 
except government companies. 

The other point, made by Jyotiraditya 
Scindia, is that public enterprises — to be able 
to function in competitive markets — need to 
be able to raise capital at times of their choice. 


| Thegovernment has never given them the free- 


dom to issue equity when they need it; instead 
ithas spoilt the market for their equity by selling 
its own holdings at times of its choice. Instead, 
government enterprises should be allowed to 
go to the capital market when they need it. And 
the government should manage its portfolio of 
investments like a rational portfolio manager: 
watching the performance of the companies as 
well as the market, and selling whenever it feels 
itis getting a good price. [2 


A gorgeous woman from Zaire 
Took a dusky guide оп hire 


She. wanted a wild trek 
7 mistcad he gave. her a peck 


а then Started the forest fire. 
= 
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$30-billion opportunity or 
a pile of worthless scrap? 
This is the point that scores 
of bankers, private equity 
investors and investment 
bankers have been pondering 
ever since the Securitisation and Recon- 
struction of Financial Assets and En- 
forcement of Security Interest (SAR- 
FESI) Act was passed in 2002. This Act 
allows banks, in theory at least, to take 
over defaulting borrowers’ assets and 
then sell them to recover their money. 
While the Act may be in place, there is 
little action to back it up right now. Eq- 
uity investors are still circling the oppor- 
tunity. Banks have yet to decide which 
assets they should recover for them- 


selves and which they should sell to out- | 


side investors. And specialist investors | 


that deal with distressed debt — or 


doubtful debt — have yet not come into | 


the market. There are far too many grey 
areas and missing links to navigate be- 
fore distressed debt can be rescued. 


The Opportunity 


Investors have opposing views on what 
the real size of the opportunity is. “We 
don't think the market is $30 billion. It is 
much more than that,” says Donald 
Peck, managing partner (South Asia), 





Actis (formerly CDC), a $2.5-billion pri- | 


THE CARRION ү 


605 Figures in Rs crore 
bor є All NPAs shown are assets acquired by ARCIL 
Ss Amounts indicated are from cibil.com/AIBEA defaulters list 2001 
] =} All amounts are at book value and aren't necessarily the amount that 
eS can be realised 
Lock 








Can BAD debt 
be a GOOD buy? 


India’s distressed debt awaits the 
vultures’ arrival. It may wait longer. 
By Shishir Prasad and Avinash Celestine 


vate equity fund. Peck is putting his 
money where his mouth is. Actis is busy | 
raising a $100 million-150 million fund | 
that will invest only in Indian distressed 
debt. A seven- member team led by | 
N. Srinivasan will handle this corpus. | 
Other large investment banks and pri- 
vate equity funds aren't so sure. “We are | 
looking at deals that are at least $50 mil- 
lion in size. There are very few such 
deals available. Many companies sim- 
ply need working capital and better | 
monitoring,” says the country head (In- | 
dia) of a $1.5-billion private equity fund. 
There is also no clarity on what is up 


THE VULTURES 


for sale. Is it whole businesses, or just as- 
sets like machinery or land? “Almost 
50% of non-performing loans are busi- 
nesses that are not in operation,” says 
Ashwani Puri, director, Pricewater- 
houseCoopers (PwC). Investing in such 
an asset means too much trouble. Take 
Core Healthcare, which had its own 
naphtha power plant. The new investor 
will have to figure out whether such a 
plant is viable. If it is not, then a new 
power source has to be secured. "It is not 
very clear whether the old power supply 
agreements that the company may have 
had with the electricity board are valid 
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for the new buyer or not,” says an 
investment banker who has 
worked very closely with the 
Asset Reconstruction Com- 
pany India (ARCIL). ARCIL 
was formed by ICICI Bank, 
State Bank of India and 
IDBI to consolidate their 
non-performing loans 
(NPL) and sell off the con- 
solidated debt to in- 
vestors, who can then use 
debt to control the com- 
pany and turn it around. 

The investors are also in 
doubt over the quality of 
assets that ARCIL is trying to 
hawk in the market. Armed with 
new authority after the SARFESI Act 
and the subsequent Supreme Court 
judgement, which upheld the banks’ 
right to sell repossessed assets, they are 
reluctant to part with loans that could 
be lucrative. “Foreign investors want 
running units and they want a 25% re- 
turn, and they only want to target large 
units. Why should we deal on such oner- 
ous terms? If we can recover the NPLs 
ourselves, we get to keep 25%,” says a 
senior official in a large and troubled 

institution. 

This could cause a potential moral 
hazard. The banks trying to sell off the 
assets are the ones who also have a stake 
in the ARCs. These banks know which 
assets can fetch a higher return on re- 
covery and are reluctant to give them to 
the ARCIL. "This is part of the problem. 
We don't want to get involved in picking 
up assets that will not get us at least 20%. 
These are risky assets," says the country 
head ofa private equity fund. The banks 
also have reason not to sell the more 
profitable NPLs. "The banks aren't being 
given cash for the assets they transfer to 
ARCIL. They are being given receipts. 
Why should they part with their best as- 
sets if nobody is putting cash on the 
table?" says Venkat Srinivasan, business 
head (asset reconstruction) Kotak Bank. 
This is a chicken-and-egg situation. 
Banks want cash if they are to give away 
their best deals, and investors will give 
cash only when they see the best deals 
being transferred to ARCs. 


A Question Of Finance 
A possible solution to this is to change 
the way asset reconstruction compa- 
















lil Unheld NPAs Ml NPAs held by ARCs 
Source: E&Y Global NPL Report 2004 


nies are being set up. When the banking 
system in East Asia was being cleaned 
up after the 1997 currency crisis, gov- 
ernments capitalised the ARCs (to the 
tune of a few billion dollars) and the 
ARCs then bought the bad loans at mar- 
ket price from the banks, Even in India, 
there is a case for ARCs to raise money 
independently from the investors and 
then approach the banks to buy the as- 
sets. Most investors want to raise debt 
abroad to fund their acquisition of dis- 
tressed debt. Equity capital would be 
too expensive. 

Now, external commercial borrow- 
ings (ECBs) are one clear way of using 
overseas fund to buy Indian debt. But 
this is a non-starter. “According to the 
RBI, ECBs can be raised for specific 
things like infrastructure projects, and 
the spread is pre-fixed at 2%-3.5% over 
the LIBOR,” says the head of private eq- 
uity at a US investment bank. This sort 
of borrowing rate is applicable to less 
risky projects like infrastructure pro- 
jects. Distressed debtis a business that is 
highly risky and the lenders will charge 
higher interest for that. The asset may be 
recovered at far below the expected 
price, and in the case of a non-perform- 
ing business, it may take much longer 
than expected to turn around. "The 
tenure of the ECB is fixed as well. Be- 


cause these entities are NPLs, one really | 


| doesnt know whether they can be 
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turned around during the tenure of 
the ECB,” says Puri of PwC. 

So the overseas lender 
would have to lend at a much 
higher rate to compensate 

for the risk. Yet the ECB 
guidelines do not allow 
higher borrowing rates. 

“The RBI should allow for 

a higher borrowing rate in 

case the money is being 

used to buy out distressed 

debt. The returns will be at- 
tractive, in the range of 18- 
20% and will compensate for 
the higher cost of borrowing,” 
says an investment banker. 

There is another set of debt 
players that may want to participate 
in this market. FIIs who are registered 
with the Securities and Exchange Board 
of India as debt-investors are also possi- 
ble buyers of NPLs. The problem is that 
these FIIs have a limit on how much 
they can invest in different sectors. And 
if they buy below 75% of the distressed 
debt they will not have enough say in 
disposal of assets or the business, 

In such a situation, the only guys 
who fit the risk-and-return profile of 
NPLs at the moment are private equity 
investors. There are companies like 
Colony and Highbridge that specialise 
in equity conversions of distressed debt. 
These players have all visited India, but 
are waiting to see if there is money to be 
made in this sector. Most of them are 
unsure ofthe kind of work it would take 
to realise their expected returns. The big 
problem is that, in many cases, to gain 
majority control of the defaulting 
company one would need to buy out 
debt from various companies, in case 
these investors do not find assets with 
ARCIL attractive. 

Actis is choosing to build a portfolio 
by collecting the debt from various 
banks and then consolidating it. Its ad- 
vantage is that it has been around in In- 
dia for a while and understands the fi- 
nancial system well. Its new fund is a 
step in the right direction. Because it will 
be willing to pay money up front, it 
should be able to pick up better assets, 

But this same route is tricky for 
many investors, especially newcomers. 
This has much to do with the fact that 
Indian distressed debt has a different 
flavour than the funds found elsewhere 


depth 


in Asia. “In other countries, the main as- 
set was real estate and there weren't too 
many productive assets. In India, 80% 
are productive assets. Typically, these 
vulture funds tend to look for a quick 
buck,” says S. Khasnobis, chief operat- 
ing officer, ARCIL. These funds find that 
to realise the value and still generate the 
25-30% return that they have to, the risk 
is too much. 


Managing Distress 


There is another issue that these funds 
have yet to resolve. If the business is to 
pick up, then they need management 
teams that can go into the defaulting 
company. Do a strategic review. Im- 
prove the financials. Turn the company 
around so that the investor can exit. At 
the moment, most investors are un- 
aware of this issue. This is because of the 
structure of the current NPL market. “Al- 
most 40% of assets are such that a sim- 
ple working capital restructuring can 
take the company out of the woods,” 
says Peck. But in the majority of the 
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Actis’s Peck is raising a $100-million 
fund to invest in Indian distressed debt 


bigger companies, a new management 
team will be needed once the promoters 
give up the control. And this is where 
one finds another gap. 

Most turnaround situations need 
management teams who know how to 
remotivate employees even as they take 
unpopular decisions. This talent is in 
short supply. “There are some individu- 
als available. But, more will be needed 
once the market takes off,” says Puri. In 
the UK, PwC actually has a panel of 12- 
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14 people who have a track record of 
turning around companies. When PwC 
gets a turnaround assignment, one of 
the members joins the company, takes it 
to high ground, then helps identify his 
successor and rejoins PwC. This simply 
does not exist here, though one man- 
agement consulting company did try an 
experiment last year. 

“We hired a person in Chennai who 
has turned around two or three engi- 
neering companies, and we do use him 
for engineering turn around advisory 
work, but we don't think the Indian mar- 
ket has enough support for such an ap- 
proach,” says a director in this consult- 
ingcompany. Lenders are not yet willing 
to assure proper capital flow once the 
turnaround artist has taken charge of 
the company. 

It would be a pity if lenders do not 
recognise the need for this, because 
financial restructuring and tinkering 
can only create transient turnarounds. 
For longevity, there is no substitute for 
smart management. = 
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Union Bank of India’s 
Performance (2003-04) 





Total Deposits Rs. 50,559 crores 
Rs. 81,487 crores 
Rs. 30,928 crores 


35%* 


Total Business 
Gross Advances 
Dividend 


* Inclusive of 20% interim dividend declared earlier. Subject to approval. 





151Branches under Core Banking Solution 
Telebanking at all Core Banking Branches 

250 ATMs at various centres 

Host of New Initiatives including Cash Management 
Services, Gold Trading, Corporate Agency for 
Life & Non-life policies & Distribution of Mutual 
Fund products 

228 Offices / Branches at various locations across 
the country certified under ISO 9001-2000 norms 


www.unionbankofindia.com 








Net Profit Rs. 712 crores 
Net NPA 2.87% 

Capital Adequacy Ratio: 12.32% 

Staff Productivity Rs, 2.86 crores 
Earning Per Share Rs. 15.48 








Amongst the seven new entrants to the 
Forbes-2000 list of World's biggest and most 
powerful companies 

Bagged the award from the Gem and Jewellery 
Export Council for highest growth in total limits 
sanctioned to the diamonds industry 

Moodys Investors Service upgraded the banks 
rating to D- from E+ 


W internet Banking Services to be launched soon. 
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Finance Minister, June 1991 ucc chairman Manmohan 
Singh receives a call from PC. Alexander, adviser to the Prime Minister ofthe new 
government, PV. Narasimha Rao. Alexander offers him the finance minister's job. 
Singh's only condition: “The PM must not make me a sacrificial goat." Friends tell 
him at the time that he would be out in six months. 


24 July 1991 Day Zero of Economic Reform. India is in the midst of a for- 
eign exchange crisis, NRIs are pulling out hundreds of millions of dollars a month 
and the IMF lays down conditions for bailing the country out. 

Singh presents his first Budget where he devalues the rupee, cuts the fiscal 
deficit target to 6.5% from 8.4%, and plans to cut the trade deficit and contain infla- 
tion to 9%. A new industrial policy is presented where whole sectors are delicensed. 


February 1992 singh presents his second budget against a background 

of 13% inflation, a stagnant economy, and opposition from fellow cabinet members 

who fear a harsh budget could mean the end of Congress rule. “He has the typical 

disdain ofa civil servant for politicians," says one. 

| d ) Singh makes the rupee partially convertible, cuts customs duty rates from 150% 
cho tlin s many ofthe reforms to 110%, cuts bank interest rates by 1%. For the first time, companies can raise capi- 
ewould сапу out two десе later _tal without seeking government clearance on the premia. 

n : Dinesh Singh, a fellow Congressman at the time, echoes fears that Singh would 

5 1972-82: Risesin the fnance min- * Jevel at the BJP 12 years later: “They (the new policies) give the impression that we 

-istry from chiefeconomicadviserto ^— aresupportingthe industrial and urban elite at the cost of the rural poor." 

| миш оѓ ратон Есо- Between mid-February and early March, ће Sensex soars by over 40% to 3547. 

And the biggest bull in the market is one Harshad Mehta. 







March - April 1992 the Sensexhits 4546 on 2 April. Meanwhile, in 
March, the RBI has already discovered a massive hole of Rs 1,100 crore in bank 
books, with a Rs 600-crore hole in the SBI books alone. At the end of April, the index 
sheds 792 points in two days as news of the stock scam hits the market. 

Following reports of the scam, Singh orders the seizure of assets of top brokers 
like Harshad Mehta. He is under pressure to sack RBI governor Venkitaramanan. 
The scam puts Singh on the defensive with critics. 


February 1993 Widely expected to make dramatic tax reforms, Singh 
contents himself with just cutting customs duties. He also makes the rupee con- 
vertible on trade account. 





yal, a .. July - December 1993 singh reportedly offers to resign in summer 
| takes over as chairman of ofthe ucc : e - following the JPC report on the securities scam which sharply criticises him. 
: Around the year-end, disgusted over the slow pace of reforms, Singh reportedly 
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goes to Rao and offers to resign again. 
On both occasions, he doesn't press the 
point when his offers are rejected. 


February 1994 singh be- 
comes the first FM in two decades to 
present a fourth budget. Singh ditches 
the kind of'close-necked' suits that bu- 
reaucrats wear for the kurta, pyjama 
and waistcoat favoured by politicians. 
“The sartorial change was accompa- 
nied by other changes as well: gone was 
the emphasis on the fiscal deficit (up to 
8%)... gone too was the air of the diffi- 
dent reformer who was somewhat dis- 
tanced from the hurly burly of politics... 
at the very least, he now places eco- 
nomic reform in an immediate politi- 
cal context," BW reported then. 
Inflation is up, GDP growth is down 
and industrial growth remains weak. 
Singh cuts taxes and tariffs, and makes 
the rupee fully convertible on the cur- 
rent account. But key reforms in agri- 
culture are ignored. The Sensex falls 
100 points post-budget and further in the coming days. 


December 1994 - January 1995 the 
economy starts looking up; is expected to grow ata healthy 
5%. Industrial growth is expected to grow at 10% or more. But 
in a little over a year's time, the Congress heads into a general 
election. Singh feels the pressure to go ‘populist’— pressures 
which worsen after the Congress fares badly in assembly 
elections. "I'm going to need it,” he tells a well-wisher who 
wishes him luck for the new year. Singh knows this is his last 
chance for reforms before the elections. 


February 1995 “ihavealot more grey hair now,” 
says Singh, in reply to a question on how he has changed. 
“Maybe I was oversensitive (earlier)... I feel much less tense 
when people criticise me unfairly.” 


Singh stakes claim 
to form the new 
government 


Singh announces many antipoverty 
schemes and gets financial institutions 
to finance them, thus controlling ex- 
penditure and being ‘populist’. He cuts 
tariffs and excise duties, and sets up a 
regulator for the insurance industry. In- 
flation, at 11%, remains a problem. 


July - October 1995 tic 


government announces several more 
antipoverty schemes ahead of the elec- 
tion and the government goes on a bor- 
rowing spree to finance them. Singh 
tells the RBI to tighten money supply to 
tame inflation in an election year. Inter 
est rates rise sharply, and the flow of 
funds to industry dries up. Meanwhile 
the rupee is also falling like a stone as 
import growth is strong. 


March - May 1996 the 


general elections, The Narasimha Rao 
government is out, and Manmohan 
Singh spends eight years in Opposition 


DINESH KRISHNAN 


1996-99 the first few years of the break from govern 
ment are difficult. Some like Arjun Singh are still opposed to 
him while Sonia is too new in politics to help him out. Con- 


tests the Lok Sabha seat from South Delhi in 1999, but loses 


2000-2004 Things begin to turn around for Singh 


Sonia depends on him more and more. His critics get weaker 
within the party. He becomes the leader of the ( Jongress party 


| in the Rajya Sabha and acts as the interface between the Con 


gress and the government. More importantly, he becomes in 
volved with strategy making. In September 2002, he negoti- 
ates with the PDP in Kashmir at the time of that state 
elections. In various other state elections, Singh is in charge of 
election committees that distribute tickets to candidates. In 
the 2004 elections, he negotiates alliances with Karunanidhi's 


| DMKand Sharad Pawar's NCP Be 


EXPECTS FROM MANMOHAN 


S. Dasgupta, MD, S. Bagchi, СОО, Raman Roy, MD, 
Oracle India MindTree Consulting WiproSpectramind 
Economic and He resolves issues There is no dispute 
political stability, with speed rather between the two 
and the continuity than sit over them. parties (Congress/ 
and acceleration of Attention from IT will BJP) on IT/ITES. 
economic reforms not be taken off but Some of the nuan- 
should be the the common man ces may get impac- 
priorities for the wants to see a lar- ted, but the overall 
new government ger face of reforms thrust will remain 
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Naushad Forbes, 
dir., Forbes Marshall 

| am delighted that 
Manmohan Singh is 
PM. There is some 
chance that with the 
Left supporting it, 
the government may 
approach labour 
reform pragmatically 


Mani lyer, sr vp, 
Intas Pharma 

With a rocket 
physicist as the 
President and an 
economist as PM, 
we expect develop- 
ment to take the 
right and beautiful 
trajectory 











ASHOKV. DESAI, CHIEF CONSULTANT TO MANMOHAN 
SINGH WHEN HE STARTED INDIA ON THE REFORMS 
PATH, ON INDIA'S NEW PRIME MINISTER 


HE stock market was in a panic last Friday; the 
prospect of red-toothed communists entering the 
Central government put the fear of Marx in it. At 
that point, the Congress Party exposed Manmo- 
han Singh to the cameras. "Investors can rest as- 
sured that the new government will pursue poli- 
cies to create a favourable climate for growth in 
savings and investment, leading to rapid growth in output," 
he said, "We are not pursuing privatisation as an ideology... 
we are not against divestment per se, if it is shown to be in the 
national interest. We are open to all options... The new gov- 
ernment recognises the role ofa healthy stock market. The in- 
vestor community can rest assured that the new government 
would not pursue any policy that will create fundamental dif- 
ficulties for growth in savings and investment." 


Why Manmohan Singh? Because he was the only leader in 
the putative coalition who would carry authority and whom 
industrialists would trust. He was senior enough to ensure 
that his word would carry weight. And he has the reputation 
of not misleading people. The Congress has official spokes- 
men. But they could not have carried conviction that the 
Congress would be bound by their word. Even he cannot 
speak authoritatively on everything. You can see this in his 
statement: “The rise in oil prices has repercussions on the bal- 
ance of payments, internal price structure and profitability of 
oil firms.” He was answering the questions: will you let gov- 
ernment oil companies set prices, and will you force them to 
cross-subsidise LNG and kerosene as Ram Naik did? If oil 
prices continue to rise, will you make the oil companies give 
bigger and bigger subsidies? And his answer was, I will not tell 
you, except to say that oil pricing is a question of government 
policy because it affects payments, prices and the health of oil 
firms, and cannot be left only to oil companies. 


And it was not only his seniority that gave him such credi- 
bility; it was also his trustworthiness. For he does not know- 


ingly tell a lie, and he does not knowingly mislead. Politicians | 


are not all liars; but most of them will prevaricate. There are 
too many uncertainties in their lives — the will of their leader, 
the politics within their party, the pull of self-interest — so 





they often give meaningless answers. One only has to listen to 
the party spokesmen to see this at work. Shuffle is not all they 
do; they also brag, praise and vituperate. But to a simple ques- 
tion, "What will you do when you come to power?" they will 
be hard put to give a simple answer. And if you speak without 
meaning anything day after day, you also begin to think with- 
out meaning. An excellent exemplar is L.K. Advani. He often 
makes sharp observations about political formations, but 
otherwise, I dare you to listen to him and then say, "That is in- 
teresting, or illuminating, or it tells me something." 


Manmohan Singh's trustworthiness makes him very valu- 
able in politics. Politicians implicitly believe that if they give 
him a message, he will deliver it accurately and without 
putting a spin to it. They believe that he would give them hon- 


| estand competent advice irrespective of which side he is on. 


This quality makes him a very useful hub in any network. 
Parties can be networks, though Indian parties are usually hi- 
erarchical and develop a durbar-like pattern — a king or 
queen in the centre and courtiers around who shuffle and in- 
trigue. But whatever the structure of parties, a coalition has to 
bea network, for it will consist of parties whose heads would 
consider themselves equals. They may have the communica- 
tion skills to get together and sort things out amongst them- 
selves. But many of them do not; and then you need people 
who would mediate between them. 


These qualities — authority, discretion, trustworthiness 
— have been crucial in the past eight years that the Congress 
has spent in the wilderness. Eight years ago, when Manmo- 
han Singh stepped down from the finance ministry, he was a 
man of distinction to the outside world, but in the Congress 
he was still a rookie. He had been catapulted in politics be- 
cause he was the only one Narasimha Rao could find who 
would command international confidence in the payments 
crisis of 1991. But till then he had been a civil servant; he had 
joined the ranks of Congressmen who had been ministers 
and whom he had served in various capacities. He stepped off 
the stage and became a backbencher in 1996. But slowly, ina 
moribund party, his loyalty, his diligence, his readiness to step 
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in, his reasonableness, moved him from 
the periphery to the centre, and from 
beinga prop to a principal character. 


Still, it surprised many, and upset 
some, when Sonia Gandhi proposed 
him for Prime Ministership. Politics is 
an intensely competitive game: it at- 
tracts extroverted people who like 
grandstanding, manoeuvring and 
expressing themselves. For them it 
seems against the rules that this quiet 
man, who almost refuses to play the 
game, should suddenly beat them to it. 
In him they see a frailty, imagine an in- 
nocence; they look for a chink in his ar- 
mour. But he has surprised them once, 
and he will do so again. He is no babe in 
the wood. He has seen politicians at 
their best and their worst; he may not 
deploy all the weapons they would, but 
he has lived and dealt with them for 
three decades. There is nothing that 
they can teach him. And there are a few 
things he will teach them. 


So I think that Manmohan Singh's 
day has come. At last he gets an oppor- 
tunity to serve the nation in the highest 
capacity. When he was finance minister, 
he used to say: “In all the brilliant ideas 
you give me, there should be something 
that would help the poor, something 
that would make the common people 
better off.” Now he has the chance to do 
that something. 


Whatever he does, I hope he will be 
with us for a long time. For he is a pa- 
triot, and in our political structure, there 
isno one like him. є 
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The stockmarket seems to be smiling once 


again. But what was it that spooked it so 
badly on Manic Monday? 


By Vikas Dhoot, T. Surendar and Niranjan Rajadhyaksha 


What 
ent th 


rec 


EHUL Jhaveri will not forget Manic Monday in a 
hurry. He left his house at Walkeshwar in the 
morning, drove his scooter for 30 minutes to 
reach his office at Dalal Street and switched on 
his trading terminal at 9:45 a.m. Ten minutes un- 
til the share market opened for trading. Jhaveri 
had absolutely no inkling of what lay ahead. The next few 





hours would prove to be the most sensational in the history of 


the Indian capital markets. 

There had been some rumblings during the previous 
week. The BSE Sensex had dropped 330 points on Friday. It 
had closed at 5070. A hundred thousand crores of investor 
wealth was blown away. However, this was to be a mere ripple 
when compared to the shockwave that tore through the mar- 
ket on Monday, 17 May 2004. And, like thousands of others, 
Jhaveri was not prepared. "My order book was full on Monday 
morning. Most investors were expecting a 50 to 60 point fall 
and were planning to buy at that level," says the sub-broker 
with Porecha Global Securities. 

The market opened for business at 9:55 a.m. As usual, the 
ticker showed no movement for the first few seconds. It takes a 
little time for it to register the first trades, but when it did, the 
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Sensex was down 200 points. A few seconds later, it was 
down 300 points. Jhaveri watched in horror as the prices 
across the board started tumbling with abandon. By 10:16, 
20 minutes after the start of trading, the sensex was already 
down a heart-stopping 553 points. The BSE and NSE 
suspended trading. 

The selling fury that brought the markets down has yet not 
been fully explained. The initial fear was that foreign investors, 
and especially the hedge funds, had dumped Indian stocks 
because of fears about the future of economic reforms, as well 
global economic worries (such as the jump in oil prices, fears 
that US interest rates are due to rise and China's overheated 
economy). Equity markets across Asia also tumbled that day, 
between 3% and 5%. 

But look at the hard figures: foreign investors had sold only 
$14 million on 17 May, not the sort of selling that can break the 
Indian stock market. They had sold $610 million over the pre- 
vious 10 days. Domestic mutual funds, too, were not big sellers 
in those early minutes. And there seem to have been no big 
block deals that day either. The best explanation seems to be 
that the selling was widespread. What sparked it off is an issue 
we will return to later in this story. 


1 MAY 2004 





Soon after the trading screens were frozen at 10:16 a.m., 
waves of panic engulfed the market. “Some of my clients who 
wanted to buy in the morning stopped all orders, saying that 
theyd not mind buying at higher levels in a more stable mar- 
ket,” says Jhaveri. Some of his clients were vacationing outside 
Mumbai. When they made their regular morning calls to 
Jhaveri, they did not believe what he was telling them. "They 
thought I was joking. I had to tell the other sub-brokers in the 
room to come on the line and convince my clients that the 
market had indeed collapsed," he says. 

Ataround this time, it was a little before eight o'clock in the 
morning at Amman. And G.N. Bajpai decided that enough 
was enough. It was time to return home. 

The chief of the Securities & Exchange Board of India 
(Sebi) and two senior colleagues — T.M. Nagarajan and Pratip 
Kar — had reached the Jordanian capital just a day 
earlier. They were among the 500-odd delegates coming in 
from more than a hundred countries to attend the annual 
conference of the International Organisation of Securities 
Commissions. Bajpai was very keen to go to Amman because 
India was trying to host the 2007 conference. (It did eventually 
win the bid.) 
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Bajpai was expecting some trouble even before he left th« 
country. The Indian stock market had been falling ever since 
the results of the assembly elections in Andhra Pradesh had 
started filtering in. The prospect of a national government 
held hostage by various anti-reform allies, especially the Left 
was playing on the minds of investors. Before they left for 
Amman, Bajpai, Nagarajan and Kar had been worried enoug! 
to tell their colleagues at Sebi and senior officials at the major 
stock exchanges to call or SMS them on their mobile phones if 
there were any problems. 

The Sebi team was in and out of the day's conference 
sessions through most of Monday. The rest of the time they 
were on their phones. Bajpai and Nagarajan eventually man 
aged to get economy class tickets on a Gulf Air flight to Mum 
bai. They were out of the airport at 4 a.m. on Tuesday. They 
worked fast — at eight o'clock in the morning that day, Seb 
had appointed a special committee to keep a close eye от 
the stock market. 

Meanwhile, there was mayhem on the street through all of 
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nine pins, shares of media company Zee Telefilms sparkled on 

both the NSE and BSE. In fact, Zee’s prices were the only ones 
which rose among 197 ‘A’ group prices. Zee's price increase came 
even as the share recorded the best volumes in the last 10 days. 
Analysts say that there is no spectacular news or performance 
expectation that drove up the share price against the trend. 

Brokers, on the other hand, attribute Zee's rise to short covering 
by traders who had earlier short sold the stock in the previous week's 
market fall. The 'B' group had 18 gainers, with another star of 
yester years leading the pack with a 19.95 gain on the BSE. 


0 N Monday morning, when index heavyweights were falling like 


Unlike Zee, Videocon's rise 
came on a trade of just one 
share. Again, Videocon's price 
had fallen from Rs 40 to 

Rs 23 last week. 

In the F&O segment too, 
there were few winners. A 
handful of investors who had 
invested in Nifty puts and 
squared of their positions saw 
a windfall gains between 
Rs 40,000 - Rs 50,000 per 
contract. However, a broker 
says that there were only a 
few investors who made 
money from Nifty puts as the 
NSE had switched off many 
derivatives' trading terminals 
of brokers for non-payment 
of margins. 

Lastly, the unlikely win- 
ners are the domestic finan- 
cial institutions like LIC and 
UTI, who are rumoured to 
have bought Rs 300 crore at 
the insistence of the finance 
ministry. The Sensex has 
risen nearly 1096 from 
Monday's low levels. It may 
turn out to be the best invest- 
ment they made this year. 


Monday. Trading started once again at 1 1:17 a.m. Within seven 
short minutes, the Sensex fell another 5%. There was panic all 
around. A few desperate souls collected outside the BSE build- 
ing and stared shouting slogans against Sonia Gandhi. The 
sense of desperation was evident. 

The more savvy brokers knew that there could be worse in 
store. Speculators and traders had a collective open interest 
position of Rs 9,000 crore in the futures and options market. 
This was enough to further wreck the spot market. The gap be- 
tween spot and futures prices had already widened to historic 
levels. The bottom had fallen out of futures prices as well. 
There were well-justified fears that traders would be forced to 
sell to make up for the shortfalls in margins that had been trig- 


.. and here are the losers. Angry traders on Dalal St. 
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gered by the meltdown. The NSE alone 
collected an extra Rs 372 crore of margin 
money that day. 

Financial panics build up when passions 
run ahead of fundamentals. The recent past 
has been littered with similar examples — 
from Thailand in 1997 to Argentina in 2003. 
Was India headed fora similar spot oftrouble? 
Something had to be done fast. But there was 
no government in place as yet. Thankfully, 
the system proved to be resilient, and it 
eventually succeeded in rolling back the 
waves of panic. 

Though Bajpai was out of the country, 

others swung into action. 
U.K. Sinha, joint secretary 
in the ministry of finance, 
was already in Mumbai on 
Monday morning. Some 
say he was there to look 
into Friday's crash, though 
this could not be con- 
firmed. Оп Monday 
evening, he met with Sebi 
director A.K. Batra, who 
was holding fort in Mum- 
bai, as well as the heads of 
the BSE and NSE. These 
men looked at the day's 
trading data. 

“There is absolutely no 
evidence that there was 
any one group behind the 
selling. It was broad-based 
and without precedent in 
the history of the Indian 
capital markets,” says one 
of the men who attended 
that meeting. “There is no 
enquiry underway on one 
person or group,” he adds. 
So one thing was clear: 
there was no evil conspir- 
acy to break the back of the 
Indian share market. 

The currency and bond 
markets too had tripped. At the Reserve Bank of India (RBI), 
there were also worries that the rupee, which had been appre- 
ciating against the dollar in recent months, had reversed 
course. Around noon, it was trading at around 45.80 to a dol- 
lar. There was no reason to fear that this would lead to arun on 
the rupee. But it was time to keep a sharp eye on the trading. 
By late afternoon, RBI governor Y.V. Reddy appointed a com- 
mittee headed by executive director Shyamala Gopinath to 
stay on top of the action. 

The RBI would have had to play a bigger role if the 
avalanche of selling had cracked the financial system. Central 
banks have been known to pump money into the financial 
system if it is gasping for liquidity. The US Federal Reserve did 
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precisely this on 19 October 1987 — Black Monday — when | 
traders had forced the Dow Jones index down by an eye-pop- | 


ping 508 points. However, on India's Manic Monday, that final 
solution was eventually not needed. 

A banker says that while individual investors may have 
been starved of cash that day, none of the eight settlement 
banks, which sit at the very heart of the settlement system, 
faced any problem that day. The NSE and BSE did not have to 
use their trade guarantee funds (which are insurance against 
sudden disruptions) that day. All the RBI eventually did was to 
cut the margins that banks charge to customers who have 
taken loans against their shares from 5096 to 40%. 


The financial system went through an agni pariksha — | 


and came outunscathed. 

Butthere was no way of knowing this in the afternoon. The 
phone lines were being worked in Delhi as well. The Congress 
had watched from the side lines as the markets had got in- 
creasingly jittery over the previous week, partly because of the 
volley of statements being shot off by its Left allies. But an 843- 
point drop in the Sensex forced the governing party in-waiting 
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to finally move into action. 


At around noon, according to sources, Manmohan Singh 
called the finance ministry and spoke with Vijay Kelkar, 
economic adviser to Jaswant Singh. The caretaker finance 
minister was not in. He was attending a meeting at the house 
of BJP president Venkaiah Naidu. The two finally spoke. The fi- 
nance ministry is not saying exactly what it did then, but it's 
not hard to guess. 


When the market opened yet again at 4590, LIC and сіс | 


stepped in and bought around Rs 250 crore worth of shares at 
rock-bottom levels. A few other smart investors fought their 


fears and did some profitable bottom fishing. The Sensex | 


started climbing. It seems that some FIIs and domestic funds 
also started picking up shares. 

The BSE Sensex eventually closed the day at 4505, a drop of 
565 points. This was the second-largest fall in equity prices 
ever, outdone only by the 570-point drop in 1992 after the 
Harshad Mehta scam was made public. A total of Rs 133,602 
crore of wealth disappeared into thin air that Monday. 


And then the market started recovering — slowly at first 





and then with increased confidence. As the political drama 
unfolded in Delhi, the market came back to its senses. On 
Tuesday afternoon, when the first reports came out that Sonia 
Gandhi was refusing the crown, the Sensex jumped by more 
than 100 points in a matter of minutes. And the eventual elec- 
tion of Manmohan Singh as the new Prime Minister had an 
electrifying effect. On Wednesday, the Sensex was up 129 


| points. It crossed the 5000 mark. 





The crisis was over. 

So, now the Rs 133,000 crore question: what was Manic 
Monday really all about? Was it just a moment of mass mad- 
ness — "full of sound and fury, signifying nothing?" 

There are no easy answers. It will take a lot of digging 
through the day's rubble to actually figure out what sparked 
off the avalanche of selling that eventually led to the market 
crash. But a few things are quite clear. One, markets across 
Asia also swooned that day. Two, despite this, foreign investors 
and hedge funds were not big sellers on Manic Monday. Three, 
the lack of significant block deals means that the selling was 
far more widespread than anybody guessed at the time. Four, 
the drop in prices did not actually put the rest of the financial 
system at risk. 

One possibility is that the very risk management systems 
that eventually kept the market on an even keel may have 
been the initial problem. Brokers tell us that on Friday 
evening, when the Sensex was already down 330 points, banks 
called up those investors who had borrowed money against 
shares. The margins on these loans at the time were 50%. 
(The RBI later cut them to 40%.) This means that banks were 
giving their customers a loan equal to only half the value of 
the shares they kept as collateral. More often than not, this 
borrowed money is used to buy more shares, thus creating a 
pyramid ofleveraged positions that can unravel in the event of 
amarket crash. 

So the maximum loan given against a Rs 100 share was 
Rs 50. If the share fell to Rs 80, then the customer would have 
to give the bank an extra margin of Rs 10 to keep the loan alive. 
When the market did fall by 330 points on Friday, banks asked 
for extra margins. Many over-leveraged investors may have 
had to sell some of their shares to rustle up the money. The sell 
order may have piled up by Monday morning, and then hit the 


| trading system at the same time. (Volumes in the first 10 min- 


utes seemed fairly high.) 
Meanwhile, the fall in cash and futures prices also meant 
that the stock exchanges had to be paid extra margins. As 


| mentioned earlier, the NSE collected about Rs 370 crore of 


margins on Monday. Investors who had built their market po- 
sitions on a pyramid of borrowed money may have been 
forced to liquidate their positions in a hurry because of these 
margin calls. But remember: the fault is not with the banks or 
exchanges which asked for the extra margins, but with those 
thousands of investors who had large speculative positions 
built on borrowed money. 

So this was the Molotov cocktail: weak emerging markets, 


| domestic political uncertainty, large margin calls and then 
| pure panic. They all mixed together to give us those twenty ex- 


| plosive minutes that shook the country. 








with reports from Avinash Celestine 
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Maybe 
it’s too 
much to 
expect 
one man, 
like a 
Naidu 
ora 
Krishna, 
to look 
into the 
interests 
of botha 
city and 
a state 





or СЕО? 


HE verdict is clear. Both Mr Chan- | 


drababu Naidu and Mr S.M. Krish- 
na have been voted out of Office. 
Both were widely respected for 
their progressive measures, their 
clean image and their sense of urgency in tak- 
ing their states forward in time. There is no que- 
stion about their commitment, hard work and 
sense of purpose. Yet, they were dealt an electo- 
ral blow that has left many wondering what 
went wrong. The easy answer, of course, is that 


| both hada pro-urban image and, despite their 


efforts to represent the cause of their states, 
were seen as the CEOs of Hyderabad and Ban- 
galore respectively. The conflict in the mind of 
the voter has been this: does the state need a 
chief minister or a CEO? Charged with urban 
leanings, both have been voted out. Yet, the 
issue is not about personalities, It lies deeper. 
The fundamental question is: how reason- 
able is it to combine both roles? A bustling met- 
ropolitan city requires the dynamism of a CEO, 
but a state requires a very different style and 
content. Populism and developmental theory 
do not mix well. It is time to ask ourselves if it is 


too much to expect one man to represent both | 
| the interests, Just look at the numbers to get a 


perspective of what we are talking about here. 
Andhra Pradesh has a population of 75 mil- 
lion. Of this, Hyderabad alone has 7 million in 


0.6% of the total area of the state. Karnataka has | 
a population of 52 million and Bangalore has | 


6.5 million — 12.5% of the population of the 
state within just 1% of the total land mass. Now 
alookat their international counterparts: com- 
pared to Hyderabads5 7 million and Bangalore's 
6.5 million, Singapore has 4.6 million, New York 
City has 8 million and Tokyo has 3.5 million. 
The point is simple. We are underestimat- 


ing the complexity of managing the two cities, | 


and missing a point in making electoral judg- 
ment on the work done by two outstanding 


| men who will be remembered for their vision 
and dynamism. These two men made their citi- | 


es global brands and brought a new meaning to 
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Chief minister 


the word, India. I think we are also missing a 
major issue here: both Hyderabad and Banga- 
lore should be given statehood in their own ri- 
ght. The task of city building is far from over and 
both cities have headroom to become develop- 
mental models for modern India. However, left 
in the current state of things, they will always be 
at variance with the needs of their respective 
larger states, and it will be impossible to bal- 
ance priorities for any administration. 

There is a danger of populism overtaking 
concrete issues concerning development. It 
will be far more realistic to manage the two sta- 
tes as subjects of separate focus from Hydera- 
bad and Bangalore. The way you address deve- 
lopment in a rural context, with its underlying 
complexities, is different from how you look at 
itin an urban context. In terms of planning and 
administering, they present very different chal- 
lenges and often require very different talents. 

We need concurrent development of both 
the non-urban and the urban sector. Any atte- 
mpt to combine the two from a structural and 
leadership standpoint will be extremely diffi- 
cult. Given the archaic nature of political think- 
ing in the country, there is also an inherent 
danger that successive governments will over- 
correct what they may think as the Naidu or the 
Krishna syndrome. This will not solve any 
problem. Today, close to 28% of the Indian pop- 
ulation lives in urban areas and in a decade and 
a half, that will touch 41%. The energy needed 
to manage the cities will be so huge that any 
government that tries to do so while pretending 
to place rural development on the same plate is 
likely to fail in both. The nations ability to attra- 
ct investments depends on the viability of its 
cities. They are national resources. It is in our 
best interest to recognise the core issue, This 
column would therefore argue that serious tho- 
ught be given to grant statehood to Hyderabad 
and Bangalore — that, and not doubting Mr 
Naidu or Mr Krishna's true love is the crux of the 
matter. Maybe, after all, we do need them as 
CEOs of their respective city-states. r 














DI Cooper, the 60-year-old 
founder-chairman of Navi 
Mumbai-based 
process outsourcing (BPO) 
company  Tracmail has 
stopped coming to office. 
Instead, he prefers to spend most of his 
time at his home. The official version is 
that Cooper is unwell. Privately execu- 
tives say there's another, more likely rea- 
son why he has stayed away: things at 
the five-year old BPO outfit опе ofthe 


oldest in the country — have suddenly 


spun out of control. 


Three weeks ago, Arjun Vaznaik, | 


Cooper's chief operating officer, put in 
his papers. He was the last of 
the three-member operating 
management team to quit in a 
huff. Six months ago, chief fi- 
nancial officer Sanjay Razdan 
and chief technology officer 
Zarir Mistry left within weeks 
of each other. The reason for 
the exit of all three was the 
“game: a three-way merger en- 
. gineered by the company's 
venture capital shareholders 
— The View Group and eTec 
Ventures — last October with- 
out taking the operating man- 
agement into confidence. 
Senior managers at Trac- 


mail say Cooper is now looking for a | 


business | 


i 





i 


buyer. But he may have to sell dirt | 


cheap. Sensing trouble, many among 
Tracmail's rank and file at the Navi 
Mumbai centre have headed for the 
door: the size of its workforce is down to 
800 from 1,000 in January. And Trac- 
mail’s existing clients are on the verge of 
pulling out, if sources are to be believed. 

Cooper has every right to feel that 
his VCs let him down. And he is not 
alone. Other BPO entrepreneurs who 
set up shop with VC funds a few months 
after him have a similar story to tell. For 
the past one year, Zia Shiekh, co- 
founder-CEO of Infowavz International, 





year ago, Infowavz had leased space in 
Pune and Hyderabad to fill any demand 
over and above its 500-seater capacity in 
Andheri. But now its clients want 1,000 
more seats. Leasing is not an option for 
capacity of this size, so who will provide 
the funding for the expansion? Not its 
main investor ICICI Venture, which isn't 
willing to fork out any more funds. Nor 
other VCs. The only option: bring in a 
strategic investor who either has the 
scale or the financial muscle to pull it 
out ofthe crisis. 

Then there's Vijay Rao, whose firm 
Epicenter Technologies is perhaps in 
more serious trouble. Epicenter, like In- 


The VC-funded BPO 
companies are divided 
down the middle over 

the utility of having 
venture capitalists on 
board. Snigdha Sengupta 
finds out why 


fowavz, needs to hit the growth pedal, 
and for that it needs an additional $20 
million-25 million. The two investors in 
the company, GW Capital and Infinity 


Venture, which hold a minority stake in | 
the company, are already looking for an | 


exit option which could bring in the 
much needed funds, but there seem to 
be none on the horizon. 

It's easy to jump to the most obvious 
conclusion: that VCs are just fair- 
weather friends. But then we would be 
too harsh on the VCs. There are enough 
examples of BPO companies that have 
actually flourished thanks to strong VC 
support. In sharp contrast to Tracmail 


has been looking for $8 million to set up | and its ilk, a handful of BPO units are 


a second campus in Mumbai. Until a 


adding scale rapidly, a critical factor in 
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growth in the industry today. 

Take, for instance, WNS Global Ser- 
vices. The former British Airways sub- 
sidiary, now backed by Warburg Pincus, 
will double its headcount to 8,000 by the 
end of June. It closed fiscal 2003-04 with 
$85 million in revenues and expects to 
sustain a 60-70% growth rate this year. 
Says CEO Neeraj Bhargava: "We should 
close the current fiscal with $140 million 
in revenues." To get there, Bhargava 
isnt just relying on organic growth — he 
ison the hunt for acquisitions. 

Then there's the Bangalore-based 
24/7 Customer. Founded by US-based 
tech entrepreneurs, PV. Kannan and 
S.Nagarajan, around the 
same time as Tracmail, 24/7 is 
coasting along smoothly. Last 
year, itwasthe first Indian BPO 
outfit — and the only one so 
far — to bring in $22 million 
froman investor in Silicon Val- 
ley. That's no mean achieve- 
ment. Sequoia Capital is the 
big daddy in venture capital, 
having invested in the likes of 
Oracle, Cisco and Apple. 

Now you know: there are 
two kinds of VC-backed BPO 
firms. Some that are ready to 
pop the anti-depressant pill. 
And some that are high on 
adrenalin. So here's the moot point: why 
is there a sharp difference in the for- 
tunes of these companies? The most ob- 
vious answer is that the ones that are 
riding high are the second-generation 
BPO companies. Because they came 
into the market a trifle later than pio- 
neers like Tracmail, they could select the 
right kind of VCs, bring them in at the 
right time and also better manage their 
expectations. Therefore, all things being 
equal, that could be why Tracmail's 
Cooperis being forced to sell out, even 
as 24/7's Kannan scopes a new acquisi- 
tion in the UK. 

So where did Cooper and others like 
him go wrong? The sad answer: perhaps 
because they were the pioneers and, 





therefore, could learn only from the | 
mistakes they or their VCs made. 

When Tracmail started operations in 
mid-1999, the BPO industry was de- 
fined by the sprawling captive opera- 
tions set up by multinationals like GE 
Capital and American Express. VCs had 
only just begun to smell the opportunity 
and first-mover entrepreneurs like Coo- 
perlatched on to what was available. He 
sold a hefty 5096 stake in the firm, that 
too for a mere $7 million-8 million, to 
TheView Group. It also sold a 2096 stake 
to eTec Ventures. Today, a senior Trac- 
mail executive remarks rather wryly: 
"We may have got the wrong VCs." 

In October last year, Tracmail 
needed $5 million to stay in business. 
But its VCs could not bring in that kind 
of money. In fact, The View Group even 


P.V. Kannan 


Love me 


Second-generation BPO 
units like 24/7 Customer, WNS, 
vCustomer, ICICI OneSource 


Co-founder, 24/7 Customer 


True stakeholder: His VC helps 
him get business, and has a 
5-10 year investment horizon 


tried to sell it to a strategic investor with 
the help of investment bankers Edel- 


weiss and Kaulkin Ginsberg. To make | 


matters worse, one of Tracmail's key al- 
liance partners, US-based contact cen- 
tre firm Webhelp, was seven days away 
from bankruptcy. If Webhelp shut shop, 
Tracmail would lose its biggest cus- 


tomer, Microsoft, which sub-contracted | 


work to Tracmail through Webhelp. 


To stop the VCs from selling their | 
stake and to retain control of his firm, | 


Cooper offered an alternative: a merger 


BPO 


the HAVE-NOTS 


That's when The View Group de- 
cided to take things a little further. They 
informed Cooper that they were bring- 
ing in a third company, Spheronomics, 
another of Tracmail's alliance partners, 
into the merger. The three-way merger 
would create a new entity, TWS Hold- 
ings, and bring on board two new VC 
shareholders: CIBC World Markets and 


| Insight Capital Partners, the primary 


with Webhelp. "The merger was critical | 


| because two-thirds of Tracmail's rev- 
| enues came from Microsoft," says the 


executive. The VCs fell in line, as the 
merger would create a stronger entity 
and, in turn, drive up valuations. They 
even agreed to bring in the $5 million. 


Founder-chairman, Tracmail 

Catch-22 situation: His VC 
won't fund him, nor will it sell to 
a new investor at current prices 


shareholder in The View Group. Cooper 
acquiesced. 

Butthings didn't pan out as planned. 
"Spheronomics came in with north 
American management to boost the 
sales pipeline," says a company execu- 
tive. "That did not happen. So, in effect, 
with a North American cost structure 
and no incremental sales, the company 
has bled further." 





Adi Cooper 







Love me not 





Are building up scale and 
revenues rapidly. Rather 


than go in for organic growth, 


they prefer an aggressive 
acquisition-led strategy 





First-mover BPO start-ups 
like Tracmail, Infowavz 
and Epicenter 


Tracmail is on the block. 
Infowavz's VCs are looking for 
a strategic buyer. Epicenter's 


investors are too small to fund 





Are backed by strong VCs — 


Sequoia Capital, Warburg 


Pincus, ICICI Venture — who 
are both resourceful and 


invest for the long term 


its $25-million growth plans 





Need fresh funds to grow, but 
their VC investors — Infinity 
Venture and The View Group, 


RC for instance — have few 
resources to help them 
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result: Tracmail could not get new funds 
for its growth. Now, with its operating 
management team quitting in protest 
and other workers following suit, every 
passing day simply means dimmer 


Evolution of VC-backed BPO firms 
1999-2000: FIRST MOVERS 
| prospects for the company. 


@ ВРО sector comprises captive outfits of | 24/7, on the other hand, has hada 
multinationals like GE Capital and | smoothrun, simply because its promot- 
American Express .] ers chose not to bring in VCs right in the 

| beginning. Of course, they could afford 
to do so. Kannan and Nagarajan met 





* Entrepreneurs like Tracmail's Cooper and 








Spectramind's Raman Roy see орройи- ^| each other in 1988 while working for 

nity for Indians to do what the MNCs are | TCS. In 1994 they teamed up to set up 

doing at half the cost .| Business Evolution, a CRM software 

: . _ firm, in the US. By 1999, they decided to 

@ VCs begin to warm up to the business | betonBPO They sold off Business Evo- 
| lution for a hefty $140 million and in- 


ү i on financers ev тее Group He Hind h vested $10 million in 24/7. 
en Ure — are sma nas wi кие or no Idea about now Through the initial three years, the 


_ the BPO business works : duo relied on organic growth. And they 


ge remained very focussed. Instead of try- 
2002-2003: SECOND GENERATION 


ingto compete with BPO supermarkets 
like Daksh and Spectramind (even Trac- 

@ The BPO business is now worth close to 

$1 billion 


mail had a diversified BPO model), 24/7 
* Large private equity funds like Warburg 


stuck to just three related domains: 
banking, finance and insurance. It 
Pincus and General Atlantic Partners get 
into the fray 


helped that financial services was the 
fastest growing segment of the BPO pie, 
accounting for 80% of the market. Soon 
2417 snagged six out ofthe seven largest 
credit card companies in the world as 





€ With strong funds come bigger BPO 








firms — ICICI OneSource, WNS and vCustomer | clients, and scaled up to 4,000 people. 
A : That's when Kannan and Nagarajan 
@ These firms employ 2,000-plus people through acquisi- | decided to bring in a strategic investor. 
tions within just one year of their creation | But it was not just for the capital. “The 
| idea was to use the venture capitalist's 
2004: GENERATION NEXT | network and experience in building 
_ companies. Sequoia fitted the bill per- 
€ Cs slated to pump in $1 billion in India | fectly,” says Kannan. Moreover, Sequoia 
this year; over 5096 will go into BPO | belongedtoabreedofinvestors who be- 
| lieved in staying invested in a company 
€ VCs not looking for diversified players like | for 5-10 years. "Very few VCs get the tag 
ICICI OneSource any more. Prefer domain | of company builders. Sequoia was one 
plays — companies that specialise in | of them. What we have seen so far in 


BPO are entrepreneurs and VCs who 





services for two or three industry verticals ае disposable comnpatina” headds: 


е VCs like Sequoia Capital and The Carlyle Group have | Каппап point is borne out by the 
5-10 year investment horizons = facts. Most first-generation BPO start- 
_ ups have hit a trough — they need 





and stay in business. But time is running 
he could not scale up as fast as some of | out, since most existing VC investors 
the later entrants to the business. That | want to exit. “All these investors came in 
affected Tracmail's valuations. Over the | around early 1999-2000. Their five-year 
past two years, every time Cooper tried | investment horizon is coming to an end 
to replace his current VCs with investors | and they're under pressure to monetise 
who had a longer time horizon and big- | returns from these investments,” says 
| 
| 


Could Cooper have played the game 
differently? At one level, his options 
were limited. There were few VCs in the 
days when he started out and the ones 
that were around were small, with little 
resources to fund big- ticket growth. Asa 
result, Cooper had to rely largely on or- 
ganic growth, which in turn meant that 


ger resources, The View Group would | Infowavz's Shiekh. 


simply not agree on the price. The end | Now, there is enough capital avail- 
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“million in Bangalore- 
based BPO firm 24/7 
Customer Ro 


"€ Has a track record 
-of funding and helping. 
build firms like Cisco 
Systems, Oracle, 
Yahoo! and Google 


ө Has a 10-year 
investment horizon in 
-each company 


December 2003, venture capitalists in- 


vested over $100 million in the BPO sec- | 


tor, according to research firm TSJ Me- 
dia. This year, the Indian Venture 
Capitalists' Association estimates $1 bil- 
lion in total VC investments in the coun- 
try, of which more than 5096 is expected 
to go into BPO. So where is all this 
money going? 

"Companies that have a growth 
story to tell will not have a problem ac- 
cessing this capital. There are still plenty 


of investors looking for an entry point | 


into BPO," says a senior executive at an- 
other second-generation BPO outfit 
ICICI OneSource. Industry experts say 


that those firms that are able to reach a. | 


critical mass of at least $35 million-40 
million in revenues and a 4,000-people 
strong operation will be prime targets 
for fresh capital infusion. But those like 


Tracmail and Infowavz are still far away | 


from that magic number. And some like 
Transworks and FirstRing have already 
sold out. 


Those like ICICI OneSource will, of | 


course, benefit in the new dispensation. 
Despite having entered the business 
late in early 2002, they have made up for 
lost time by pursuing an aggressive ac- 
quisition led strategy. It first bought 
Bangalore-based CustomerAsset; that 


WARBURG 
PINCUS 


| € Has invested 

. $900 million in India 
| till date. Plans to 

| invest. $500 million 
тоге over the next 

_ few years 


| € Its biggest 

| investment in India is 
in Bharti Televentures, 
; followed by Mumbai- 
based BPO firm WNS 
| Global Services 


| € Has $9 billion in 
| assets under manage- 
ment globally 


able for expansion. Between July and | 





GROUP 


, niche start-ups 


immediately brought on board 10 cus- 
tomers. Last year, the company did a 
smart swap deal with WestBridge Capi- 


FirstRing to gain an entry in the out- 
bound business. WestBridge is now an 
896 stakeholder in ICICI OneSource. 


Both these acquisitions have helped | 


the company grow its workforce to over 
3,500 and its customer base to around 
20. Of the latter, 14 are what it calls 
strategic customers. "These are cus- 
tomers from whom we expect business 
for a 5-7 year period," says the source at 
ICICI OneSource. The company expects 
to hit the $60-million revenue mark 


within the next few quarters. Sources | 
| WNS Global Services. As a captive oper- 
| ationof British Airways, WNS developed 
ICICI OneSource is now in talks with | 


say that a good part of the projected rev- 
enues will come inorganically. 


several private equity funds to raise $25 
million to fund future acquisitions. It 


hasaclear growth plan, butisinno obvi- | 
ous hurry to close a deal. Sources say ће | 
company has been evaluating bids from | 


VCs for the past six months. As one of 
the top 10 diversified players, it can af- 
ford to play a waiting game. 

Perhaps ICICI OneSource should 
not hold out too long. VCs are already 
shifting their attention. “VC interest has 
moved to domain plays. They're looking 
at vertical plays. The big rush for hori- 


BUSINESSWORLD 48 31 MAY 2004 


THE ‘CARLYLE 


ө The $18-bilion VC 
entered the Indian 
-BPO sector last year - 






| € Its mandate for 
“India: to invest in 


; € Has made two 

: investments here so 

{аг — WorldZen and 

| Quest. These firms are 
currently leveraging — 

| the Carlyle network to 

; expand operations in 

‚ South-east Asia, 

| Europe and the US 





GENERAL ATLANTIC 
PARTNERS 






| € Caused some 

ripples recently when 

it sold its stake in 

-= Daksh eServices to IT - 
, major IBM 


, € The US-based tech- 
„nology investor has 

а global kitty of over 

| $4 billion 


€ BPO is still big for 
{һе firm. Plans to be 
а key player in the 

, consolidation wave 
-currently underway 

; in BPO 























zontal service providers got over 12 
months ago," says Kanwaljit Singh, 


| CEO, Carlyle India, a recent entrant in 
tal by taking over the latter's stake in | 
| vested in two niche BPO firms — 


the BPO sector. Last year the fund in- 


WorldZen and Quest. Singh points out 


| that some of the earlier entrants have 


also changed focus — WestBridge Capi- 
tal picked up stakes in Indecomm and 
Marketrx, both niche players focused 
on the healthcare sector. 

What this means is that if you're a 
specialised BPO firm, getting the right 
VC is likely to be a lot easier. But what's 
even more important is managing the 
VCs' expectations. BPO firms that do it 
well are likely to see huge upsides. Take 


domain expertise in the airline back-of- 
fice processing area. In 2002, British Air- 
ways sold most of its stake to Warburg 
Pincus. Based оп advice from Warburg, 
WNS expanded its domain expertise to 
travel, healthcare, insurance and knowl- 
edge services through carefully planned 
acquisitions. The gambit worked. In the 


| last two years, WNS has grown four-fold 


to a 4,000-people strong operation and 
has revenues of $85 million. 

As for Cooper, he would perhaps be 
ruing the day he invited TheView Group 
to take a stake in Tracmail. a 
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A move, counter-moves, traps, 
guessing, double-guessing, even 
some forms of espionage. 
{с makes one wonder, whether 
it's the competition that keeps 
one going for more, or quite 
simply the thrill of the game. 
The inside-out and outside-in 
perspectives, brought together 


every week. 


Play the game 











EVENTEENTH May, just two days to go 
before General Motors India (СМІ) 
takes the latest Chevy to town. The sixth 
floor of Gurgaon's Global Business Park, 
where General Motors’ (GM) India 
headquarters are located, is buzzing 
with activity. GMI president and managing direc- 
tor Aditya Vij sits for an interview, but we can al- 





down model and Rs 8.45 lakh for the top-end one. 
At those prices the Tavera, a multi-utility vehicle 
(MUV) lands bang within the C segment that grew 
at over 15% last year. Though strictly a utility vehi- 
cle, GM hopes that most of Tavera’s volumes will 
come from the passenger car segment. 

The Tavera began with a ‘needs segmentation’ 
study that GMI conducted three years back. This 


ready sense his impatience for it to end. A few rooms away, a | once-every-three-years survey highlighted the need for a 
team of GMI executives is discussing the price at which the | Tavera kind of vehicle here. Then, over the past two years at 


Tavera, the latest Chevrolet, should be launched. Мете certain 
Vij will not give its price away; we ask him for it anyway. “I don't 


. reports say?” we press. Vij allows himself a smile: “It could be 
even better.” Two days later, six variants of the Tavera are 


genisation. 


any rate, GMI worked hard at adapting the Tavera — the born- 
again Isuzu Panther — for India. A bulk of that effort went into 


prices could be kept low. Tavera was launched at 85% indi- 


Vij adds that by year-end, those figures will rise to 


| 

know,” he says. “Will it be between Rs 6 lakh and Rs 9 lakh, as | working with local vendors to indigenise components, so that 
| 
| 


launched at between Rs 5.44 lakh for the completely stripped 


Opel In The Wilderness 


| 93%, affording him even greater pricing freedom. A competi- 


@ 1996: GM enters India with a 50:50 JV with HM. Launches Opel Astra. 


Content with market presence over marketshare 
€ 1999: Divergent objectives lead GM to part ways with HM 


€ 1999-2000: GMI marketshare 0.5%. Hyundai 12.3% and Ford 1% 


What went wrong 


€ Hyundai, Daewoo, Telco steal the market with their small cars 


€ Outdated technology at premium pricing 
€ Poor dealer network 
€ German engineering campaign fails 
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€ 1999: Rivals Honda City & Mitsubishi Lancer force GM to find а new product 
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GM is finally taking active interest in the 


Indian market. Is it too 


tor whois otherwise disparaging about GMI says that the 85% 
statistic at launch is a ‘truly admirable’ number. Clearly, Tavera 
symbolises GM’s newly found aggression in India. (The 
Chevrolet Optra was launched in July 2003 with 35% localisa- | 
tion.) And a lot is riding on it. Says Anil Mehrotra, chief finan- 
cial officer, GMI: “This year, the company will reach the break- 
even point, and turnover will reach Rs 1,800 crore from Rs 800 
crore last year,” But is this enough to get GMI back in the reck- 
oning here? Or is it too late to even stage a comeback? 
Though GM is the largest beast from Motown — at 
$185 billion, it’s $55 billion larger than Toyota, the next biggest 
carmaker — it hasn't been able to mark outa territory in India. 
г. Executives from Suzuki and Daewoo, the two multinationals 
-that started here before GM, say its 1996 entry made them jit- 
tery. The automobile market was opening up, customers were 
excited about foreign brands and GM was... GM, after all. But 
in 2-3 years, the monster lay trampled by almost every other | 
creature, big or small. Consider that between 1996 and end- 
2003, GM sold 59,000 cars. Hyundai, which is globally barely 





The Great Chevy Hope 


® 2000: Vij takes over from Rick Swando as head of GMI. 
Opel Corsa launched: Meets GMI's 10,000 units target 

@ 2003: Vij gets a two-year extension. Promises one new 
platform every year. Chevrolet brand launched. Optra 
moderately successful 

€ СМІ bets big on Tavera by investing Rs 500 crore in it. 
Priced competitively at Rs 5.5-8.5 lakh, Tavera is 
expected to sell 25000 units in 2005. GMI announces 


plans to acquire defunct Daewoo assembly assets in UP 


What's going right 

@ Vij Indianises management; champions the 
cause of India; focuses on indigenisation 

€ Tavera launched at 85% local content 

@ Deale etwork expanded 

e Focus оп vendor develpment 
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| 2000, the year he took over as GM's India head, that the com- 


4+ 
H 


late? By Aarti Kothari 


id 


| one-ninth GM'ssize, sold 1.2 lakh carsin 2003 alone and expo- 


rted another 30,000. "For GM, the Indian venture was like 
opening another branch office —they camein with an assem- 
bly line and pre-conceived notions of what the success factors 
might be in the Indian context. In fact, GM is the classic case in 
India of how to snatch defeat from the jaws of victory,” says 
Rohtash Mal, former head (marketing and strategy) at Maruti 
and current CEO of Bharti Infotel. 

Bui multinationals have been known to have shaky starts 
and then stage strong comebacks. So the answer to GM's fu- 
ture could lie less in GM's past and more in the interplay of 
three things — GM's global ambitions, the rapidly evolving In- 
dian car market and what Vij can do for GML. 

Those who know Vij say he is extremely ambitious and add 
that GM's newfound aggression has much to do with him. Vij 
downplaysany such suggestion (“I am ambitious for my cor: 
pany,” he says). But he did point out to his bosses sometime in 
















pany could lose out on the India opportunity, “Itoid Detroit. 






Cadillac Dreams 


| © From current levels of 32,000 
units a year, GMI targets sales 
of 160,000 in 2010 
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! What GMI needs 

jit needs to stay as bullish 

dia as it is on China and 
Brazil 

‚ € Daewoo acquisition crucial to 
get into the volumes game with 
the Chevy Spark (previously 
Daewoo Matiz) in 2 

may need.more ap у to 
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then that if we miss India now, we will 
miss it forever," he says. 

GMI' strategy till 2000 seemed 
patchy. When the automobile market 
here opened up, GM, like other MNCs 
such as Ford, Peugeot and Fiat, rushed 
to form a joint venture, as was manda- 
ted then. GM partnered with Hindus- 
tan Motors, perhaps only because his- 
torically the Birlas were GM dealers in 
India. Unlike Maruti and eventually 
Daewoo, which believed that the mar- 
ket lay in small cars, GM came in with 
the Opel Astra. But then, it didn't have 
a small car in its portfolio and may 
have had no choice but to launch so- 
mething big. The trade-off: launching 
the right (read small) car for India ver- 
sus setting up a token presence. Vij 
doesn't quite see it as a trade-off tho- 
ugh. He admits GMI's performance 
hasn't been great, but argues that big 
volumes was not the objective then. 
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Healso says GM wantedto enter witha 
premium car. (Daewoo did the same 
with the Cielo, but got into the volumes game with the Matiz.) | 

The market saw it differently. Many saw GMI's moves typi- 9 
cal of American Big Company arrogance — launching a prod- | 
uct already over a decade old and expecting people to paya | 
premium for it. The most the Opel Astra sold was 
10,271 units in 1997. Others say the Astra was a mar- 
keting failure. GMI's айтап, Alok Agarwal, branch 
director at Enterprise Nexus, says the Opel cars (As- 
tra and Corsa) were not marketed well. “The value of 
the brand had not been conveyed well. Advertising 
could definitely have saved the Opel. Today, we have 
moved from snob value to relevance.” 

Meanwhile, as competition increased, the difference be- | 
tween GMI and the others became increasingly evident. | 
Hyundai sunk in huge amounts of money and introduced | 











Source: SIAM 


contemporary products. GM's neighbour from Detroit, Ford, 
quickly developed the Ikon in 1999, specifically for the Indian 
customer, after its first offering, the Escort, turned a disaster. 

So it was no surprise that in 1998, GM's sales dropped to 
3,331 cars from 10,271, and then hit an all-time low 
of 2,561 vehicles in 1999. Vij, who was first director 
(sales and marketing) at GMI and then vice-presi- 
dent (marketing), meanwhile, was posted out to 
Zurich in 1998. He would return in 2000. 

Those familiar with the GMI system say its indif- 
ference (some say ineptness or incompetence) 
stemmed from a combination of factors. As Vij says, 
the idea was perhaps just to have a toehold here and keep its 
stakes low. In fact, the Hindustan Motors plant in Halol (Gu- 
jarat) had a capacity of barely 12,500 vehicles per year and 
GMI was content with those smallish numbers. But as the 
market grew here, why didn't GM get more aggressive sooner? 
A possible explanation is that China caught GM's attention. 
GMentered the Chinese market in 1997, a year after it debuted 
in India, and volumes rose sharply. "For a company of GM's 
size, volumes ofa lakh cars are small. For it to be interested, the 
market has to deliver, which India didn't. In China, GM's atti- 
tude was no different, but as its volumes rose, it quickly began 
customising for the Chinese market," says a long-time GM 
watcher. Some say that the joint venture with Hindustan Mo- 
tors restricted GM's moves. Finally, it could just be that there 
was no one to champion Indias cause within the GM system. 

With Vij's return — he replaced Rick Swando — things 
changed. Insiders say Vij has been steadily Indianising the 
management here. This GM subsidiary is the only one glob- 
ally with alocal finance head instead of an expatriate. Even the 


The Daewoo Matiz before it was launched in India. Its new 
avatar could be critical for GM to succeed here 
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head of R&D is an Indian. “These people have a far 
better understanding of the Indian market,” says an 
insider. By then Detroit was also willing to listen. Be- 
tween 2000 and 2001 GM's global marketshare 
dropped from 16% to 15%. By 2002, it would fall to 
14.9%. GM's goal is to have a share of 20%. Now, it's 
universally acknowledged that Brazil, China and In- 
dia are the three markets with the biggest potential. So any | 
company wanting increased marketshare must have incre- 
mental sales in these three countries. In both Brazil and | 
China, with sales of roughly 3 lakh cars each, GM is the num- | 
ber two player. The only market where it needs to get its act to- 
gether is India. “India, Brazil and China are the three most im- 
portant markets for GM globally,” says Vij. Nick Reilly, 
president and CEO, GM-Daewoo Auto & Technology (Korea), 
spells it out clearly: “India is a crucial market for us if we want 
to remain one of the largest car manufacturers in the world.” 
Meanwhile, some auto watchers here who have had the 
chance to recently meet senior GM managers abroad add that 
there is anewfound bullishness about India within GM. | 

But is the GM offensive too late? Vij doesn't think so. He ar- 
gues that the market is just about getting interesting. “This is 
the moment we've been waiting for, and our earlier perfor- 
mance is of no material significance.” But you could also well 








argue that had GM been aggressive from 1996, its position to- 
day would have been virtually unassailable. “They could've 
shaken the Indian market but there is no determination to be 
the winner,” says А.Р. Gandhi, ex-president, Hyundai India. 
Since GM entered, the market has become more crowded, 


Vij has got GMI cruising on fourth gear, but can he floor the 





accelerator fast enough? 





GENERAL MOTORS INDIA 


with big names — Hyundai, Toyota, and Honda — 
jostling for space, The bottomline: GM has frittered 
away its early mover advantage. 

Now, even if you stay with Vij's logic that it's not 
too late, you may wonder whether GM has the 
products to deliver the numbers. Read that as havi- 
ng по B segment car. Some experts argue that auto 
sales resemble a bell curve and with markets maturing, the 
bell keeps moving right. Maruti chief Jagdish Khattar has, of 
late, been claiming that the market is shifting to the C segme- 
nt. But even today, the B segment comprises over 4096 by vol- 


| ume of auto sales here. Vij, for his part, admits that GMI does 


"potentially" need a B segment product. So which B will it be? 
Given that GM has snapped up Daewoos assets almost all 
over the globe, and that the due diligence for the Korean com- 
pany's plant at Surajpur is currently on, it's logical to assume 
that the Matiz will be GM's B. They even have a new name for 
it, the Chevrolet Spark. But Vij cautions that the plant has been 
shut for close to two years now, so the due diligence may actu- 
ally go against a buyout. “While the tooling at Daewoo is at- 
tractive, we have to weigh a lot of other considerations such as 
further investment required to get the plant going,” says Vij. 
But such statements notwithstanding, it's reasonably safe to 
assume that sooner or later, the Spark will be launched. 

Some say products aren't a problem for GM, marketing is. 
“The Corsa was a great product let down by bad marketing 
and a bad dealer network,” says one competitor. Within GMI, 
there seems to be a realisation about this. While the dealer net- 
work is being expanded (from 42 to 130), the communication 
strategy will focus on the idea of ‘low cost of ownership’. 

Despite all the talk of India being as important as China 
and Brazil, Vij is still talking pretty small numbers. In 2005 he 
expects to sell around 50,000 vehicles: roughly 
25,000 Taveras and the rest Corsas and Optras. 
That's easily achievable — the utility vehicle 
market is currently at around 1 lakh, growing at 
20% annually. "There is space for one more 
player so, in that sense, the Tavera has been 
timed well," says a competitor. Vij is targetting 
sales of about 160,000 vehicles by 2010. His 
competitors are targetting far bigger numbers. 
Forget Maruti or Hyundai, even Toyota is look- 
ing at around 2 lakh, or a 1096 marketshare. So 
is GMI being deliberately conservative? 

Perhaps so. It doesn't work to GM's advan- 
tage to make a big noise about big volumes and 
put competition on guard. In fact, if competi- 
tion underestimates GM today — most actu- 
ally do — so much the better. Vikas Bali, princi- 
palat consultancy firm AT Kearney India says: 
"There may be only 3-4 big international play- 
ers five years from now, and GM will be one of 
them. Look at their product range and portfo- 
lio-sharing arrangements the world-over to 
understand why." Or, as Vij puts it: "Earlier, In- 
dia wanted to be on the GM map. Today, it's 
time for GM to be on the India map." т 


With reports from Nandini Vaish. 
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SUCCESS 


Our success just didn’t leave our competitors behind. It made them leave the race. 
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How to profit from the inevitable condition 
of life — time poverty. By Rashmi Bansal 


T is a truth universally acknowl- 

edged that a professional in pos- 

session of a rising career graph 

must be in want of the one thing 

money can't buy — time. Banker, 

marketer, entrepreneur, all are lit- 
erally stretched across the two poles of 
their being — work and life. The week- 
ends are always too short. Public holi- 
days few and far between. Damn 'unof- 
ficial' working Saturdays! 


Self-help authors advise it's all about | 


setting ‘priorities’, but time is finite. Re- 
searchers have identified four major 
uses of time: 


Ш Contracted time: allocated to paid | 
work (what we spend most of our | 


life on); 
E Committed time: allocated to main- 


tain family and household (what | 


B-schools never teach us to factor in); 
W Necessary time: what's needed to 
maintain oneself (eat, sleep, brush 
teeth, etc.); and 
W Free time: what is left after all of 
the above! 

In the early years of one's career, 
family and household needs are low. We 
are free to devote our whole and soul to 


the office. And ourselves. Patterns are | 
developed, defining our commitment | 


to work. We accept and maintain the ‘rat 
race equilibrium; a delicate balance in 
which our willingness to work long 
hours for possible promotion is equal to 
our employer's belief that working long 
hours merits advancement. 

This is the life we fully expect to lead 
as MBAs. If there's one thing we'll take 
away from the course, it's the belief that 
we can 'perform under pressure. As 
management guru Tom Peter expo- 
unds: “We are frequently asked if it is 


possible to ‘have it all’ — a full and | 


satisfying personal life and a full and 
satisfying, hard-working professional 
one. Our answer is: No. Excellence is a 
high cost item." 

But didn't our ancestors toil similarly 


— and without ergonomic armchairs or | 


cappuccino breaks — for the better part 
of their lives? 
Therein lies the great irony of the 





post-industrial age. We no longer need | 
to work more to fulfil any of our basic 
human needs. John Kenneth Galbraith 
noted in his seminal work The Affluent 
Society: “To take increased wellbeing | 
in the form of more goods and partly in 
the form of more leisure is unquestion- | 
ably rational.” 

In the mid 1960s, Americans bought | 
into the idea that 20-hour working | 
weeks would be the norm. But while 
much of Europe has opted for a 35-hour 
work week with (mini- 
mum) four weeks of 
paid vacation, Amer- 
icans continue to 
lead the world when 
it comes to working 
long, long hours. 
Corporate India is 
going much the 
American way. 'Time 
poverty' is the in- 
evitable result. 

At one level, it 
boils down to the 
success of уел dil 
maange more' capi- 
talism. But is there a 
real alternative? As 
Juliet Schor, author 
of the Overworked 
American observes: 
"People don't have 
the choice between 
taking more free 
time or taking more 
income. They re offe- 
red only the income. 

So they spend it." 

Today's white- 
collar jobs are sweat- 
shops with air-con- 
ditioning because 
they offer only two 
tracks: the fast track 
or the slow track to 
nowhere. The 'slig- 
htly slower track just 
does not exist. 

On a recent 
episode of CNBC's 
Trial By Fire show, 
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the following question was posed to 
participants: "What would you do to get 
a promotion — work 14 hours a day for 
one year or work eight hours a day for 
three years?" 

Three of the four B-school teams, 
which included two Indian Institutes of 
Management, chose the 14-hour op- 
tion. The judges, comprising some top 
CEOs, nodded sagely in agreement. 

The fast track means being on call 
24/7, always willing to take on more. In 





MARKETING 








to give us a sense of ‘ownership’, which, 
in turn, gives us a sense of meaning and 


the US, it has been blamed on the ‘lay- 
off culture’ — the fact that work doesn't 
go away with downsizing, only people 
do. So, the ‘donkeys’ that are left behind 
in the company are now carrying two 
packs instead of one. 

Well, the analogy also applies to re- 
cruitments. If a company can get one 
donkey to carry the load of two, at the 
salary of one and a half donkeys, that’s 
quite a bargain, isn't it? The best part is, 
these donkeys don't even complain. 
Theyactually believe they're self-actual- 
ising by spending most of their waking 
hours working for you. 

This is the fundamental shift in 
thinking between blue-collar and Fri- 
day-dressing jobs. Corporations strive 


ticks 


good, even great, thing. 

But must this ownership mean the 
corporation literally 'owns' you? Work 
isa little like Hotel California now: 
you can check out of office but here, 
take this laptop and cellphone, so you 
can never leave... 





mands on our time. But what about the 
equally huge options available to spend 
it on? Five films now debut every week 
— that's week, not month. More restau- 
rants open in a month now than used to 
in a year. 

Theres this nagging feeling the yup- 
pie has of 'not living enough; of missing 
something. It's a rant well stated in a 
20-something Bangalore-based IT pro- 
fessional's blog. "This week I would have 
worked for 88 hours by the end of today. 
And I did that by working all seven 


The Matrixtill now even though it's been 
running for three weeks." 

Researchers Daniel Hamermesh 
and Jungmin Lee have dubbed the phe- 
nomenon as yuppie 'kvetch. They 
observe that Chinese factory workers 
take overtime and work 70 hours a 
week, yet they don't feel happy. Truth is, 
the more money you have the more 
rushed you feel. It's a classic case of di- 
minishing returns. Time, unlike income, 
cannot be stretched. 

Hamermesh and Lee advise: "Get a 
lower paying job. Even if you work the 


































stress." Like anyone is going to buy that! 
What we might actually buy is a 
magic pill which would allow us to stay 
up 40 hours straight, with no side ef- 
fects. Surprise, surprise such a drug 
already exists. And it might well become 
a Prozac or Viagra alternative for the 
sleep deprived. 


< condition resulting in excessive daytime 
‚ sleepiness) modafinil (marketed in the 
FUS as Provigil!) has already caught the 
fancy of the US military in its quest to 
create the 'metabolically dominant sol- 
‘Could ‘metabolically dominant’ 
ppies be far behind? 

~ At some level we all know, our lives 
need balance. But how do we create it? 
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pride in our jobs and lives. Which isa | 


We're all agreed: there are huge de- | 





days... І ат such a loser. І haven't seen | 


same hours you'll feel much less time | 


Developed to cure narcolepsy (a | 


though some of us may choose to | 


downsize our careers — and incomes — 
to win back freedom over our time, the 
vast majority will continue with the 
daily grind. And sigh in agreement 
when profound-sounding forwards 
on life management' arrive in our 
in-boxes. 

Like the one about the philosophy 
professor who fills a jar with rocks, then 
pebbles, and then sand. The rocks rep- 
resent the important things in life (rela- 
tionships, kids, health); the pebbles are 
stuff that matters on a smaller scale 
(your job, car, house). The sand is every- 
thing else. Feel-good funda apart, 
there's a lesson in this for marketers. If 


| your target is the money-rich and time- 


poor, you'd better be like that sand, 
silently slipping into the gaps in your 
customers overscheduled life. 

Take the dozens of malls springing 
up everywhere with the same mix of re- 
tail and entertainment. How many 
weekend shopping destinations do we 
need? We're being sold a lifestyle, when 
what we need is a life! 

So, for example, when a shiny new 
commercial tower came up in the once- 
seedy London Docklands area, it wasn't 
just 35 floors of unadulterated office 
space, Canary Wharf offers its tenants 
everything else that they might possibly 
desire —from restaurants and pubs to 
banks and even a post office. You can zip 
down during your lunch hour to do 
your grocery shopping at Tescos, or 
simply chill out after work at a Barnes & 
Noble bookstore. 

The concept of ‘workreational com- 
plexes’ addresses a deeply felt ‘quality 
of life' issue. The idea is to make the 
consumption of certain goods and ser- 
vices 'affordable' to the time-poor. In 
much the same way Rs 2 sachets put 
shampoo within the money-poor con- 
sumer' reach. 

The time we spend spent in transit is 
another such opportunity. We are trav- 
elling on work more than ever. And 
waiting at airports is an inevitable part 
of the deal. 

Traditionally, airports have housed 
restaurants, duty free shopping and 
bookshops. But transit consumers — or 
transumers — are sitting ducks for all 
kinds of services. According to global 
design consultancy Fitch, the marketers 
best bet is the ‘happy hour’ — the 15-60 
minutes travellers typically have to kill 


=depth 


Is it an office, a supermarket, a bookstore? No, it's the Canary Wharf — one of 
the new breed of ‘workreational’ buildings — in the London Docklands area 


before they board their plane. 

Sure, Wi-fi spots at airports are get- 
ting popular, but many business trav- 
ellers are actually keen to switch off 
from work and indulge themselves. To 
cater to this market, Japanese company 
QB Shell has set up a unique hair salon 
at Singapore's Changi airport. The 
proposition: a 10-minute haircut by a 
professional stylist for 10 dollars. Free 
entertainment on a personal LCD mon- 
itor is part of the deal. 

The McDonaldisation of services — 
making them quick, standardised and 
available where you want them — is ac- 


tually a huge opportunity. And one that | 


Harvard Business School graduate 
Kristin Кһупеѕ company, Polished Inc., 


is capitalising on in a big way. Her chain 
of beauty boutiques located at airports 
targets busy professional women who 
often don't have the time to even eat, 
much less get a massage, a facial or 
a manicure. 

Haven't caught a movie in ages? 
Rent a mini DVD player and a film of 
your choice just before you board your 
flight or train. Drop them off at a kiosk 
on arrival. Cinetrain in France offers 
this service for 10 euros, in partnership 
with Amazon.com and the French Rail- 
ways. A similar company in the US, In- 
Motion, is targetting airports across 
North America. 

In a country where even a decent 
airport coffee shop has been too much 
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to ask for, can we ever expect innova- 
tions such as these? Time-poor con- 
sumers in India, as elsewhere in the 
world, are hungry for convenience mar- 
ried to experience. 


We're ready to show you the money. 
Just show us the time! m 





1. There are just 125,000-250,000 nar- 
coleptics in the US, yet over a million 
prescriptions of Provigil have already 
been written. 

Interestingly, Ranbaxy has just 
received a tentative approval from the 
US Food and Drug Administration for a 
generic version of the drug. 


The author is an ПМ Ahmedabad 
alumnus and founder-editor of youth 
magazine JAM. She can be reached at 
rashmi@jammag.com. 


Crouching Tiger Hidden Dragon. 


How does corporate India fare globally? 

just how bright is the corporate Indian tiger, find out in the Businessworld special issue on 
featuring the first ever Businessworld Globalisation Index. It shows how the top (00 Indian гв 
where they did. With CEO interviews and expert opinions from luminis like D. S Bran 
Laboratories, Tarun Khanna, Harvard Business School's professor of strategy | 


and Tsun-ya Hsieh, Strategy Consultant McKinsey. Available on stands May 31. Ё 
















rather than the present 
muddle of separate 
Acts and multiple fo- 


Basically, it would be a bigger 
г version of the Company Law 


regular courtroom faces, 
company secretaries and char- 
tered accountants can appear 
- before the tribunal. (The setting 
-up of the NCLT itself awaits а 
_ Supreme Court hearing — more 
on that later.) The problem is that 
appearing before a tribunal does- 
n't ensure appearing confident, es- 
- pecially if you are doing it for the 
first time. Enter the new ICSI class. 
Over 120 company secretaries 
packed the auditorium at the India 


For the first time, company 
secretaries learn the 
tribulations of a courtroom 
situation through trial. 

. Ashish Aggarwal joins them 


HOULD you tell the judge 
that this is your first case? It 
was a candid question from 
an eager  frontbencher. 
Meenakshi Arora, the senior 
OUN- Supreme Court advocate on 
the dais, smiled. "That is the smartest 
thing to do. Most judges will lead you 
through the proceedings, making the 
experience a lot easier." 
This wasntacourtroom; it was more 
Of a classroom. This was how the Insti- 
tute of Company Secretaries of India 
(ICSD was preparing its members to ap- 
pear before quasi-judicial bodies. You 
see, company secretaries know a lot 
about company law; what they lack is 
the dexterity of a lawyer in arguing a | 
case before a flesh-and-blood judge. So, 
to handle cases at the soon-to-be-con- 
vened National Company Law Tribunal 
(NCLT), they will have to learn the tricks 
of the lawyer's trade quickly. 
For company secretaries, the NCLT 
is significant. It will have jurisdiction 
over all aspects of the Companies Act, 


ona steamy Saturday in May, hoping to 
morph into hard-boiled lawyers. I at- 
tended the two-day ICSI workshop out 
of curiosity — the alternative being a 
lazy weekend. 

A gentleman in the third row posed a 
toughie: what do you do when you are 
up against a prejudicial judge? Arora 
weighed the question for a moment be- 
fore replying. “You must ask for your 
facts to be recorded, and make written 
submissions. This will help when you go 
in for appeal.” 

An older gent two rows behind wan- 
ted to know: “What do you do when 
things are getting terrible for you, and 
the other party is running away with the 
case?” Arora chose not to take the ques- 
tion straight on — she put across her 
point allegorically. Once, when a prose- 
cutor was reeling out one stinging point 
after another, the lawyer for the defence 
began coughing out loud. Disturbed, 
the judge enquired: “Is your health al- 
right?” In mock meekness, the defence 
lawyer replied: “M’lord, my health is 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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rums that are there now. | 


- Board (СІВ). Apart from the | 


International Centre in the Capital | 


fine, but the points raised by my distin- 
guished friend are stuck in my throat!" 
This eased the tension in the courtroom 
and took off some of the sting. 


Gift Of The Gab 


Arora was invited to lend her courtroom 
experience to this classroom. With the 
crispness of Miss Manners, she said: 
“Seeing is believing. You don't say ‘hear- 
ing is believing’! Of what you are saying, 
60% is conveyed through body lan- 
guage and 30% through the tone of the 
message. A good lawyer knows that.” 
She certainly did. Her short, salt-and- 
pepper crop didn't have a strand out of 
place, and her smart, orange business 
suit matched her confidence. But more 
than her garb, it was her gab that would 
have ensured a judge's attention. From 
the vantage point of the back bench, I 


ctice 


could see that she had this classroom 
rapt too. An invaluable tip: “It will help if 
you can stand before a mirror, and know 
what is irritating about your style.” 
There was nothing irritating about 
Arora’s style. She warned that a lawyer 
should never commit the hara-kiri of 
telling a judge: “You can't convict my 
client!" The judge might just realise he 
very well can! The right way, according 
to her, was to lead the judge gently 
through suggestions. "In advocacy, un- 
like in negotiations, there are no sticks 
— only carrots," she said. That took me 
back to a meeting I had had with a 
memberofanother tribunal, the Securi- 
ties Appellate Tribunal, which hears ap- 
peals against the Securities and Excha- 
nge Board of India. There, a learned 
member had sagely remarked: "We just 
listen to the lawyers of both sides. It is 
theirjob to come up with convincing ar- 
guments backed up with facts." The mo- 
ral: ifyou annoy them, you lose them. 
Another way to lose them is to make 
the arguments boring. The company 





secretaries were reminded that a judge 


might not share their love and zeal for | 


company law. Therefore, it is crucial to 
prepare the judge for an unexciting 


patch, like technicalities, should it be | 


coming up. But how does one do that? | 
By creating a setting, like saying: 
“M'lord, Iwill now have to point out cer- 
tain technical aspects that are very im- 
portantto the context ofthe case." As ifit 
were a necessary evil. 

Another possible tricky situation: 
what do you do when the judge asks a 
difficult question — one whose answer 
is certain to jeopardise your client? The 


cardinal rule of negotiation applies | 


here: never refuse to answer. A tact that 


did the trick most of the time, according | 
to her, was to confidently tell the judge | 
that you were aware the question would | 


come up. Say that you would answer it 


de perfe 


while dealing with another issue later 
on, or that you would answer after you 
have presented more facts. It may not 
. work all the time. If a judge persists, 
counter him as best as you can — steer 
- Clear of mentioning a fact if you have to, 
but do not lie. 

The next session, on the art of draft- 
ing, was fielded by Ashish Wad, a 
Supreme Court advocate sporting a 
goatee and Gandhi glasses. He opened: 
"One has to marry the art of drafting a 
case with the art of advocacy to be a suc- 
cessful lawyer." A participant, who 
looked like he had been a practising 
company secretary for a number of 
years, had a query: "There are many 
prior judgements, both for and against. 
Does one attach them with the case to 
be presented before the judge?" Wad's 
. answer bailed him out — no cases are 

г required to be submitted. He elabo- 
` rated: “What is important is the ratio of 
-. favourable judgements to those against. 
_ Mention that. It is essential to study the 
. unfavourable judgements to avoid be- 


| 
| 
| 








ing caught napping by the opposition!” 


Courtroom Drama 


“Just wait. Things will get even more in- 
teresting in the next session.” This was 
Mahesh Anant Athavale, president of 
ICSI, reminding me of the gripping stuff 
due after the lunch break. He was refer- 
ring to the mock courtroom skits that 


were coming up, complete with real | 


Supreme Court advocates in flowing 
robes. To cover all kinds of scenarios, six 
technical sessions were planned on top- 
ics ranging from mergers and amalga- 
mation, oppression and management, 


and winding up of companies to there- | 


duction of capital. 

Nobody in the class was napping. 
True to the word, the next session 
seemed straight out of David E. Kelley's 





| The Practice, a courtroom drama on the | 


HOLDING COURT 


With judges, it’s like Newton's 
law: if you push, they will push 
Back; if you pull, they will resist! 


| Don t repeat arguments; it 
makes the judge feel you 
| think hei is s dumb 













к you want to Ену а 
question, tell the judge you 
[wit come >to it later 


| Dont t let: a ijudge ба а 
factfinder; it happens if you 
don't answer the queries 
clearly 


Don't сан {без about fie: 
opposition, use Sue Burour 


The last few lines to sum up 
the case are critical; prepare 
them carefully. 


Ty and be more likeable 
than your opposition 
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| the legal eagles who were improvising. 4: 
| As the skit was drawing to a close, a 





COURTROOM TRAINING - 


tele. But this was so much better — it 
was live! The classroom was quickly re- 
arranged into a makeshift Supreme 
Courtroom. The lawyers forthe respon- 
dent and petitioners got ready for a skit 
based on a real case. РК. Mittal tookup 
the cudgels on behalf of the: respondent, 
while Sanjay Maria and Vinay Shukla ` 
took up the cause of the petitioner. The — 
three were Supreme: Courtadvocates. 

They began i improvising. KR. Chan- : 
dratre, former president of ICSI, played | 
his role as the judge to the hilt by asking - 
incisive questions. The practical tips 
taught in the first session were on dis- 
play in the second one. It was not only 






















member of the audience appealed: 
"M'lord, [have a submission to make." 
The judge reminded that the audience 


is not allowed. to appeal in a court. 
Nonetheless, the participantsauntered ` 
up to the head of the class and poked a 
couple. of holes іп the lawyer's argu- 
ment. That left the judge smiling — the 
organisers had succeeded in involvirig 
the audience, literally. Later, a visibly 
pleased Athavale told me: "More such 
workshops are planned in other cities.” 

But those eager to argue in a real 
court may have to wait. But the NCLT is 
awaiting a Supreme Court hearing after 
the Mysore High Court declared itun- 
constitutional. The High Court felt the 
three-year term for the members was 
too short and a disincentive for compe- 
tent peopleto join. 

S. Balasubramanian, chairman of 
СІВ, wondered loudly ifthefactthatit — 
was the 13th anniversary of the CLB this 
month had anything to do with the re- 
cent turn of events, But he was upbeat 
that the NCLT would be active within a 
year. By then, company secretaries 
surely would be ready to face a judge, 
with poise. 
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at the right time. Two publishers, 
one German, the other British, are 
expecting to cash in on the global 








Chanda Kochhar, interest in business process 
Executive director, ICICI Bank outsourcing to India with titles 
that explain how to crack the hot new 
Iam currently reading WHYWE BUY: BPO market. 
THESCIENCE OF SHOPPING by Although work is being shipped to 
Paco Underhill. This book is on re- India, such as the handling of Bush's 
tailing, and has nothing to do with fund raising campaign, the country is 
the banking industry. It offers inter- getting less than 196 of the total global 
esting insights such as what people offshoring market. However, it is the 
look for when they first enter a shop. preferred destination for back-office 
Also, where should the signage be work, having overtaken Ireland, the ear- 
placed? Should you put it where the lier favourite. Some estimates suggest 
customer parks his car or where the that 32 million-39 million ser- 


vices jobs will be created in 
India over the next 15 years. 


customer stands in a queue? Even 
though this book is meant for retail, I 


X 


think it holds good for banking too. Paul Davies’ Whats This 
I'm not the type that buys books India Business and Mark 
onAmazon.lusuallyread whatother | Kobayashi-Hillary’s Out- 
people suggest. But I do like to sourcing to India: The Off- 
browse in bookstores — I do that shore Advantage are, there- ER 
when I take my children there. [5] fore, likely to do well. 
Davies, former managing 
ALERT director of Unisys India (an 


early BPO mover who took 
risks), is the repository of 
‘how to do it in India’ knowl- 


The Price of Loyalty 
George W. Bush, The White House, 
And The Education Of Paul O'Neill 


by Ron Suskind 


(Simon & Schuster) ing a unique network that linked com- 


—— -— — — merce, professionals апа the 
7 X IN this book, another government bureaucracy during his 
f attempt to probe the tenure here, clearly has much to offer 
secretive Bush adminis- those who are plunging into the BPO 
tration, the Pulitzer business or toying with idea of off- 
Prize winning author 4 
takes a unique route. shoring some work. London-based 
He tells the story consultant Kobayashi-Hillary, on the 
through the eyes of for- other hand, has extensively researched 





mer treasury secretary 
Paul O'Neill, the only member of 
Bush's Inner circle to leave and 
speak about his disillusionment 
on the record. O'Neill was troubled 
by the lack of dialogue and dis- 
sent within the administration. 
Bush, Cheney and all the ideo- 
logues believe that they, and only 
they, know the truth. Why bother 
with any further conversation? Ili 


the sector to make a compelling case for 
outsourcing to India. 

Davies’ three-part book looks at 
more than the BPO revolution; he cov- 
ers history, geography, travel, politics, 
education and even the weather. Easy to 
read and full of anecdotes, it has the 
kind of insights that would surprise 
even Indians. So although there are the 
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BPO is not 


T'S all about hitting the market | 





usual gripes about the way we process 
visas, handle customs, etc., the book 
also takes a sly dig at the way we tend to 


| overdo things. For instance, the way 








What’s This 
INDIA 
Business? 


Global Services Revolution 


offices have been designed to impress 


| the foreign clientele. Davies says he has 


been to offices that could actually en- 
able cryogenic experiments, when all 
that was required was a call centre! 

On a more serious note, once you 
know what you want to offshore, you 
need to work out how to do it, and 
Davies suggests that offshoring compa- 
nies employ an Indian company to, at 
the very least, advise them on the vari- 
ous steps. He also offers seven criteria 
that will help companies assess the suit- 
ability of an Indian supplier. These in- 
clude management ca- 





WHAT’S THIS 
INDIA BUSINESS? 
Offshoring, 
Outsourcing and the 
Global Services 


Revolution 


Outsourcing 
By Paul Davies 
Nicholas Brealey 
Publishing 

Page 


!33; price: $2! 


pability, alignment with 


edge. Davies, who is credited with creat- | western business practices, size, under- 


standing of each other's strategic objec- 
tives and intention. It is, of course, diffi- 
cult to judge the last, but, according to 
this India hand, you can arrive at a fairly 
good idea of someones intentions by 
the kind of time he gives you and the in- 
terest he takes in the offshoring task. 
Part three —What's Right For You— 
gets into the nitty-gritty of doing busi- 
ness in India. From tips on dress code, 
interpreting body language and dealing 
with babus, there are insights on what to 
focus on in a business plan. Even if 
theres never a one-size-fits-all plan, 
Davies' blueprint will help set the ball 
rolling. But whether the book will actu- 
ally help foreign companies set up a 
BPO in India from scratch is debatable. 





this simple 


Kobayashi-Hillary's 
three-part book follows a 
similar trajectory. Though 
its first part is more diffused, 
with the author rambling 
about the Al Qaeda, Pak- 
istan, Kashmir and other 
border disputes, the part 
that looks at the industry is 
fairly solid. But here, too, 
there are problems with 
outdated figures. Some of the 
companies that the author mentions 
have already doubled headcounts and 
added new clients. That's the challenge 
of capturing developments of a fast- 
growing industry. But, as a broad strate- 
gic guide, the book might be helpful. 


Getting down to the business of how | 


to actually go about the outsourcing 
quest, Kobayashi-Hillary does offer bet- 
ter insights. From city comparisons, 
types of outsourcing, quality control, 
knowledge transfer and exit manage- 
ment — he has more data. The disap- 
pointment is in the analysis. For exam- 
ple, the chapter on ownership models 
and partnerships starts off on a promis- 
ing note but ends abruptly, leaving read- 
ers with a lot of questions. 

Similarly, the chapter on the major 
outsourcing locations offers only a cur- 
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sory treatment of cities. 
| The city cost-comparison and specific 
skills guide would have been more help- 
ful if it was more fleshed out with hints 
like banking in Chennai, pharma in Hy- 
derabad or tech support in Bangalore. 
And far too much research is out- 
sourced to the readers themselves, with 
the author listing a large number of 
websites that they can check out for 
more details. Given that most of the 
chapters are brief, a checklist at the end 
is clearly an effort to pad the book. 

All the same, the books have their 
uses. Readers will take home some 
points to ponder on their outsourcing 
agenda even if there's too much of the 
kind of stuff that's best gleaned from 
travel guides or from political analysts. 

Also, Davies has some answers on 
what the West will do after services and 
manufacturing have been 
outsourced. He  rec- 
comends that they look at 
an 'ideas economy; since 
services and manufactur- 
ingare both just fulfillment 
ofideas. However, he does 
not flesh out this concept 
well. For his part, Hillary 
outsourced his end note to 
author and model Saira 
Mohan, who comes up 
with this gem: “To not like 
India is to not like yourself. 
Visit India and meet your- 
self for the first time." 

Hopefully, other books 
in the genre will cut out 
such fluff. LU 
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SELECTION 


In search of 
Sonia 


F THE political biographies that 

hit the market some months 
ago, this caused the least ripples. 
SONIA: A BIOGRAPHY by Rasheed 
Kidwai (Viking, Penguin Books India) 
was written before the 2004 general 
elections, when the Congress was al- 
most written off. 

That might explain the lack of in- 
terest in this excellent account of the 
goings on in the Congress Party 
since the assassination of its charis- 
matic prime minister Rajiv Gandhi in 
May 1991. It begins with a gripping 
account of the days leading to the 
tragedy but quickly turns into a re- 
porter's diary of party politics, re- 
plete with the machi- 
nations of the 
ambitious men who 
were desperate to 
grab power. 

If thisisa 
biography of 
Sonia it is a purely 
political one; 
there Is little of 
the woman be- 
hind the famous 
political face. Al- 
though Kidwai does a thorough job 
of uncovering the inner workings of 
the party, he sheds little light on the 
enigma that is Sonia. There are no 
clues here as to why this woman, 
who so justly deserved the top politi- 
cal job after shepherding her flock to 
a remarkable victory In the 2004 
elections, renounced the crown in a 
dramatic move last Tuesday . 

Was it a decision foretold, or was 
it provoked by the post-electoral cat- 
aclysms? Kidwai leaves the reader 
guessing. He rubbishes reports that 
Sonia wanted Manmohan Singh to 
be the PM in 1999 when the Vaj- 
payee government fell, saying she 
was the only contender. But he also 
writes that many consider her a 
saintly person who would renounce 
power to go up in public esteem. 

At the end, we are no closer to 
understanding why this chronic 
asthma patient plunged herself into 
the choking heat and dust of Indian 
politics to revive a near-dead party. 
Despite Kidwai's best efforts, the 
picture of Sonia remains hazy. W 
















5 HE United Progressive Alliance may be anal- 
liance, but markets and industry could be for- 
given for being sceptical about how united or 
progressive it is. While the Common Mini- 
mum Programme (CMP) is not yet public, the 


; Left has decided to stay out of government, identifying it- | 


self as the natural party of opposition. Notwithstanding 
-the CMP this decision gives the Left the right to go public 
. "with its opposition, since the collective responsibility of 
. governance would not apply. After all, in the mid- 1960s, 
West Bengal did witness the bizarre sight of a chief minis- 
ter going on hunger strike against his own government. 
Since there is nothing wrong with Indias macro- 
- fundamentals, the Sensex will sooner or later correct itself 
-once the contours ofeconomic 
. policy are known and sanity is 
. restored. However, problems 
would arise if these contours 
. are continuously uncertain 
. and the Left threatens to pull 
out whenever it is unhappy. 
“More than the. privatisation 
controversy, it is this spectre 
that now haunts India: that this 
- government will not last its full 
term and there will be a fresh 
round ofelections in two years. 
Asthe United Front govern- 
“ment demonstrated, reforms 
and coherent policy-making 
across disparate interests are 
^. possible even if it does not last 
7 the full term. In handling op- 
position from the SJM, the BJP 


































happen is clear. There will be no privatisation, if inter- 
preted as majority sales of profit-making enterprises 


... "done through a disinvestment ministry or a disinvest- 

. ment commission is besides the point. It is also not un- 

likely that the Left would insist on excluding the banking, 
and oil and gas sectors. 

And yet, this may be the second-best solution given 
the political constraints. All one asks is that a minimum 
commitment is agreed upon and adhered to. Ditto for la- 
bour reforms, which are widely expected to be another 
casualty ofthe alliance. There is much more to labour ma- 


- Disputes Act (IDA). The IDA should be junked. But as the 
.. NDA government discovered, especially after it set up the 
Pu Second Labour Commission, this is easier said. It is now 
—. impossible with the Left as part of the alliance. The IDA, it 


behaved no differently. In the present scenario what wont | 


through the strategic route. But can the UPA at least agree | 
_ that loss-making enterprises will be sold? Whether this is | 


_rket reform and labour market rigidity than the Industrial | 


Even if privatisation is out, 
tax reform and value 
added tax should 
be possible 








must be emphasised, applies only to the organised sector, 
or 8% of the labour force, and within the organised sector 
only to enterprises with more than the minimum th- 
reshold of workers. Even if the IDA changes are impossi- 
ble, why not get on with the rest of labour market reform? 

What can happen is also clear. Unlike with the BJP, 
there is no trader lobby to obstruct VAT (value added tax). 
Can one, then, introduce the tax reform recommended by 
the two Kelkar task forces? This means no exemptions 
and full-fledged VAT, with service sector taxation integrat- 
ed into VAT. Even if agricultural income is exempted, this 
will allow the tax/GDP ratio to increase from 15% to 18%, 
expenditure on education to rise to 6% of GDP and health 
expenditure to rise to 3% without junking the deficit 
reduction targets. 

Since both the Congress 
and the Left pay homage to 
decentralisation, this should 
pose no probiem. Decentra- 
lisation combined with the | 
Right to Information Act will - 
increase transparency and ас- 
countability of public expendi- 
ture, and increase its efficiency. 
Agriculture is yet anothet area 
where the alliance is expected 
to raise its expenditure, and if 
this integrates agriculture into 
‚ the growth process, especially 
іп areas bypassed by the Green 
г = Revolution, there is little to- 

= complain about. There is one 
caveat though. Agriculture im- 
port liberalisation, through 
WTO or through free trade agreements, will be a con- 
tentiousissue in sectors like dairy or edible oils. 

The gap between possible and probable will become 
evident from the CMP Of special interest should be its line 
on subsidies, If subsidies (health, education, food, power, 
kerosene, LPG, diesel) are targetted to BPL (below the po- 
verty line) households or Antyodaya beneficiaries, there 
should be no objection. However, the Left has a tendency 
to think that poverty is pervasive and everyone should be- 
nefit from subsidies. And, in the Andhra context, the Con- 
gress displayed a mindset that is no different. 

It is the subsidies issue that will break or make the 
CMP. Having accomplished the impossible task of persu- 


| ading the Left to accept targeted subsidies, the Congress 


now has the even more difficult task of getting the Left to 
treat the CMP as a contract which, once it is signed and 
delivered, one doesn't deviate from: So regardless of who 
who mans the key economic ministries, the Congress will 
have a serious credibility problem. ш 
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must be emphasised, applies only to the organised sector, 
or 8% of the labour force, and within the organised sector 
only to enterprises with more than the minimum th- 
reshold of workers. Even if the IDA changes are impossi- 
ble, why not get on with the rest of labour market reform? 

What can happen is also clear. Unlike with the BJP, 
there is no trader lobby to obstruct VAT (value added tax). 
Can one, then, introduce the tax reform recommended by 
the two Kelkar task forces? This means no exemptions 
and full-fledged VAT, with service sector taxation integrat- 
ed into VAT. Even if agricultural income is exempted, this 
will allow the tax/GDP ratio to increase from 15% to 18%, 
expenditure on education to rise to 6% of GDP and health 
expenditure to rise to 3% without junking the deficit 
reduction targets. 

Since both the Congress 
and the Left pay homage to 
decentralisation, this should 
pose no probiem. Decentra- 
lisation combined with the | 
Right to Information Act will - 
increase transparency and ас- 
countability of public expendi- 
ture, and increase its efficiency. 
Agriculture is yet anothet area 
where the alliance is expected 
to raise its expenditure, and if 
this integrates agriculture into 
‚ the growth process, especially 
іп areas bypassed by the Green 
г = Revolution, there is little to- 

= complain about. There is one 
caveat though. Agriculture im- 
port liberalisation, through 
WTO or through free trade agreements, will be a con- 
tentiousissue in sectors like dairy or edible oils. 

The gap between possible and probable will become 
evident from the CMP Of special interest should be its line 
on subsidies, If subsidies (health, education, food, power, 
kerosene, LPG, diesel) are targetted to BPL (below the po- 
verty line) households or Antyodaya beneficiaries, there 
should be no objection. However, the Left has a tendency 
to think that poverty is pervasive and everyone should be- 
nefit from subsidies. And, in the Andhra context, the Con- 
gress displayed a mindset that is no different. 

It is the subsidies issue that will break or make the 
CMP. Having accomplished the impossible task of persu- 


| ading the Left to accept targeted subsidies, the Congress 


now has the even more difficult task of getting the Left to 
treat the CMP as a contract which, once it is signed and 
delivered, one doesn't deviate from: So regardless of who 
who mans the key economic ministries, the Congress will 
have a serious credibility problem. ш 
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5 HE United Progressive Alliance may be anal- 
liance, but markets and industry could be for- 
given for being sceptical about how united or 
progressive it is. While the Common Mini- 
mum Programme (CMP) is not yet public, the 


; Left has decided to stay out of government, identifying it- | 


self as the natural party of opposition. Notwithstanding 
-the CMP this decision gives the Left the right to go public 
. "with its opposition, since the collective responsibility of 
. governance would not apply. After all, in the mid- 1960s, 
West Bengal did witness the bizarre sight of a chief minis- 
ter going on hunger strike against his own government. 
Since there is nothing wrong with Indias macro- 
- fundamentals, the Sensex will sooner or later correct itself 
-once the contours ofeconomic 
. policy are known and sanity is 
. restored. However, problems 
would arise if these contours 
. are continuously uncertain 
. and the Left threatens to pull 
out whenever it is unhappy. 
“More than the. privatisation 
controversy, it is this spectre 
that now haunts India: that this 
- government will not last its full 
term and there will be a fresh 
round ofelections in two years. 
Asthe United Front govern- 
“ment demonstrated, reforms 
and coherent policy-making 
across disparate interests are 
^. possible even if it does not last 
7 the full term. In handling op- 
position from the SJM, the BJP 
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So far the Fed 
chairman hasn't 
raised interest 
rates. But global 
markets are 
nervous at the 


mere thought 
that he will 


AVINASH CELESTINE 


EAR 2003-04 was a record year 

for Indian firms trying to raise 

money abroad. These compa- 

nies raised almost $3.97 bil- 

lion (projections) during that 

year (See ‘This Time To Build’, 
BW,3 May). This year, too, looks good. In 
these next few months, companies like 
Reliance, Bharat Petroleum, Gail (India) 
and Indian Railways Finance Corpora- 
tion (IRFC) are expected to raise hun- 
dreds of millions of dollars. In June 
alone, says an investment banker, In- 
dian companies will approach the 
global market to raise almost $1.5 bil- 
lion. But despite the bullishness of In- 
dian firms, it's very likely that the good 
times could soon be over. 

Of course, you wouldn't think so if 
you looked at the number of foreign 
currency loans (namely, external com- 
mercial borrowings, or ECBs) taken by 
Indian firms. Not only is the volume of 
the loans up, but interest rates on them 
have also fallen. IRFC has just raised a 
dollar loan at a premium of 90 basis 


points above LIBOR (a benchmark rate | 


for foreign currency loans). In January it 
would probably have had to pay a pre- 
mium of around 125 basis points. 

Yet all this is taking place at a time 
when global financial markets, espe- 
cially those for emerging market securi- 
ties, are in turmoil. On the same day that 
the Sensex crashed 1096, Seoul's KOSPI 
index fell by 5.195, Japan's Nikkei fell by 
3.1% and Hong Kong's Hang Seng index 
fell by 2.7%. Political concerns may have 





= 
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Mr Greenspan! 


been the primary reason for the fall in 
India, but investors have been bailing 
out of all emerging markets, not just In- 
dia, since April. The Morgan Stanley in- 
dex of emerging markets has fallen by 
15% since the first week of April. 

The market for bonds, too, is facing a 
similar environment. Even as compa- 
nies like IRFC are raising money che- 
aply, some like ICICI Bank and IDBI are 
finding it more expensive. In October, 
ICICI Bank hit the market with a $300- 
million five-year eurobond issue priced 
at 145 basis points over the yield on US 
treasury bonds. That spread has now 
increased to 175. This means investors 
will now lend to ICICI Bank only at 
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higher interest rates. IDBI's five-year 
bonds issued earlier this year at a spread 
of 185 basis points over US treasury 
yields now have a spread of around 240. 
In fact, markets for emerging market 
bonds are going through their most 
bearish phase in almost a decade. On 
6 May, their prices fell by the biggest 
amount in two years. Differences be- 
tween yields on bonds issued by gov- 
ernments and companies in emerging 
markets and those in the US rose by a 
quarter ofa percentage point in one day! 

Why is the bond market downbeat 
when that for foreign currency loans, 
where IRFC is raising money, is still bull- 
ish? The loan taken by IRFC is a floating 





REUTERS 


rate one, and IRFC's lenders are Asian 
banks that are flush with funds right 
now. ICICI Bank and IDBI, on the other 
hand, borrow at fixed rates and their in- 
vestors are global funds. Most global in- 
vestors now want higher interest rates 
on borrowings by firms in emerging 
markets. Hence, they are gravitating to- 
wards ECBs rather than bonds as the 
floating rate on ECBs is likely to be more 
lucrative. Meanwhile, the RBI has tight- 
ened ECB norms, allowing less firms to 
borrow in that market. With fewer com- 
panies chasing cash-rich investors, 
they've been able to drive a better bar- 
gain on borrowings in recent months. 
But both these debt markets as well 
as the equity markets are now being af- 
fected by the same set of global factors. 
The net result? The era of cheap foreign 
money for Indian firms could soon be 
over. "Weare definitely advising compa- 
nies to be more cautious before going 
abroad to raise cheap funds," says an in- 
vestment banker with SBI Caps. As for 
the big issues by Indian firms in the 
global ECB market in June, it is “only a 
temporary blip," says an investment 
banker with one of the foreign banks. 
"After that, ECB issues could dry up." 
The tide has turned in just a few 
months. Though investors have been 
worried about rising interest rates since 
early 2004, the final push came on 
2 April. Data released on that day sho- 
wed that the US economy had created 
308,000 jobs in March — the best per- 
formance of that economy in four years 
and well ahead of market expectations. 
Ordinarily, this would have been 
welcome news for the world economy 
— the USis still the growth engine ofthe 
world (it accounted for 98% of global 
economic growth between 1995 and 
2002, according to Morgan Stanley) and 
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US consumers are the biggest single 
source of global demand. Rising em- 
ployment would have meant that US 
consumers would continue buying 
goods from the rest of the world. 
However, in the topsy-turvy world of 
global finance, that good news turned 
out to be bad news. “Big institutional in- 
vestors like hedge funds had been bor- 
rowing at low interest rates in dollars 


ECONOMY 


and then investing them in high-yield 
securities like emerging market equities 
and debt,” says an economist with a for- 
eign brokerage. “They'd... (expected) 
that the threat of inflation in the US 
would remain low and Alan Greenspan 
wouldnt raise rates anytime soon." The 
extraordinarily good jobs data meant 
the US economy was doing better than 
expected which, in turn, meant infla- 
tion could rise soon. "People began say- 
ing the Fed rate hike would come soo- 
ner than expected," said the economist. 

Higher US interest rates mean two 
things. One, funds that have borrowed 
in dollars and invested in emerging 
markets (the so-called ‘carry trade’) will 
have to pay higher rates of interest, 
making their trades less attractive. Two, 
US securities will appear more prof- 
itable. Together, they mean: funds will 
dump emerging markets securities. "My 
feeling is that 60-7096 of the fall in India 
is due to the global concerns about a 
hike in US interest rates and other wor- 
ries like a rise in oil prices," says an econ- 
omist with another foreign brokerage. 

Other nations have already raised 
interest rates — the Bank of England has 
raised rates by 75 basis points since No- 
vember to prevent a bubble in the UK 
housing market. Observers fear that Fed 
chairman Alan Greenspan, by opting to 
keep the rates unchanged, has underes- 
timated the danger of inflation to the US 
economy. Interest rate changes take 
time to work their way through an econ 
omy; Greenspan could find he has to 
raise interest rates very sharply and very 
quickly. Bond markets in the US, says 
observers, have discounted a Fed rate 
hike of as much asa percentage point by 
the end of calendar year 2004. 

All of which could spell bad news for 
Indian companies. n 
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Looking 
at the 
election 
like a 
marketer, 
and not 

a pollster, 
can 
explain 
things 








The new Political 


Consumer 


HIS was a tipping-point election. 
Not just because the ruling party 
was spectacularly thrown out. But 
because, for the first time ever, the 
educated young voted — and did 
so in enormous numbers. 
Of the analyses I've seen about why X won 
and Y lost, few have touched on what I think is 


a core issue: the number of well-educated peo- 
| ple under 40 who went and got that little black | 


spot on their fingernails. For the marketers 
among us, this is a brand new target group, the 
new Political Consumer. 

Traditionally, for this group — and I'ma part 
of it — voting was something ‘we’ never both- 
ered about. It was what 'others' did: typically 
rural voters who were lugged from booth to 
booth, voting early and voting often for 
whichever local goon paid them more. 

How things have changed — except, per- 
haps in Bihar, which remains staunchly me- 
dieval. I'm elated to see urban college class- 
rooms and pubs full of black-spotted fingers. 
From a country where ‘we’ didn't care about 


what the corrupt khaki-clad did, where all we 
wanted to do was to get out of here ourselves, | 
this is now an India we are not cynicalabout,an | 


India we want to take back ownership of, and 
an India where the age-old way of doing politics 
is dying rapidly. 

Iwas watching a fun debate on TV the other 
day where a senile BJP demagogue shrieked 
that their election platform was Sonia's foreign 
birth as this was a security risk to India — and 
the audience snickered. The old farts don't get 
it. The new Political Consumer cares for 


aded droves of youth to register and vote. It was 
just that the product sucked. You can't go on 
about India Shining and our young and mod- 
ern recent past — and then sign off with faces of 
men who should be in vanaprastha ashram, 
belying any hope of a young and modern fu- 
ture, The voters bought into the idea — and 
voted for the younger, more modern candidate 
— who was typically not from the BJP. 

If you're talking young and modern, be so. If 
not young, at least think modern. The BJP was 
neither. The new Political Consumer voted in a 


| record 141 MPsunder40 years of age — three ti- 


Mrs Gandhis Italian birth as much as she does | 


for Mr Advani's Pakistani birth that is, zilch. She 
doesn't care which state, religion or caste you're 


| born into — she wants to know what you'll do 


for her. USP is more important than BSP. 
Given this, was 'India Shining' a bad mar- 


| keting campaign for the BJP? I don't think so. I 


don't think the poor and the rural rejected it. 
The message was bang-on. It actually persu- 
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mes as many as in the last Lok Sabha. More wo- 
uld have been voted in, had more contested. To 
me this wasn't a vote for the BJP or the Con- 
gress. Both brands are weak, undefined and un- 
differentiated. The new voter didn't pick the 
aura of any one brand. If you were to ask her to 
pit Sonia's charisma against Atal's and a pom- 
fret's, shed probably pick the dead fish first. 

But it was a vote against a lot of things. For 
one it was а clear vote against an obsolete ideol- 
ogy like Hindutva — Modi, Murli Manohar and 
their ilk were sent packing. More importantly it 
was a vote against the current crop of politi- 
cians. In a majority of cases where young new- 
bies stood against old experienced warhorses, 
the young won irrrespective of party affiliation. 

This is a big message and a critical change, 
but the new government hasn't picked up on it 
yet. Instead of noticing that a third of the new 
Parliament is young, it goes and chooses 68 
ministers, the usual suspects and ex-convicts 
among them — and not one of the new breed is 
in the lot. This isn't what the new Political Con- 
sumer voted for, But it's okay. The genie's out of 
the bottle, the new voter has tasted blood. She'll 
be back long before 2009, throwing out more 
old fogies and playing a bigger role in choosing 


| hergovernment. 


Thisisan opportunity for today's politicians 
and parties to reposition themselves, or for new 
brands of politicians and parties to be created. 
Its a good time to bean Indian citizen. m 


Businessworld 


е The BW Global 100 Rankings: India’s first 
data-driven analysis of globalisation...............................30 


© For India Inc., it's the time to globalise 

€ D.S. Brar on the Ranbaxy experience 

© McKinsey consultants on building Global Champions 
The rationale behind India Inc’s global journey 
Harvard's Tarun Khanna on emerging т 
China travels from manufacturing to branding 
The hard HR lessons of globalisation 

© McKinsey Asia chairman on global networking 

€ How Samsung became a multinational 


e The Indians leading the global charge 








AEEEEE 


“тне NER ETT 


CORBIS 





Ready, get set... 


How the idea of a globalisation ranking for India Inc. 
first came up — and then came to fruition 


HOUSANDS of miles lie between 
Pimpri and Birmingham. Yet in 2003, 
when the first batch of Indica cars 
rolled out ofthe Rover factory in UK, the symbolism 
wasnt lost on anyone: consumers in the UK would 
now buy made-in-India cars. It was as if the Indica 
had crossed a chasm that was far wider and more significant 
than the geographical distance between the two countries. 
It marked an important turning point in Indias business 
history. For nearly five decades after Independence, India 
Inc. had largely remained rooted in its home market. But 
now, like Tata Motors, the makers of the Indica, a pack of In- 
dian companies are rising to the new challenge of globalisa- 
tion. The names are all too familiar: Larsen & Toubro, 
Bharat Forge, Ranbaxy Laboratories, Dr. Reddy's 
Laboratories, Indian Oil, Moser Baer, Mahindra & 
Mahindra... As news of an Indian company mak- 
ing an overseas acquisition or entering a new 
market trickles in, the list expands. 
This trend raises several issues. What really 
triggered the globalisation drive? How sustainable 
isit? How have Indian firms defined their global aspi- 
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rations? Do they have a clear competitive ad 
vantage? If so, how are they leveraging it? An: 
once they globalise their operations, how wi 
this change the DNA of these home-grown companies? 

We felt a sensible way to begin this exploration would b 
to first develop an objective way to figure out where Indiai 
companies stand today. That's when the idea of crafting 
globalisation ranking took shape. What purpose would i 
serve? One, an objective measurement system would hel) 
separate the hype from the reality. Two, it would be a useft 
benchmark to track India Inc.'s globalisation journey ove 
time. Finally, it would also help Indian firms benchmar 
themselves to today's leading multinationals. 

We consulted leading business leaders and thougt 
leaders like management consultants McKinsey : 
Company to help understand what it means to be 
truly global corporation. In the past, firms that de 
cided to globalise tended to focus on building th 
topline by entering the most attractive market 
That thinking is changing. Today, firms believe it 
equally important to generate profits across th 
world even while competing with multinationals. 
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Based on these discussions, Businessworld evolved a 
proprietary methodology to develop the first-ever BW 
Global 100 Rankings. It ranks the top 100 Indian companies 
across two parameters — globalness and competitiveness. 
Our study uses a traditional indicator like international 
sales. But it doesn't stop there. We have tried to analyse 
whether Indian companies demonstrate the scale, the prof- 
itability and the growth to compete with the world's best, in 
other words, their global competitiveness. 

So we asked the 100 leading Indian companies a simple 
question: as they become more globalised, are they also be- 
coming more globally competitive? How globally competi- 
tive are they, in terms of revenues, profitability and growth? 
Andhow globalised are they, in terms of international sales? 
Ouranalysis of the data then allowed us to explore whether 
India Inc. was made of companies strong on both fronts. 

The BW Global 100 rankings are based on two metrics... 
E Globalness: To measure globalness, we have used the 
share of total revenues derived from international markets 
in 2002-03. This is the 
most. straightforward 





indicator of global per- | minium in metals 
formance. We an The боры 2000 benohmarking data prove that Indian com- 
- have added more vari- Revenues, Average profitability, Revenue growth, panies are not only go- 
ables such as the pro- ($ поп) 2002-03" (%) 2002.03 (%) ing global, but are also 
portion of foreign na- globally competitive. 
tionals or the extent of Ш Competitive but 
foreign holdings. But rooted. These compas 
getting accurate data nies score high on the 
on the number of for- | global competitive- 
eign nationals isnt | Bre iio | 
easy, Also, many sec- — — 
tors (like banking and е | | 
oil) have restrictionson ~ ae 


the amount of foreign 
holdings; it is not really 
a fair test to use. 

: Ш Competitiveness: For this, we have relied on these funda- 
mental indicators of business performance: 

1. Revenues 2002-03, the best measure of scale and stay- 
ing power in the home market and overseas; 

2. Average profitability (2001 to 2002-03), measuring the 
availability of cash flows to support global expansion. We 
have used three different measures of profitability — EBIT 
(earnings before interest and tax), ROE (return on equity) 
and ROCE (return on capital employed) — depending on 
the nature of the industry; and 

3. Revenue growth (1997-1998 to 2002-2003), which cap- 
tures the pace at which the company is expanding. 

Now to rank India’s top 100 companies, we created two 
scores — a globalness score and a competitiveness score. 

Ш On globalness, we scored the companies from 1 to 4 
based on their international sales. Companies generating 
more than 50% of their sales outside India got a 4; from 25% 


i emi 


to 50%, a3; from 5% to 25%, a 2; and below 595, a 1. (This data | 


was not available for all — banks, for one, don't publish their 
Overseas earnings separately.) 


| us with benchmarks for global competitiveness. They are 


| takingtheabsolute value oftheir international revenues. 





GLOBAL COMPETITIVENESS BENCHMARKS 


| *EBIT: Earnings before interest and tax; ROE: d on equity; ROCE; Retum on capital 
ployed 


i 
i 





W On competitiveness, we measured the top 100 Indian | 
companies against global competitors. McKinsey provided — 
















based on their proprietary methodology, as well as on public 
data from Bloomberg on the revenues, profitability and 
growth of the 2,000 largest companies in the world by mar- 
ket value. These benchmarks form a series of cut-offs that 
would define what it takes to be a first-, second-, third- and 
fourth-tier global company, on each of the three parameter 
We arrived at an aggregate competitiveness score by avet 
ing the three individual scores. This allowed us to assess how 
Indian companies stack up against global benchmarks. 
Ш We took an average of the globalness score and the com 
petitiveness score to come up with the final rankings. Wher 
companies tied for the same position, the tie was broken by 


The analysis marks out three groups of Indian companies. | 
E Ahandful ofstars. Companies like Reliancein petroleum; © | 
Wipro, Infosys and Tata Sons in IT; Ranbaxy and Dr. Reddy's 
іп pharmacetiticals 
and National Ahr 








ness dimension but 
are not sufficiently 
globalised. There are at 
least 40 of them. They 
have the stature and 
cash flows to compete 
globally, but have not 
gone beyond the Indian shores. Many are government- 
owned or government-regulated, like Indían Oil. Others like 
Hero Honda and Videocon International are stuck in histor- 
ically local industries. 

@ Gone global. Several companies have entered global 
markets without the bulwark of true competitiveness. Either 
they still operate with an export mindset or continue to sell 
globally without posing a threat to global corporations. 
Among them are MMTC and Maruti Udyog. Others, in the 
commodities trading business, are too dependent on India’s 
low production levels to become truly global players. 

As we go ahead, we will surely refine our methodology. 
But for now, in the rough and tumble of the global game, the 
BW Global 100 Rankings will serve as a handy tool to moni- 
tor India Inc.'s globalisation journey. As globalisation gathers 
momentum, more new Indian firms will jostle for the tap 
rankings. Let the games begin. 
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OWN the ages, India’s chief export has been one 
item — spirituality. Most other civilisations have 
sent armies out to conquer the world. Their 
swords have paved the way for all kinds of ex- 
ports — of political ideas, of religion, of goods — 
that have inevitably followed. The Indian model 





- carrying nothing but their intellect, wisdom and humility, 
trudged all over the globe, gently winning over minds and be- 
















most belligerent nations no longer colonise, but their big busi- 
nesses do, through the power of their products, their services, 


customers and so on. Appropriately, therefore, in an age 

where the laptop has replaced the sword as the tool of influ- 
сепсе, Indians have finally set out to conquer the world. Their 
` foray comes at a time when the whole idea of competitive ad- 
vantage is changing and there is acceptance that business 
success is linked to leveraging ‘mindware’ and ‘hardware em- 
-bedded with mindware. All of which plays to India’s tradi- 
tional strengths. 








: liefs. The notion of conquest has changed today. Even the | 


their brands, the number of people they employ, their mass of 


was different, the route more benign. Monks, | 








Its time has come. More than a decade 
after liberalisation started, India Inc. 
well and truly in the race for the world. 
By D.N. Mukerjea & Indrajit Gupta 


Two quick examples: in 1998, the share of Indian pharma- 
ceutical companies in the US generics business was 0.4%. In 
five years it rose to 3.496, while the US market doubled to $16 
i billion. And by 2008, our share is expected to rise to 7.7%. At 
that figure, India’s incremental market share over the decade 
will be 12%. Again, in barely four years, India has captured 4% 
ofthe global BPO trade. And even though it's still a nascent in- 


| dustry, it’s already being assumed that India will have а large 
| share of this business. 


Citius, 
Altius 
IUS 
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Today, more and more Indian firms are opening offices 
abroad; they are increasingly talking to customers around the 
globe; and their strategic choices of what to make, where to 
make and how to sell, are being influenced more by global 
forces than Indian ones. Call it the Globalisation of India Inc. 

And yes, this is its moment. 

If you go behind the headlines — and rarely a day passes 
without an announcement of yet another company setting up 
a subsidiary or a manufacturing facility abroad — you'll see a 
very long line of firms stretched along a continuum. At one 
end are companies that are just beginning their global jour- 
ney. At the other are large firms like Ranbaxy Laboratories or 
TCS, for whom 80%-plus rev- 
enues already accrue from out- 
side India. Between the two ex- 
tremes is a range of companies 
at different stages of their 
global journey: from PSU gi- 
ants such as Oil and Natural 
Gas Commission (ONGC) and 
Indian Oil (IOC) to auto com- 
ponent makers like Bharat 
Forge to automobile makers 
like Mahindra & Mahindra and 
Tata Motors to FMCG outfits 
like Asian Paints to shoemaker 
Liberty to tech giants like In- 
fosys and Wipro to pharma 
majors like Dr. Reddy's Labora- 
tories to infrastructure compa- 
nies like Larsen & Toubro... the 
list is endless. Some of the 
more publicised early attempts 
included. Blow Plast, Arvind 
Mills and Titan, but its only 
now that the phenomenon is 
spreading across industry. 

The only thing that threads 
these disparate companies to- 
gether is that they see the world 
as their market and within the 





next five to seven years hope to have anywhere between 30- 
90% of their sales from overseas. While the idea of all-conquer- 
ing corporates hasn't exactly gripped India's imagination as it 
did Korea's in the 1970s, companies that are building busi- 
nesses abroad are collaborating. Last year CII put together a 
team under Ranbaxy CEO D.S. Brar and Harvard professor 
Tarun Khanna (both have written in this issue of Business- 
world) to chronicle the experiences of globalisation so far and 
understand how companies are coping with them. 

Brar, the poster boy of India Inc.'s globalisation journey, ar- 
gues that for big business this notion of being global is rela- 
tively new, barely a decade old. Historically, exports were seen 
mainly as a means to garner foreign exchange, never as a 
source of competitive advantage. And since big business was 
happily protected by high duties and a licensing system, there 
was no need to look outside. "So I would say that till the late 
1980s, big business was happy doing its work primarily in In- 
dia, and most of the exporters came from sectors like handi- 
crafts or diamond cutting." 

Nineteen ninety-one changed that. Liberalisation brought 
the world into India and began to force Indian companies to 
compete, not on their terms, but on terms laid down by their 
global competitors. Indian business realised that to survive, 
they would first need to think global and then be global. And 
to its credit, despite some notable failures, most of India Inc. 
rose to the challenge. 

Today, the 30-something, rangy, third-gen businessman, 
Raaja Kanwar, joint managing director of Apollo Interna- 
tional, says that for his generation — he is referring to other 
business scions too — the biggest opportunity and challenge 
is to build a globally competitive global business. His state- 
ment shows how far Corporate India has travelled in a decade. 
In 1993, most big business houses feared that multinationals 
would murder them. The most visible manifestation of that 
was the Bombay Club, a cabal of industrialists who lobbied for 
greater protection. Ironically, it's the sons and daughters of the 
Bombay Club who are now eager to conquer the world. 

What happened between then and now, explains why the 
big push abroad is happening today. It also builds the case for 
globalising India Inc. 

Atthe heart ofthis global push lies the confidence of being 
ableto take on the world, confidence which came from the ef- 
ficiency drives of the 1990s — what Kanwar describes as the 
'biggest opportunity and challenge for his father's generation. 

"Companies that came out of this were confident that they 
could successfully compete in the world. Those improve- 
ments became the springboard fora global leap," says Deepak 
Puri, chairman and managing director, Moser Baer, which is 
the world's third largest and most efficient manufacturer of 
recordable compact disks. 

Meanwhile, the enabling environment improved. While 
foreign companies forced Indian outfits to sweat more, capital 
markets reform, access to better talent, easier investment 
norms, a softer interest rate regime, lower transaction costs, 
and so on, made it easier for companies to restructure. India 
Inc. emerged as an efficient, low-cost producer of a range of 
goods and services. This is exactly how first the Japanese, then 
the Korean, and finally the Chinese companies emerged as big 
players globally. 
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Sergei Bubk 


Give him a fibreglass 
pole and he could go 
higher than any other 
mortal. With six pole 
vault world titles, 
Bubka was one of the 
dominant athletes of al 
time. Nobody set the 
bar higher 





This cost arbitrage opportunity is today evident to almos 
all Indian companies 
But efficiency metrics are just a hygiene factor for anv con 
pany competing globally. While they are necessary for globa 
sation, they are not sufficient. There are other, far bigger fat 
tors at work. 

Start with the unified market theory. It is now almost ax 
iomatic that you can no longer settle for two disparate leve 


from pharmaceuticals to IT service: 


competitiveness, one for the domestic market, and another 
forthe global one. Anand Mahindra, vice chairman of Mal 
dra & Mahindra, argues that if you can't compete with comp: 
nies abroad, then you will not be able to withstand their or 
slaught here. "It is like a touchstone situation — we know tha 
no matter what companies claim about their being compet 
tive, if they are not globally competitive, then probably the 
are not going to survive in the long run." That is one of th 
main reasons why Mahindra is selling his tractors in the US 
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and his Scorpio utility vehicles in Eastern Europe. He wants to 
go up against his rivals there (besides cashing in on an oppor- 
` tunity) so that he can beat them on his home turf. 

Ditto for fellow auto aficionado Ratan Tata. When the first 
Indica was re-badged by Rover, many saw it as just another ex- 
port. But its significance ran deeper. Tata's ambition of build- 
ing a large auto business here is well known. But his competi- 
tors in India are mostly MNCs, and Tata wants to compete 
with them in the West. Between 2003 and 2008, he inked a deal 
“to export 100,000 Indicas to Rover. 

Sterlite’s Anil Agarwal has not only raised money in Lon- 





. quarters there (a surer sign of becoming global), even as he 
runs aluminum, copper and zinc plants in India. Plants that 


part ofthe world, fuelled primarily by India and China. 
Interestingly, it's people like Agarwal who are compelling 
ICICI Bank CEO K.V. Kamath to piece together a global strat- 
egy. Kamath believes that as more and more of his customers 
go global —his friend Agarwal is one of the many who have al- 
_ ready done so — ICICI should try and stay with them. Call it 
‚ the ‘follow your customer’ strategy. 

The other big reason driving expansion abroad is India's 
lack of scale. While that logic may seem outlandish given the 
‚ size of India's market, it's not really. At his sylvan offices in 


^ by 2008. (It is currently the second largest.) And he can't de- 
Ж pendonthe Indian market to get there: "Last year, the domes- 


3796 growth year after year. To get to a much higher level of 
scale and capability... need to have footprints in all the major 
markets, North America, Europe and Asia." 

Of course, scale isn't simply 
about selling to more people. It's 
also about using larger volumes 
to innovate, to justify higher R&D 
spends — essentially to climb the 
product development ladder. 
This is particularly true for com- 
panies like TVS Motors (sales: 
Rs 3,111 crore) whose competi- 
tors use their global volumes to 
pour huge amounts of money 
into product development. TVS' 
Venu Srinivasan sees it that way: 
| “I cannot invest in new product 
| development and R&D if I don't 
have suitably large volumes, sim- 
ply because my cost base will not 
be correct. Imagine if I can go to 
Chinaandget a volume that's half 
of Indias... my cost base becomes 
very aggressive." This despite the 
fact that India is the second lar- 
gest two-wheeler market in the 














| will, in turn, feed the Asian markets. He realises that though | 
‘markets are increasingly behaving alike, it's also true thata | 
| larger share of incremental global growth is happening in this | 


* Pune, Baba Kalyani of Bharat Forge (2003 sales: Rs 635 crore) | 
says with little pomp and circumstance that he wants the | 
company to be the largest forgings manufacturer in the world | 


tic market grew substantially but I don’t think you will see 36- | 
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world after China. Srinivasan is looking at breaking into the 
Asean markets, a strategy that he had first articulated in 2000. 
Puri’s son Ratul, executive director at Moser Baer, says that 
the other advantage scale bestows is that it enhances learn- 
ings in a company, “and ends up creating a virtuous cycle.” 
For Reliance, the scale issues are different. Its capacities 
are so huge that the Indian market just can't absorb them. So 
Reliance is looking at actively developing markets abroad. 
Significantly, Indian companies are finally thinking about 
what their core strategic advantages are. And most have come 


| | to one conclusion: it’s their ability to work both the mindware 
“don (a sure sign of thinking global) but also moved his head- | 


and the hardware. That insight comes from not just knowing 
how to make something cheaper and better, but also from 
knowing how it is made in the first place. 

Arvind Mills (sales: Rs 1,551 crore), one of the most cele- 
brated casualties of globalisation, is a good example. Shortly 
after liberalisation, it built world scale denim capacities. In the 
market where Arvind operated, denim behaved like a com- 
modity, and when prices fell, it took Arvind down. After com- 
ing out of a long and painful restructuring process, today 
Arvind believes that its competitiveness lies as much in mak- 
ing cheap denim, as in its in-house R&D to make value added 
denim, in its design cell that works with famous designers 
globally and in its privileged relationships with buyers abroad. 

Chew on this. In the last five years, two cars have been de- 
signed here, a clutch of new pharma molecules have been 
out-licensed, new dosage forms discovered, a process of mak- 
ing better recordable discs patented, consumer insights gath- 
ered that have been used to pry open other developing mar- 
kets... Let us take three different industries — pharma, tyres, 
computer hardware — to see how the mindware-hardware 


| combination is playing out globally for Indian companies. 


Take pharma, where the big picture is a bit like this. Rising 
costs of medication along with fortuitous circumstances of 
big, blockbuster drugs going off patent is at once hastening 


| the process of genericisation and growing the market for gen- 


If firms 
are not 
globally 
competitive 
they will not 
survive 
for long 


Anand Mahindra, vice-chairman, M&M 


eric products. The reverse engi- 
neering skills of Indian pharma 
companies combined with their 
low cost of production (read: 
hardware) makes them hugely 
competitive in the global market 
for generic drugs, a huge, prof- 
itable swathe that stretches from 
the US, to Europe and Japan. 

But that's just half the story. 
Both Ranbaxy and Dr Reddy's 
also have strong skills in drug dis- 
covery (read mindware) which 
are currently being used to out- 
licence either molecules or 
dosage applications to big- 
pharma. The heads of both com- 
panies believe that very soon 
they will be able to produce at 
least one blockbuster. It's this in- 
sight, that they can straddle the 
complete value chain — from 
generic manufacturing to a pro- 
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. THE GREAT LEAP 


For this generation the bi 





opportunity and challenge 
is global competitiveness 


Raaja Kanwar, joint managing director, Apollo International 


prietary medicine that gives these companies the confidence | tyre technology, one of the best in the world. Cheap manufac- 


to be serious players in pharma. 

In tyres, it's a slightly different story. Apollo's Kanwar is con- 
vinced that there is a huge market for bias tyres in the develop- 
ing world. Till some time back, he was sourcing tyres from 
group company Apollo Tyres and selling all over the world. 
But, in the last four years, Kanwar has decided to use China's 
cheap manufacturing capabilities to his advantage. Though 
an acquisition there turned sour (see box), he has partnered 
three tyre makers in China to buy their production. But what's 
more interesting than the sourcing arrangement is how he is 

-running these facilities. In each of these, Kanwar has placed 
Indian technology people to teach the Chinese how to im- 
prove the quality of their tyres while keeping costs competi- 
tive. “The skill that I am leveraging is my understanding of bias 


. What it means to be global 
SHE term 'globalised' is used pretty loosely these 
= E days. Any businessman who exports a few crore 
Bl. worth of stuff calls himself global. Sundaram 
Fasteners’ Suresh Krishna doesnt like that at all. He 
‘argues that an international company is one that 
_ simply sells goods abroad; so an export house is an 
international company. However, a global company is. 
different, Krishna says that consultant and | 
ademic C.K. Prahalad’s definition of a global 
. company is most apt— itis one that has global cash 
flows. “You must be able to take money from the 
г American market and move it to Brazil. Then you 
must take money from Brazil and move it to Taiwan, 
 andsoon" _ 
2 Ие not only about aah бона. Its also about 
: people. Global outfits usually have a mix of local and 
expatriate talent at all levels. Few Indian companies 
- have reached such levels of ‘globalisation’. Ranbaxy 
_ Laboratories is perhaps the one thatcomes ће _ 
__ closest. Incumbent CEO D.S. Brar's successor: Brian 
: Tempesti isan Englishman. "Tempest says thatwhenhe - 
тий, nationality is never an issue. "It's always the * 
stmanforthejob". — 
f course, people like Moser Baer daima à 
Deepak Puri argue that what is key to being globali is 
е, efficiencies and finally markets. Reliance would | 
" " 
























turing is just an added plus," explains Kanwar. 

Sitting in his plush office in Delhi, half an hour from his 
world-class and world-scale factories in Greater Noida, Moser 
Baer's Puri is trying to explain how he got it right in CD record- 
ables even though India was a latecomer to that business. He 
reasons that while a lot has to do with his project execution 
skills — his ability to throw in cheap labour ensured that his 
first plant came up in just five months — it also has a fair bit to 
do with taking the right calls. "This is a very unforgiving indus- 
try because you make huge investments upfront; and if you 
havent bet right, that's the end," he says. For example, in 1994 
there were two technologies of the future — magneto disc and 
optical disc. Puri bet on the optical variety and built a Rs 1,085- 
crore business; those that bet on the former got destroyed. 
“For us, taking the right call is 40% gut and 60% process," says 
he. His son Ratul adds that at the heart of the company sits a 
bunch of extremely smart people who forecast annual de- 
mand supply scenarios. "In 1999, we had forecast that there 
would be a glut in 2000; it happened. Then we predicted that 
the market would pick up by Q2 2002, it happened." These in- 
puts help Moser Baer align capacity smoothly with demand 
and gives them flexibility. All this, even as various cost-reduc- 
tion projects — currently 169 are onstream — are always on. 

This useof mindware-hardware is perhaps the closest that 
you will get to the Indian globalisation model. Is it the best? 


Not necessarily. As International Monetary Fund's economie i 


counsellor and director Raghuram Rajan argues, theres no ` 


‘one size fits all’ here. “There doesn't веет to be one uniform 


way to do it. What seems most necessary is a reasonably reli- .. 
able policy environment so that people сап make the invest- — 
ments they want. Korea focused on championing certain in- 
dustries like chemicals. But equally, other countries got there 
without championing any industries — a classic example is 
the West where companies evolved without too much govern- 
ment interference." 

Beyond this, as our articles and cases argue, it's equally im- 
portant to figure out what to do and how exactly to do it. As the 
guest column by the McKinsey team says, history shows that 
most successful global companies come from Europe, Japan 
and the US. While that may have something to do with their 


economic history, it may also be that companies outside these. 2 


three regions get caught up in a whole range of mindset and 
cultural issues. 

Indian companies are all grappling with these challenges. 
But what is important is that the journey has begun. And the 
world is watching. m 
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follow through successfully. Strategy comes later. 
The mindset allows you to persevere and not be deflected 


from your goals. There is temptation to make quick money if | 
| viable and economical for you, please don't produce it. We 
ceutical companies (even the consumer goods industries) | 


you go out of India. For example, quite a few Indian pharma- 


went to the USSR in the late 1980s and said: “There is a lot of 
money to be made here." At Ranbaxy we thought differently. 
‘Wereasoned that though ours was a highly regulated and con- 
trolled environment, the Russian business and economic en- 
vironment was worse in many ways. After all, notwithstand- 
ing all the regulations, entrepreneurial spirit still flourished in 
India. The trading, the marketing and the sales practices in In- 
dia were fiercely independent and competitive. 

But in Russia (the USSR), the market was not just highly 
regulated, but the business was centralised under a trading 
monopoly. In such circumstances, we reasoned that going 
to Russia and calling ourselves an ‘international’ 
company would not make sense. Because funda- 
mentally, a Russian venture wouldn't have added 
value to our ability to be competitive in the 
global market. So we stayed away from Russia 
then, consciously. 

In other words, when you are going global, you 
need to take hard decisions at strategic 
points so that your long term is not sacri- 
ficed for the short term. And that comes 
from the right mindset. 

Conversely, Malaysia, which we con- 
sciously entered in1982, turned out to bea 
great experience, The first country we had 
entered in our global journey was Nigeria 
in 1978; it was a different kind of market. 
We were sure that the next one had to bea 
laboratory where we could test our skills, 
but that meant identifying and entering 
a market with almost no protection. 
And Malaysia was just right — it turned 
out to be one of the best laboratories 
where we learned how to compete in a 
free marketplace. 

I recall visiting the Malaysian Industry 
Development Authority (MIDA). 1 was 


back 


HE mindset to create a global company is the most | 
. important thing. Call it being a visionary. Callitbeinga | 
dreamer. Actually, you need to have a bit of both these | 
traits to first begin thinking global, and then | 
| ished products.” He said: “5%”, I replied that they (the 


| 








A look at 
what it takes 
to conquer 
the world’s 
markets, 
from a man 
who has been 
there and 





in the Indian mindset and so I said: “What is your import tariff 
on the raw materials?” We were thinking of putting 
up a plantin Malaysia. So the official said: "Five percent on raw 
materials." Then I asked: "What are your import tariffs on fin- 


Malaysians) were not giving any incentive to local manufac- 
turers. How could they do that? The official replied: "If it is not 


are not asking you to produce. We will welcome industry, 
but we will not make industry inefficient in our country. 
You decide if it makes business sense to produce from 


| raw materials and if it makes.sense, please do so. If you 


feel that imports of finished goods at 596 is a better option, 
that is also your choice." This was a lesson that I learnt at 
the MIDA office; I still recall the official saying 'you don't 
have to produce’. I was made to feel like a fool. But it made 
us think differently. 

Malaysia was, of course, a very tough market. When we 
went to Malaysia in 1982, I was told by the МІРА that stat- 
istics showed that the maximum number of Indian joint ven- 
tures that failed anywhere were in Malaysia. And the 
MIDA official asked: "Will you be one of those?" But 
that made us even more determined. I remember 
telling my colleagues that we had to be successful 
because our national pride was at stake. Let some- 
body say that Ranbaxy came and reversed the trend. 
So whatever happened, Malaysia had to succeed. 

It was tough. We did not have faxes, 
email and all that those days, In 1983, 
every time a telex would come from 
Malaysia, I would say, it spelt trouble. In 
fact, I was wary of seeing telexes from 
Malaysia when I used to relax, knowing 
thatitwould spoil my mood. There was al- 
ways some trouble or the other — either 
there was a quality complaint, or the caps 
on bottles had come unscrewed, or the 
cream was smudged all over, things like 
that. But we never wavered from our goal 
to succeed in Malaysia. Today we are one 
of the best companies in the pharma 
space in that country — profitable, very 
well respected, and among the top 15 
companies that include the big multi- 
nationals. But it was a hard grind. 

Globalisation is never easy. In your 
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mind, you have to constantly 
make adjustments, which 
with hindsight may seem ob- 
vious, but at that time, aren't 
necessarily so. Let me give 
you an example. You are a 
small company with a highly 
profitable domestic market. 
You are making in-roads into 
overseas markets slowly. 
There is a customer who 
needs to be serviced abroad, 
but you have a production 
constraint. Your fellow comes 
and says: "Look, I have a 
huge domestic demand; I 
cannot cater to this small 1% business or 5% business. I think 
we should tell that customer to wait". This is the moment 
when the management has to demonstrate that it is serious 
about globalisation, that it means business and is committed 
to internationalisation norms. So there is no way that you 
can strangle a nascent market (the global one) that is 
developing. Even if that means somewhat ducking the 
domestic market, which, since it is mature, can survive. 

Or let us take the quality upgradation story. As we began 
selling in the US, our plants supplying to those markets had to 
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WHEN D.S. Brar joined Ranbaxy Laboratories in 
1977, it was a small Indian pharmaceutical 
company. Between then and now, Ranbaxy has 
grown into a billion-dollar colossus, respected and 
recognised globally as a pharma outfit to reckon 
with. When Ranbaxy files a patent challenge on a 
Pfizer product, the latter's market cap falls in 
fear. A lot of Ranbaxy's growth has come from 
foreign markets, and today Brar is seen as a 
globalisation evangelist. In this article on 
acquiring the global mindset, Brar talks about 
some of the things Ranbaxy did during its global 
journey and the challenges it faced. 


RANBAXY LABORATORIES 


conform to US FDA (Food and Drug Administration 
standards. But that meant the production cost or 
process cost would also rise by 1596 for all products 
manufactured for the Indian market at the same 
plant. In a highly competitive domestic market, we 
could not afford that. But the counter question was 
can you have duplicate'standards of production at th« 
same location and call yourself an international 
company? The answer was clearly ‘no’. But what do 
you do about India then, especially since compet 
tors' costs would be lower? At Ranbaxy we said we'd 
deal with domestic competition, but let us look at 
internationalisation first. 

Of course, we also had to ensure that the India: 
business (and team) was not at a disadvantage 
because extra costs were being loaded onto them 
So we created a corporate pool of cost that would 
absorb the extra cost, i.e., the difference betweer 
our costs at US FDA standards of compliance and 
what it would have cost if we had gone outside to 
an Indian manufacturer to make the product. This 
also meant that a manager's performance was 
not judged on an inflated cost that he could not afford 
but which was in the larger interest of a corporate 
goal of achieving internationalisation 

At all these junctures, the management or the 
policy makers of the company must get it right 
and also, must really want to get it right. In my ex 
perience, the problem comes when you begin to 
waver, e.g., if you make a few investments where 
quick returns aren't forthcoming. You want a return ii 
two years, maybe three, but it gets delayed to the fifth 
year. In panic, you start taking 
short cuts or making deci 
sions in your primary market 
contrary to what you set out to 
do. Then people get the cue 
they start thinking that you 
are not committed, that you 
are beginning to pull back 

That can be disastrous 

There is always a 'doub 
ing Thomas... the problem is 
to sella big dream to your оул 
people. So you have to keep 
on building the momentum 
through 
demonstrating how serious 
you are, you need to take peo 
pleinto confidence, show them what you are trying to attempt 
in the world, share with them constantly what you intend tc 
do and how you plan to do it. 

You also need to lay down a path and give demon 
strable evidence that you are not hundreds and thousands 
of miles away from that path, but are moving close to it 
You consistently need to keep demonstrating the little 
sparks of success. People look up to the management от 
the decision makers to see whether they really mean what 
they are saying. 
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ECOMING a powerful global player is ап 
imperative, not a choice, for the world's 
largest companies — and those that as- 
pire to join their ranks. Research has 
shown that the best global companies — 
the Global Champions, the top 60 com- 
panies in the world ' — clearly outper- 
form market indices over long periods of time 
(‘Global Champions Significantly Outperformed The 
Market’) and handle global volatility very well. Partic- 
ularly for leaders in local markets outside the tradi- 
tional Triad — the US and Canada, western Europe, 
and Japan — the global economy now presents ех- 
traordinary opportunities. Thus it is quite likely that 
in the next decade we will see at least 10 to 15 compa- 
nies from China, India, Korea, Russia and elsewhere 
storm into the Global Champions league. 

To date, many local champions in countries out- 
side the Triad have found the global journey to be 
challenging. Although non-Triad countries con- 
tribute nearly 15% of the world's GDP and have a pro- 
portionate number of ‘global leaders, these regions 
have a much lower share among Global Champions. 
The globalisation efforts of many non-Triad compa- 
nies have been hamstrung by three primary factors: a 
lack of competition in their home markets, a highly 
local workforce and management culture, and an or- 
ganisational structure that is ill-equipped to handlea 
federation of far-flung operations. 

It is possible for companies in non-Triad coun- 
tries to break through these barriers and achieve global lead- 
ership in their respective industries — Samsung Electronics, 
HSBC, LG, and some others have proved as much. To probe 
into the secrets of their success, we scanned the Global 2000 
lists for the past decade to find the non-Triad companies that 
have attempted the global journey, researched in detail 
their globalisation process, and interviewed more than 100 se- 
nior executives in companies that are currently seeking to be- 


To be world- 
beaters, firms 
have to work 
out a winning 
formula, groom a cadre 
of global executives, and 
master an international 
organisational matrix. 
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come global leaders or Global Champions. 

While many researchers have analysed the globalisation 
efforts of Triad companies, few have considered the chal- 
lenges and success stories of global leaders emerging from 
outside the Triad. Becoming global, our research shows, re- 
quires three critical steps: developing a ‘winning formula’ of 
distinctive capabilities that is used to secure the home base 
but can also be transferred across multiple geographies; 
grooming a cadre of global executives who can customise the 
formula into these new geographies; and mastering the 
‘global organisational matrix’ of businesses, geographies, 
and functions so that these well-apprenticed executives can 
operate effectively. 

Building capabilities, executives, and an organisation that 
can operate across national boundaries is far more important 
than deciding which markets to enter and when. In fact, there 
is a vast difference between ‘going global’ and ‘becoming 
global’. Simply stated, becoming global is about adopting a 
global approach and mindset across the business model. It is 
along journey, fraught with peril, in which managers must 
constantly ask the question: “Do our actions help buildacom- 
pany that can beat the best in the world?” Only a few will truly 
be able to answer: “Yes.” 


GLOBAL CALLING 


The global economy is continuing a historic transition. Itis 
moving from an environment with high barriers to entry, frag- 
mented local market and industry structures, and relatively 
self-contained national economies to a world in which the in- 
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creasing liberalisation of markets, mobility of capital, digitisa- | 


tion, and common standards are driving the march toward a 

fully integrated economy. With these forces at work, the need 

for global competitiveness has increased for players in all 
markets. Companies in non- Triad regions are no exception. 

Although non-Triad companies in many industries have 

‚ made various forays into international expansion, few have 


-become true global leaders or Global Champions (‘Compa- 


.. niies Outside The Triad Have Produced...). 
_ Afewnon-Triad companies have captured the benefits of 


. global growth. One such company, HSBC Holdings, has | 


grown from its Hong Kong base to be the world’s third largest 


financial services institution by market capitalisation, with | 
revenues of $40 billion and close to 30 million customers 
worldwide. Samsung Electronics, the world's fastest growing | 


consumer electronics brand, is another. Samsung Electronics 
reported revenues of about $54 billion in 2003, only a few 
years after beginning to expand outside Korea (‘Asian Compa- 
nies Are Emerging Rapidly’), its market capitalisation now far 
exceeds Sony's. (Turn to 'How Lee Made Samsung A World 
Leader on page 77.) 
... «Many other non-Triad companies, however, lag behind 
and can only look enviously at their successful counterparts. 
These companies have been unable to tap into the opportu- 
nity offered in the more lucrative North American, European, 
and Japanese markets and thus have not reaped the benefits 
of global leadership: higher revenues, better market caps, and 


the stability and diversity to withstand sporadic shocks to | 


theirlocal markets or individual businesses. 
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Companies that remain local will be hard-pressed to 
achieve significant growth — especially given the looming 
threatofother companies that have already set out on a global 
journey. The local leader that cannot become a global leader is 


Furthermore, as global competitors strengthen their presence. 
in fast-growing non-Triad markets, all local leaders will face 
increasingly more brutal competitive pressure, 


BREAKING OUT IS HARD TO DO 


Most non-Triad companies certainly understand the need to. 
turn themselves into global leaders. Many, however, have had: 
trouble doing so because of three long-standing barriers. 

First, non-Triad companies have been severely handi- 
capped by the lack of competitiveness in their home markets. 
Government policy, high tariff protections, non-tariff barriers, 
and small market size have all served to shield non- Triad com- 
panies from global competition. These historical barriers are 
responsible for the large number of uncompetitive banks, in- 
surance companies, steel mills, utilities, retailers, healthcare 
companies, and so on in non-Triad countries. 

Consequently, few of these companies are prepared to 
deal with strong competition from international attackers, or 
to export their businesses to new markets. Those that attempt 
to diversify globally focus more on the attractiveness of the 
market than on their own capabilities. Often, they ac 
leading player in the new market to serve asa “trop 
with little thought as to how the new business 
extend the value of the parent company’s cüpabili 








Asecond major handicap facing large non-Triad compa- 
nies is their highly local workforce and management culture. 


‘tend to be much less aggressive and much more internally fo- 
cused in hiring, managing, compensating, and retaining tal- 
ent. Non-Triad companies typically have few executives who 
are comfortable operating in other countries. The single-cul- 
ture nature of these organisations gives them a limited under- 
standing of overseas markets and little experience in handling 
diverse workforces. Moreover, executives at these companies 
receive relatively low total compensation, a fact that makes it 


difficult and divisive to add a global perspective by bringing in | 


highly paid international executives. 

Afinal challenge facing non-Triad companies is the organ- 
|, isational structure and the processes required to manage 
| complex, far-flung operations. Most executives in these com- 
L| panies still have the typical ‘export from the factory’ mindset, 
with almost all decision making and resources concentrated 
in the home market. International markets are seen as out- 
posts best handled through a sales office staffed solely with 
trusted expats. How else to explain why most senior execu- 
tives of Indian IT services firms, for example, reside in India, 
while their entire customer base is in the US and Europe? 

Unable to compete effectively overseas, many non-Triad 


companies have clung to the safe haven of their home mar- | 


kets, choosing to diversify into new businesses locally rather 
than expand their core business globally. A strong position in 
the home market is a prerequisite for successful global expan- 
sion — but itis only the first step. 


EMBARKING ON A JOURNEY 





"Samsung Electronics, HSBC, Teva, Cemex, and other global | 


leaders from non-Triad countries have robust positions in 


their respective home markets. They understand that a strong | 


home base provides steady cash for an aggressive — and often 





leaders, however, has not come from acquiring trophy assets 
in the developed world, or building large new overseas facto- 


GLOBAL CHAMPIONS SIGNIFICANTLY OUTPERFORMED THE MARKET 
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expensive — globalisation effort. The success of these global | 
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ries, or hiring local superstars to generate new business. Their 


| success is not about selecting markets to enter and then devel- 
Compared with their counterparts in the Triad, companies | 


oping sophisticated market entry strategies through acquisi- 
tions, joint ventures, or alliances. Rather, successful globalisa- 
tion results from systematically overcoming traditional 
disadvantages through three primary activities: working out a 
winning formula, grooming a cadre of global executives, and 
mastering a global organisational matrix. 

Working out a winning formula: Competitive advantage 
in any market accrues through distinctive capabilities’, privi- 
leged local relationships, or valuable assets or rights (for ex- 
ample, mining concessions) that a company possesses. Com- 


| panies that rely solely on privileged local relationships or 


valuable assets or rights for competitive advantage, we have 
found, remain trapped in.an export mentality and rarely be- 


| come one of the top three global companies in their industry. 


On the other hand, our research clearly demonstrates that 
global leaders are those that have developed a set of world- 
class capabilities into a winning formula that can be put into 
practice globally. 

To become global, a company must have mature, well- 
documented processes that can produce results demonstra- 


| bly superior to those of competitors. A retail bank, for in- 


stance, must have delivery and management capabilities 
(including tellers and ATMs) that result in a clearly lower 
blended-cost-per-transaction than competitors can reach. 
HSBC, for example, over the years developed a highly efficient 
model for its retail banking апа wealth management busi- 
nesses in Hong Kong. It subsequently turned these distinctive 


| capabilities into a winning formula that it transferred to the 


UK, US, France, India, and other markets. 

Further, distinctive capabilities cannot be solely depen- 
denton local market characteristics. A retail bank operating in 
India will certainly have lower transaction costs than a bank in 
Madrid because ofthe pool of local low-cost talent available in 
India. However, when the bank in India opens a Madrid 
branch, it will have the same cost structure as other banks in 
that market. In this case, to be distinctive in the Madrid mar- 
ket, the bank would need efficient, highly cus- 
tomised back-office operations that drive down 
costs per transaction — and cannot be repli- 
cated easily by others in the local market. 

À battle-tested winning formula will help a 
company generate above-normal profits in 
most markets it enters. This has indeed been the 
case for Cemex. The Mexican cement giant re- 
alised that it could manage plants more effi- 
ciently by using advanced production technol- 
ogy to lower production costs along with 
efficient distribution networks to deliver orders 
speedily. By the early 1990s, the Mexican plants 
owned by Cemex were the most efficient in 
North America, using satellite technology to 
i monitor production performance tightly and 
dispatch orders quickly. 

Cemex began its globalisation journey by 
acquiring two cement companies in Spain (cul- 
turally close to Mexico) in 1992 for a total con- 
sideration of $2.3 billion. It transferred its dis- 
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tinctive production management skills to 
these companies, subsequently improving 
their operating margins from 7% in 1992 to 
25% in 1995. Confident in its ability to repli- 
cate this winning formula, Cemex began a se- 
ries of rapid-fire acquisitions in Spanish- 
speaking countries in Latin America and Asia 
(the Philippines). It is now the world's third- 
largest cement company by market capitali- 
sation, and its returns have continued to out- 
pace the construction industry indices. 

Grooming a global cadre of executives: 
Successfully transferring the winning for- 
mula into new markets requires a group of 
global executives who are deeply versed in 
both the company’s operating practices and 
the new country’s business culture. A strong 
cadre of executives provides deep networks 
and shared values to capture global opportu- 
nities. Based on our research, we believe that a methodical ap- 
proach to building a cadre of global executives is much more 
important to global companies than any tangible plant, prop- 
erty, or equipment. 

Global leaders realise that it is best to groom executives 
from within, beginning with locally recruited, entry-level ex- 
ecutives, Such executives can be fully trained in a company's 
processes and operating methods while retaining the ability 
to customise these practices to their own cultures, One Indian 
IT services firm has begun recruiting from top-tier US busi- 
ness schools with the specific objective of grooming globally 
mobile executives. It has created two separate career tracks, 
one for the domestic market and one for international mar- 
kets, with distinct recruitment, job rotation, and compensa- 
tion policies. These efforts are paying off as this new crop of 
global executives, able to combine relationship-management 
skills and offshore delivery knowledge, begins selling high- 
end solutions to large accounts. 

Global job rotation is crucial to grooming global execu- 
tives. Such practices typically target the creation of an expert 
general manager, someone with deep functional expertise in 
asingle area but also a CEO-type cross-functional perspective 
and high cultural sensitivity. HSBC, for example, puts 400 
handpicked ‘international managers’ through a global rota- 
tion programme to expose them to various situations, training 
them to parachute into troubled operations and fix those 
problems. Cemex's programme assigns top-performing exec- 
utives to M&A, due diligence, and post-merger management 
projects in foreign countries, where they are also trained to 
understand different cultures. 

Mastering the global matrix: A cadre of global executives 
makes a global organisation more feasible. Coordination 
processes run smoothly because participants trust each other. 
Dotted-line reporting relationships work because executives 
know each other well. Much business gets done informally 
and through social contact. Job rotations provide a well- 
rounded perspective on challenges in other markets. En- 
trenched power structures are avoided, and the institution be- 
comes stronger than any group of individuals. 

Creating a cohesive company culture that transcends na- 
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tional boundaries is a crucial aspect of becoming global. The 
best global companies have a distinct way of doing business 
and have developed a set of specific, unifying values and in- 
formal networks. 

As companies begin competing in markets around the 
world, they need to adapt their organisational structure into a 
three-dimensional matrix of businesses, geographies, and 
functions. Such a set-up for allocating activities and decision 
rights is crucial to ensuring operational control and capturing 
global scale economies while enabling local management to 
retain some flexibility. Some decisions (like marketing pro- 
grammes, pricing, production mix) are best left to local units, 
while others (like brand values, financing, overall strategy) are 
best kept centralised. 

A company that is globalising its operations can choose 
from three common organisational models: end-to-end 
global business units, end-to-end geographic units, or a hy- 
brid model with some functions (for example, manufacturing 
or R&D) remaining centralised and others (for example, ser- 
vices, sales and marketing) geographically dispersed. The 
end-to-end global business unit model works well when busi- 
nesses are quite distinct, do not share any common opera- 
tions, and sell to different customers. End-to-end geographic 
units work well when a business requires a localised value 
chainandcatersto local customers. Businesses that tend to be 
local (for example, restaurants, cement, retail financial ser- 
vices) typically follow this approach. 

Global leaders do not try to control their overseas units 
tightly; instead, they move to a distributed decision making 
structure as quickly as possible. Ranbaxy Laboratories 
changed its organisational structure as soon as its US business 
started to grow rapidly, choosing a hybrid organisational 
model with global R&D and separate geographic business 
units. Its home market, India, became simply another geo- 
graphic business unit. Senior management adopted a global 
mindset and began spending substantial time in the US, 
which today accounts for more than 40% of Ranbaxy's ap- 
proximately $972 million in revenue. 

Oncea global organisational structure is in place, global 
companies must connect their various units using integrative 
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processes such as global supply chain man- 
agement or corporate business development. 
Teva, an Israeli pharmaceutical company, 
provides an interesting example of how com- 
panies have established such global links. By 
the late 1990s, Teva faced significant coordi- 
nation problems across its country units in 
Europe, Israel, and the US. In response, the 
company's management created four 'global 
integration units' to coordinate its key func- 
tions (operations, R&D, strategic product 
planning, and business development) across 
| the countries. Senior executives were put in 
charge of ensuring coordination across func- 
tions and worked with the country units to 
develop appropriate processes to achieve 
global coordination. 


ATTHE BEGINNING 


Non-Triad companies that are starting the globalisation jour- 
ney should quickly work through a number of key issues. The 
first is ambition. Do you have the determination to be a global 
leader? Does the rest of the management team share this am- 
bition? Are you prepared for the long journey (‘The Journey 
Takes 5 To 15 Years’)? The second is timing: Can your home 
market position generate adequate cash flows (generally in 
hundreds of millions of dollars) to support an expensive, often 
error-prone, globalisation effort? 

Operations and capabilities are crucial too. Have you 
achieved operational excellence in your basic business opera- 
tions so that your processes are reliable and operating at 
world-class levels? Which distinctive capabilities will allow 
you to make money outside your home markets? Which mar- 
kets are best suited to leverage your distinctive capabilities? 
How should new capabilifies be built to open new markets? 

Finally come people and the organisation. Who is going to 
lead the charge for you in overseas markets? Do you have 
enough homegrown leaders to operate effectively in these 
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ASIAN COMPANIES ARE EMERGING RAPIDLY 
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new markets? How many people will you have to hire, and 
how will you teach them your business? At a broader level, 
how will your organisational structure and management 
processes have to change to integrate an international busi- 
ness? Will your corporate centre be able to manage all these 
new activities? How will you socialise the people working on 
international operations so that they feel connected to the 
company and its culture? 

The global journey is lengthy, and most local leaders will 
not be able to keep up the pace. Yet the potential rewards are 
plentiful. Global leaders are likely to achieve the size, compet- 


| itiveness, and broad market presence to succeed — and en- 
| dure— in increasingly turbulent global markets. 


Notes 


1. ‘Global leaders’ (about 400 worldwide) are defined as compa- 
nies with high growth, profitability, and foreign sales, and rev- 
enues of more than $2 billion per year. 'Global Champions' are a 
subset of this group. Global Champions are highly competitive, 
multi-business companies with cash flows well 
diversified across geographies and businesses. 
Each Global Champion has annual revenues 
greater than $10 billion. The combination of 

size, competitiveness, and diversification makes 
the Global Champions highly resilient companies 
able to handle economic volatility and external 
shocks very well. 

2. A distinctive capability is a set of cross-function- 
al activities that enables a company to build com- 
petitive advantage relative to its rivals and earn 
above-normal cash flow and profits. For instance, 
Wal-Mart's ‘cross docking -based supply chain is a 
distinctive capability. Similarly, Dell has a distinc- 
tive Web-based direct sales capability leading to 


higher margins than its peers. m 











Tsun-yan Hsieh is chairman, McKinsey Asia; 
Dominic Barton is a director in McKinsey's 
Shanghai office; Jayant Sinha is a principal in 
MckKinsey's Delhi office. 
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New Nokia 6820. Get used to saying more. 


Words flow so easily on the two-handed integrated messaging keypad of the Nokia 6820, you could just 
go on and on, be it on SMS, MMS! or email!, Elegant and compact in design, it's also enhanced with features 
such as triband for global roaming, EDGE for higher performance, mobile email! for connectivity on the 
go, and Bluetooth™? wireless technology for convenience. And don't just say more, do more - get organised 
with Personal Information Management (PIM), improve productivity with presence-enhanced contacts. 
and enjoy a multimedia experience! with the integrated camera, video and voice recorders. and 
XHTML? for richer browsing. Once you've started on the Nokia 6820, there'll be no stopping you. 
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His strategy in the ring: 
‘Float like a butterfly, 
sting like a bee’. His 
boxing skills made him 
the world heavyweight 
champion; his courage 
made him admired 
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NSIDE Tata Motors, the count- 
down has begun. For more than 
one year now, India’s largest au- 
tomaker has been quietly putting 
together all the critical elements 
of its strategy for breaking into 
international markets. The exact 
details are still closely guarded. But in 
2006, the company says that a new line 
of trucks — designed by an Italian de- 
sign outfit and dubbed as the truck of 
the future — will begin to roll out across 
China, Brazil, South Africa, Indonesia 
and several other emerging markets. 

Clearly, it will be a giant leap for Tata 
Motors. Even though the Rs 10,840- 
crore giant is among the top ten com- 
mercial vehicle manufacturers in the 
world, nearly all its revenues still come 
from its home market. By 2005 and 
2006, Ravi Kant, executive director, Tata 
Motors, and the man behind the com- 
pany's commercial vehicle strategy, says 
the target is to push the international 
business up to at least 20% of sales. And 
almost as if to signal that it really means 
business, in March this year Tata Motors 
bought out Daewoo Motors commer- 
cial vehicle business in Korea. The big 
question now is: can Tata Motors over- 
come its relative inexperience in inter 
national markets and take on giants like 
DaimlerChrysler, Scania and Volvo? 

If you pose a similar question to TVS 
Motors CEO Venu Srinivasan, his reph 
would be simple. Srinivasan wants t« 
become one of Asia's biggest two 








STRATEGY 


In going global, there is no single strategy 
that guarantees victory. So many Indian 
MNCs are blazing new paths. 

By Indrajit Gupta and D.N. Mukerjea 


fourth of the passenger car market. Moreover, it isn’t as frag- 
| mented. A few leading players in CVs — Volvo, Scania, 
DaimlerChrysler, Paccar, Fiat-Iveco and Navistar — control 
nearly 60% of the industry. Lately, the auto industry has been 
going through a phase of consolidation with the big boys buy- 
ing out smaller regional and local players. Tata Motors is one- 
tenth the size of DaimlerChrysler's truck business. 
Conventional wisdom suggests that there will be further 





wheeler manufacturers and is already moving in that direc- 
tion, as he gears up to launch his firm's two-wheelers first in 
the Asean countries, then in China and finally in Iran and 
Brazil "We will be competitive. That's not the problem. It is 
about how fast can you do so much," says Srinivasan. 

Going global isn’t about intent alone. It requires an assess- 
ment of where a company stands on the journey. Both Tata 
Motors and TVS, along with a host of other Indian firmslike | 
Sundram Fasteners, Bharat Forge, Infosys Technologies, | industry consolidation — which will see fewer and biggerauto 
Wipro, Satyam, Asian Paints, Ranbaxy Laboratories, and | companies emerging during the next decade. That would: 
Apollo Tyres are quickly beginning to discover a new formula | meanano-winsituation for Tata Motors. Yet, Graeme Maxton, 
to crack open international markets and build sustainable | Asia-Pacific managing director of a leading auto industry por- 
businesses overseas. Obviously there isn't a one-size-fits-all | tal, autopolis.com, says that this decade will belong to smaller 
strategy. On the contrary, businesses are tryinga variety ofap- | players like Tata Motors and that they will actually make the 





-` proaches that are backed by logic, careful planning and a real- 


istic assessment of capabilities. 

There is, of course, a series of steps 
that each business needs to take, de- 
pending on what stage of the journey it 
is in. These steps include defining the 
source of competitive advantage, de- 
ciding the mode of entry and planning 
the next platform for growth. 

As our earlier story argues (see 
‘Citius, Altius, Fortius’ on page 36) there 
is a common strand that cuts across 
many different businesses: smart lever- 
aging of India's low-cost base. While 

_ this may seem obvious, this alone isn't 
much ofa differentiator. Raghuram Ra- 
jan, economic counsellor and director 
of research, International Monetary 
Fund, agrees that the cost arbitrage 
possibility created by India's low wages 
is still useful. "But what will happen 
when wages start rising?" he asks. "It's 
incumbent upon Indian industry to 
add value. People need to constantly 
upgrade their services and progress up 
the food chain, so to speak. Costs alone 
arent much ofa differentiator." 

Take Tata Motors. In the auto world, 
consolidation and scale are the buzz- 
words. On both counts, Tata Motors is- 
n't up to scratch. The global commer- 
cial vehicles (CV) business is about a 


Move fo 


- focussed: China represents both a cheap manufacturing base 
_ Chinese government was privatising. The due di 


2 conclude the deal. Kanwar says they were treat 
- was there at the airport to receive us, there were 
- were all prominently featured in the local TV c 








maximum gains in market share. 


‘Apollo International 


dealing with emerging economies. And especially China. Apollo: Interna- x 
tional's Raja Kanwar will vouch for that. 
_ For the last four years, their globalisation strategy has bes 


Ü Е love, the ad to true globalisation is never smooth. Bapedallywhen : 
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huge market for them. In 2002, Apollo was about to close й ae major. 
acquisition in China's Qhingdao province. Itwasas te; ; 












agreed upon by both sides. A team from India, th: 
and his father Onkar Singh, arrived in Qhingdao 





The Chinese, however, had one last-min 
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TAKING INDIA 
TO THE WORLD 
MEANS THE 
WORLD TO US. 


THE ADITYA BIRLA GROUP. 
INDIAS FIRST TRULY 


MULTINATIONAL CORPORATION, 


s early as 1970, Aditya Birla, a visionary 
had dared to dream big. Venturing 
outside the shores of India, he staked 
the future a competitive 
free market economic order. Establishing 
world-class plants in Thailand, he set up 
manufacturing bases in quick succession 
in country after country. Malaysia, Indonesia 
Philippines and Egypt 






of his business or 


ADIN WORLI 
IOUT JUNDARII 
From those beginnings and cutting a swathe 
through South East Asia and the Africas 
the Group has now established a growing 
presence in Canada, China and Australia 
as well. Today it has manufacturing bases 
in nine countries 


A $6 billion corporation, with a market 
cap of $5 billion, it is anchored by ar 
extraordinary force of 72,000 employees 
belonging to 20 different nationalities 
Over 30 percent of its revenues flow 
from its operations across the world 
The Aditya Birla Group's products 
and services offer distinctive 


solutions in more than 100 countries 








stomer 
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ONGC and Indian Oil 


OES the state have a role to play in the creation of globally competitive 
Indian companies? At first blush, it seems an odd question. After all, 
any move to go global should flow from the logic of enhancing 
shareholder interests. Where does the state come into the picture? 
But it could be said that large, well-managed companies with 
.. diversified markets and products, delivering high shareholder value do 
play a positive role in society, and hence the state has a stake. However, 
‘that's like arguing that in any action that has a net positive outcome for 
aes society, the state should play a role. 
| Then again, you: ‘could argue that global firms aren't only about better 
MS shareholder return. It's also about national prestige. Imagine what 50 
... Ranbaxys and Infosyses could do for the image of India. It's not as if it has 
. not been tried. Korean chaebols were actively supported by the state — or 
- at least by its financial institutions. (After the crisis of 1997, this model was 
somewhat discredited.) Many Chinese firms too have been assisted dire- 
сбу or indirectly by the state. (See ‘Enter The Chinese Brands’ on page 64) 
1 Raghuram Rajan, economic counsellor and director of research, 
T: International Monetary Fund, says that he is not in favour of governments 
E championing individual industries and that such decisions are best left to 
-. the private sector. But he argues that the state should play a role in 
creating an enabling environment. He says: “What seems most necessary 
7 is a reasonably reliable policy environment so that people can make the 
_ investments they want. It's also a question of putting the basic 
_ . infrastructure in place — ports, airports, etc. Also you need to invest in 
- human capital and put in place a rational tax system. That's what a lot 
_ of countries do. What's also important is a reliable contractual and 
judicial environment.” 
^. Another way of approaching the state question is to see whether the 
| globalisation } journey of two PSUs, Indian Ой ПОС) and Oil and Natural 
‚Саз Corporation (ONGC), have been any easier because they are directly 
-< state-owned. Both have global plans, though the rationale is different. 
2 ONGC chairman Subir Raha says that the reason he is buying exploration 
~ blocks abroad is to secure India’s oil supplies. IOC's reasons are less 
. nationalistic and more market-led. Chairman M.S. Ramachandran feels 
that there is a substantial opportunity for IOC, especially in South-east Asia 
and Africa, so he is wading in. Raha also has a name for what they are 
tryngtobecome—PSU-MNCs. —— 
The experience of both these companies have been somewhat mixed. 








- off between bureaucracy and government-to-government relationships. 
_ Neither chairman was willing to comment on this. But those closely 
associated with these companies say that the bureaucracy is a serious 

- impediment, especially for IOC. “At least there is an empowered set of 





. exists for IOC, decision making is very bureaucratic,” says an official. 
However, there are upsides too. Observers say that the Sudanese oil field 
that ONGC snagged had a lot to do with the Indian government leaning on 
the Sudanese government. Again, IOC's entry into Sri Lanka was a cake 
walk — because, as India’s largest oil company, it was nominated by the 


Lankan government to take over some of the state's assets. _ ш 
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‘As an oil and gas industry watcher puts it, for these companiesitsatrade- 


secretaries for ONGC who take quick decisions, but since nothing like that. ту 


Sounds absurd? Well, Maxton’s hy- 
pothesis can be tested only when Tata 
Motors steps out in the international 
market. Its broad strategy is woven 
around two distinct advantages: one, its 
low-cost manufacturing system, which 
enables it to produce trucks at costs that 
are almost 25% lower than those of its 
global competitors. Two, it believes that 
its knowledge and understanding of the 
cost-conscious Indian market can be 
easily adapted to other emerging mar- 
kets of similar profiles. Global majors 
like the Swedish companies Scania and 
Volvo havent yet shown that sensitivity. 


The Costs Of Internationalisation 


Even as they execute the global strategy, 
there's one big challenge that Ravi Kant 
and his team are already grappling 
with: balancing the needs — often con- 
flicting — of the home market and the 
fledgling international business. This 
can be a difficult tightrope walk — 
especially since the home market pro- 
vides the cash flows to fund the growth 
in international markets. So how does a 
company protect the home base and 
still provide enough resources for the 
nascent overseas business? 

Certain companies like Ranbaxy 
Laboratories, that started globalising al- 
most a decade back, had to deal with 
this issue. In the initial stages ofits inter- 
nationalisation, Ranbaxy's revenues 
were understandably skewed towards a 
highly profitable domestic market. And 
often, they would be saddled with a pro- 
duction constraint. If they bagged an in- 
ternational order, servicing it on time 
wasn't easy. There was pressure from 
managers to continue catering to the 
growing domestic business, and to sac- 
rifice the 5-10% international business. 
Says former CEO D.S. Brar: “It is at that 
time that the management had to 
demonstrate that we meant business, 
and we were committed to also explore 
internationalisation norms.” 

After its euro issue of 1994, Ranbaxy 
sunk in close to $100 million over a four- 
year period to create an infrastructure 
for the international business. This 
weighed Ranbaxy's return on capital 
employed (ROCE) down, and attracted 


little help from the state 
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a fair amount of criticism. But the Ranbaxy management | 
battened the hatches and ploughed ahead. However, many 
insiders agree that Ranbaxy didn't do a very good job of | 
balancing the needs of the domestic business with those of 
the global one. The senior management had indeed taken its 
eyes off the Indian business, something that’s been rectified 
only recently. 

Asian Paints has to deal with the costs of internationalisa- 
tion too. Today, about 20% of its growth comes from overseas. 
Thanks to its dominant place in the home market, it already | 
had pricing power, high efficiency and marketing clout. Asks 
Jalaj Dani, vice-president, international operations: “How do | 
you balance that with the opportunity outside India?” 

Asian Paints began by setting some financial benchmarks. 
If it earned a net margin of 8-9% and an КОСЕ of 30% in India, 
it figured it would have to do at least 60% of that (18-20%) in 
any overseas market for its presence there to make sense. But 
when it bought Berger International in September 2002, it 
found that its footprint was now across 12 new markets. And | 

Berger had losses of $1.02 million in 2002. In other words, a 

- -negative return on capital employed. 

‘Asian Paints had been tracking Berger for some time and 

. had bought the ailing company despite its losses because it | 

_ believed it could turn the company around. But that wasn't | 

- good enough. It had to find a sensible way to prioritise its in- 

vestments. That's when the idea of building a portfolio took 

form. Asian Paints looked at the size of the paint market in 

each country, the size and strength of the economies, the na- 

ture of competition and the investment potential. Based on 

those calculations, it divided all its markets into three groups: | 
growth markets, leadership markets and niche markets. 

For instance, in Malaysia and Thailand, which are growth 
markets, Berger will look for further acquisitions to 
build critical mass. Size and market share will help it com- 
mand greater pricing power, which in turn will improve | 
margins. Meanwhile in Jamaica and Bahrain, its margins are | 
closer to what it earns in India 

;... largely because it is a dominant 
:^ player in these markets. In these 
leadership markets, Asian Paints 
will strive to improve ROCE and 
margins, and aim at expanding 
its share of business. In niche 
markets, the focus is on turning 
around the business — or simply 
exiting if the business does not 
improve. For instance, Asian 
Paints recently got out of the 
Malta business, which was sim- 
plytoo small forthem to sustain a 
profitable operation. All these 
efforts have helped. Berger 
turned around and in 2003, it 
made profits of $2.2 million. To- 
dayitisoneofthe most profitable 
paint companies globally. 


A Relevant Business Model 
Committing dedicated resources 


i 
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| law allowed Indian companies to reproduce drugs patented 
| to multinationals by using a different process. So while Indian . 


i were arms of multinational firms. So the products that came: 
| to Nicholas for marketingin India. Piramal wenta step further, 


| Even when Nicholas launched copies of products that were ` 


| This way it could claim that it did not really involve itself in 


Indust 
must add 
value. 
Cost alone 
isn’t much 
ofa 
differentiator 


Raghuram Rajan, International Monetary Fund 





into a fledgling international business, or figuring out an in- 


| vestment roadmap like Asian Paints did is somewhat easier. 


But what if the business model in the home market itself con- 
strains the growth options of the international business? 

Ajay Piramal, chairman of the Rs 1,269-crore pharma ma- 
jor Nicholas Piramal, realised this the hard way. For along 
time, he believed he could rely on the domestic pharma mar- 
ket to grow. But as growth began to slow down, last year Pira- 
mal decided he would have to evolve a strategy for the interna- 
tional markets. Piecing together a viable strategy was, of 
course, far from easy. 

Unlike other Indian pharma companies, Nicholas had al- 
ways stayed clear of the reverse engineering game. Piramal 
has always maintained that his firm would respect drug. 
patents — something it could have avoided here since patent: 



















companies like Ranbaxy, Dr. Reddy's Laboratories, Lupin, anc 
Sun Pharma were leveraging their reverse engineering skills 
and sinking money into western markets, Piramal was snap- 
ping up Indian companies in a bid to attain domestic marke 
leadership. The result: while Piramal managed a footing in In- 
dia, he had no foreign presence to speak of. 

Among his many acquisitions in the domestic market. 


with these companies were ММС brands perpetually licensed: 


not acquired from MNCs, it made sure that it bought the 
active ingredient in the drug from a contract manufacturer. 


reverse engineering, Hs 
Nicholas also actively wooed MNCs that didnothavemar- .... 
keting arms in India to sell their drugs here using Nicholass o 
network. So while crafting his international business model, 
Piramal had to ensure that it was consistent with his domestic 
strategy. That meant Nicholas 
just couldn't do what Ranbaxyor = 
Dr. Reddy's, the two industry 
leaders, were doing. Besides, it ` 
didn't have the requisite skills to 
do so. And even if it acquired the 
capability Piramal knew he 
would come into direct con- 
frontation with the very MNCs 
he had tried to woo thus far. 
Piramal has therefore opted 
to focus his energies in the area 
of custom manufacturing — the 
making of patented drugs under 
contract for innovator pharma 
companies’ biggest markets. If at 
all it markets generics abroad, he 
says, he will choose drugs that 
are already off-patent in the 
western markets with no possi- 
bility of a legal confrontation: 
with the innovator. ^ 
Some would argue this is the. 
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mext best thing for him: continue working with multination- 
q als, but this time use India’s low-cost manufacturing to pro- 
» duce their under-patent drugs for their biggest markets in the 
-US and Europe. Nicholas has acquired two bulk drug manu- 
facturing facilities and has set upon its task in earnest, though 
xports, at Rs 100 crore, are still less than 1096 of sales. But 
‘Nicholas has some contracts with MNCs lined up. Innovators 
who outsource manufacturing are primarily concerned about 
whether their intellectual property is safe with the contractor. 
Piramal says, apart from India's low-cost advantage, his track 
record of respecting patents will work in his favour. He also 
suggests that Nicholas could be a one-stop shop where com- 
panies can source the entire value chain from intermediates 
to finished dosage forms. It also wants to work together with 
= innovators to develop more efficient processes. 
But with growth in his domestic business slowing down, 
| Piramal has to make up for lost time — and quickly crank up 
" his international strategy. 


| Planning The Market Entry 





1998. It got its basic strategy right — but couldnt quite trans- 
late its early-mover advantage into success. The reason? It 
- erred in selecting its partner. It entered into an equal joint ven- 
тиге with Puerto Rico-based Mova Pharmaceutical Corpora- 
Поп to manufacture and market cephalosporins, a group of 
antibiotics, in America. 

Lupin already had the experience of making and selling 
this group of drugs in India and other emerging markets. At 
thetime, Indian companies were still breaking into the US, 
гапа were unsure how well a ‘made in India’ label would go 


|! out American drug maker Eli Lilly's factory in Puerto Rico 
from where it would supply its market. 


evolving from a plain-vanilla 
manufacturer of generics to a 
; marketing organisation. Mova, а 
contract manufacturer, wanted 
| the joint venture to be in the 
same business. Lupin ambi- 
tions were more evolved. In two 
years the joint venture was called 
off. Lupin had lost precious time. 
"In a partnership, both partners 
have to want absolutely the same 
thing,” says Lupin chairman 
Deshbandhu Gupta now. 

By end-2001, Lupin had an- 
other try. This time, the gambit 
worked. It entered into a market- 
` ing alliance with American Phar- 
maceutical Partners (APP) to sell 
anantibiotic called cefotaxime in 
the US. The relationship was kept 
fairly simple, and product-spe- 
cific. Lupin would export the 
bulk — the key ingredient that 


Speed wasn't an issue for Piramal's peer, Lupin Laboratories. It | 
was among the early Indian companies to head for the USin | 


- down with western customers. So the joint venture bought | 





lendsthe medicine its potency —to APP which would finish it, 
and sell it as a ready-to-pop pill. рїп advantage was that it 
had succeeded in developing a non-infringing process to 
make the bulk that other generic aspirants had not been able 
to deliver. So the market was almost exclusively Lupins. 

Selecting business partners in a new market is a tricky 
process that can often boomerang if proper screening is not 
carried out. Many years ago, when Mahindra & Mahindra 
(M&M) first entered South Africa, they chose to go with a 
dealer who was an Indian settled in South Africa. The man was 
obviously very prosperous and lavished a lot of money and re- 
sources on building up the dealership. He even brought Aish- 
warya Rai — she had just been crowned Miss World — to at- 
tend the business launch, along with other film stars. 

Six months later, M&M found that Interpol wanted him for 
drug dealing. Vice-chairman Anand Mahindra says it taught 
them an unforgettable lesson. "After that, I was told very 


| clearly by the Indian ambassador there and the South 


African Consul: ‘Why didn't you talk to us? We had this guy on 
our database." 

Today inside M&M there is a simple rule. “A lot of compa- 
nies of our size sometimes think that they are infallible. And 
we don't follow some simple rules when we go abroad, that 


| you are going to first touch base with your local emissary in 





that country and find out what you can, as also from their rep- 
resentative here. If anybody makes that mistake again, I will 
fire him, because there is enough experience, these stories 
have gone around. There is a database over there and a web- 
site which tells you what has happened and what you should 
be doing." 


Taking The Next Step 


After having rebuilt the basic platform, Lupin is now building 
the rest of the staircase to growth. For one, it is exploring terri- 


| torythatisyetuncharted for most Indian pharma companies: 
But Lupin miscalculated its partner's enthusiasm for | Japan, Australia and New Zealand. Butin Japan, thanks to lan- 


How do you 
balance 
home 
advantages 

cL 
opportunit 
outside? 


Jalaj Dani, Asian Paints 


guage, cultural and regulatory 
barriers, Lupin may again find it- 
self forced to tie-up with a local 
partner. Gupta says his company 
might shake hands with a distrib- 
utor. If things work out, it could 
eventually raise its stake in the 
operation. But he will be more 
careful. “Hopefully we've learnt 
our lesson,” he says. Incidentally, 
Ranbaxy too has partnered with 
a Japanese firm. 

Meanwhile in the US, Lupin 
is trying to work with innovators, 
and has recently tied-up two li- 
censing deals with them. With a 
50-strong contract sales force, it 
now markets antibiotics Suprax 
(under licence from Japanese 
firm Fujisawa) and Zymer (from 
US firm Allergan) for children. 
“That way we can be allies of big 
pharma companies instead of 
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AND SEE YOUR BUSINESS GROW THROUGH IT. 


Make your best investment in the Asian market. 
The Businessworld book on Doing Business 
in Asia. Covering A to Z of the B in the region. 
Expert overviews, profiles on 11 major Asian 
economies, tax structures, Asian business etiquette. 
The list is endless. So are the benefits. Take your 
first step. Towards the nearest bookshop. And 
watch your business graph take an upward swing. 


The book also covers: 

* Countrywise economic and business data 
* Business incentives, laws and regulations 
* Commentaries on living and working in Asia 
* List of major trade fairs in the region 
Content partners: Ernst & Young and Mercer 
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ITC International 


the secretive world of commodity trading, infor- 
tion is always the scarce commodity. Buyers 
arent willing to share much information, lest it 
es sellers an undue advantage. Traders, hunched 
over their terminals, close transactions across the 
th the highest bidder, often referring to the 
ode number. Not quite what Kotler 
would define as a customer-focussed business, right? 
Thats the way ITC's international business 
- division had operated — but success eluded it. Losses 
< mounted, and in 2000, the board got wise and 
decided to quit — but only after one last try. 
The facts were rather plain: in the commodity 
trading business, ITC simply didn't have the scale 
to fight the global giants like Mitsubishi. Not only 
these giants vertically integrated (owning 
seeds, trading operations, warehouses, 
_ transportation and ports), but they were also present 
ross the entire agri-chain (in primary processing, 
ginning, milling, etc.). Since they had access to all that 
information, it enabled them to quickly figure 
undervalued origins and overvalued destinations, 
d scope out new arbitrage opportunities. Explains 
5. Sivakumar, the division's CEO: “The key question 
was: how do we deliver superior value to our global 
ustomers when the existing global industry leaders 
already have a horizontally and vertically integrated 
usiness model?” 
Sivakumar and his team came up with a radical 
r: instead of the established auction model, ITC 
Ta sie anew order-taking model. “We | 










5 client wanted to| acertain grade of ye from 
. India, it wasnt easy for them to separate the good 
е bad. aresult, buyers tended to apply a 
country discount on any produce from India. If TTC 
2 could reorganise the supply chain, to solve this 
-lemons problem; it would be a clear value-add. Also, 
~ itbegan sharing plenty of data with global. customers 
. on prevailing prices and weather patterns, which had 
|, been hitherto closely guarded. Initially, customers 
. were a bit intrigued. Then, ITC coined what it called _ 
— the ‘true cost of contract, which detailed the hidden 
; di Я 
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revolutionary global plan 


confronting them,” says managing director Kamal Kumar 
Sharma. Lupin also recently tied up with Baxter to market its 
generic of the antibiotic ceftriaxone in the US. Hospitals are 
the biggest customers for this generic, and Lupin does not 
have a distribution network for hospitals. So Lupin plans to 
ride on Baxter's distribution. The arrangement will come into 
effect next year. 

Many companies that began the globalisation process 
earlier are also moving ahead to the next phase. Key among 
them are auto components majors Sundram Fasteners and 
Bharat Forge. Earlier this year, Bharat Forge bought out CDP a 
German forgings company, and is now training its sights on a 
similar acquisition in the US. By 2008, chairman and CEO 
Baba Kalyani says he expects to be the number one forgings 
company in the world with one billion dollars in turnover. 

But the way he is sequencing his global strategy is interest- 
ing. In 1997, Kalyani ripped out his old hand-press machines 
and replaced them with new modern Weingarten machines 
to increase reliability and efficiency. He reduced his work- 
force by 30%, moving his operations from purely a labour-in 
tensive to a more skill-intensive operation. That straightaway 
put him at a huge competitive advantage over European 
forging companies. In Asia, there were a few Chinese forging 
manufacturers, but they were still stuck in the old hand- 
press technology. 

What made Bharat Forge more competitive? Its wage costs 
as a percentage of total costs was just 9%, as compared to 
about 30% for the others. With the new technology, he could 
now supply to a host of global auto companies like Daimler- 
Chrysler, Piaggio and Renault in Europe. Then, when the Chi- 
nese auto companies began to scramble to meet the 2005 
Euro П norms— and began their search for more reliable sup- 
pliers — Bharat Forge decided to move in swiftly. 

Today, it is trying to move up the value chain through its 
new acquisition. Explains Kalyani: “CDP is the biggest player 
in chassis components in passenger cars and also a significant 
player in chassis components in trucks. They also have some 
power-driven business." That fits in well with Bharat Forge's 
business because it brings in the ingredients of technology 
and high engineering capability. "After all, Germans are very, 
very famous for their engineering capabilities. Secondly, it 
brings us new customer relationships that we don't have," 
adds Kalyani. For example, Bharat Forge can now serviceVolk- 
swagen and BMW. "Our strategy is to make Germany our cen- 
tre for technology and product development," says Kalyani. 

Sundram Fasteners' Suresh Krishna feels that the new 
strength of the rupee against the dollar has already made 
takeovers easier for Indian companies abroad. And he be- 
lieves that there'll be plenty of buyouts by Indian companies 
since it shortens the time-to-market considerably. Clearly, for 
many firms, the journey is about to get a lot more exciting — 
and perhaps, enriching as well. a 





With reports from Gauri Kamath, Ranju Sarkar 
and T. Surendar. 
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put together data on the expansion patterns of com- 





picked about 10-12 countries in Latin America, Africa 
and Asia, and about 10-15 companies in each country, and 


in history to see how these companies got to where they are to- 


into their DNA. 

This is an exercise that is fraught with all kinds of prob- 
lems. The most obvious being that it is hard recreate what re- 
ally happened 50 years ago. But some data is better than none 
at all. So we put together an ambitious data set and tried to 
find out what patterns we can see. I found the exercise very re- 
vealing because of some of things we saw. 

Here are some issues that arise. First, I would say that it 
does not make sense for everybody to globalise. There are lots 
of companies that have built up superb operations, but are 
entirely domestically focussed. My own reading of the data is 
that had some of those companies tried to globalise, they 
would have failed. Clearly, for the firms that were able to glob- 
alise, there was something in their systems that led them to be 
better suited to run good global operations. So what stopped 
some firms from emerging markets from going global? The 
cynical answer would be government interference or even bu- 
reaucracy. But I don't think that's the real reason. 

I have a nice example of this contrast. Put Gru- 
pos Carso SA beside the global cement major, Ce- 
mex, both from Mexico. Cemex has decided to stay 
in one business and go global, whereas Grupo 
Carso decided to stay in Mexico and go into all pos- 
sible other businesses. Both are doing ex- 
tremely well. Then, having done that, 
Grupo Carso is using that as a base to go 
global, albeit in a more contained way. 

Incidentally, that strikes me as the Tata 
model. Tata has become a big conglomer- 
ate in India with big businesses over the 
last 100-odd years. Occasionally, it goes 
out with one particular line of business. 
Take, for instance, exports of cars and tru- 
cks. TCS has been global now for some 
years, But by and large, the Tata group has 
been domestically focussed, as opposed 
to say, Ranbaxy, which has a single line of 


question 


then tracked them for about 70-80 years. We tried going back | 


day, and to also retrospectively recreate what might have gone | 


RISHNA (Palepu) and I have been working on a pro- | 
ject at Harvard for a couple of years now that tries to | 


panies in developing countries around the world. We | 








What can firms 
from emerging 
markets do to 

go global? A 
Harvard professor 
answers the 


Sma rt ways to 
step out ву 


business and is going global with that. I think both models are 
viable. I personally resist the idea that any one model is unam- 
biguously better than the other. I think it very much depends 
on finding out what your company is best suited to. 

So my first observation is that it is not clear that everybody 
should go global. Having said that, let me add a caveat: these 
issues do not matter as much in a country like India. I believe 
some degree of globalisation is a good thing for everybody 
here because India has been stuck in an autarchic regime. It is 
like being cramped up in a room for 40-odd years. That's when 
all the muscles tend to atrophy. 

I think it is fair to say that a good first step for us is to begin 
to flex our muscles and at least engage in a thought process of 
whether we should be global or not. That is something I be- 


| lieve very strongly in. Sunil Mittal at Bharti Telecom, for in- 
| stance, might say, why should we be global? For a cellphone 


service company, there are a lot of opportunities here. All ат 
saying is that it is a good exercise to go through. Think about 
where we will be. 

There is a definite way most firms we have looked at se- 
quence their globalisation journey. The example ike the best 
is South African Breweries (SAB), the world's second largest 
brewery company. The way they expanded their business is 
interesting. First, get your home base in order and then focus 
on closed economies to expand into. Then build your capabil- 
ities and slowly expand into more places. The first thing SAB 
figured out was how to sell beer in small quantities in 
shebeens, the informal beer-drinking outlets where 
black South Africans were forced to congregate un- 
der apartheid. This local skill — to distribute to very 
small numbers of consumers in many dispersed 
locations with no payment system — gave it the abi- 
lityto brand and distribute beer in a devel- 
oping country. In India's context, this is re- 
lated to the skill that, say, Hindustan Lever 
developed to dominate the highly frag- 
mented Indian consumer market. 

This is the specific capability on the 
basis of which SAB then expanded, first 
into other Southern African countries, 
then other emerging markets in China 
and Eastern Europe. It was only then that 
they made a foray into the US, the fiercely 
competitive backyard of Anheuser-Busch 
and others. This concentric expansion is 
quite different from Infosys directly at- 
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tacking the US market. Infosys's is a model based largely on ar- 
bitrage of low-cost, high-quality talent. The SAB model is 
much more common in our data than is the Infosys model. 

Then the third thing that keeps coming up, though it is not 
something that we have collected some data on yet, is man- 
power capability. That is a serious deficiency in almost every 
company, including those that are very global today. This is an 
acid test that I often use to find out if you think of yourself as a 
very global company — think about the boardroom. How 
many non-domestic perspectives are represented in the 
boardroom? What do the boardroom conversations look like? 
Do they look entirely Indian or Chinese, or entirely Finnish? 
Then it is hard to believe, ultimately, that the mentality is 
global. I know some companies are being proactive about re- 
solving this and taking a 5-10 year view, as opposed to one that 
says, “we need somebody tomorrow to fix this”, 

Samsung, some years ago, and perhaps still today, enticed 
students from top business schools to intern at its chairman's 
office, even if they knew nothing about Korea. The idea is that 
if things work out, they can stay. But mostly they don't, be- 
causeitisatough thingto make work. But in any case, they will 
become an 'alumnus' of Samsung and wander around 
as ambassadors of goodwill for them. I think that is an un- 
believably proactive approach. I don't see anybody in India 
thinking quite so far. 5 
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Many firms' strength lies in their domestic operations 
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up just a handful of world-class 

companies? What would it take to 
create many world-conquerors like 
Sony, GE, Toyota, IBM and Nestle from 
less-well-developed economies? For the 
past two years, that's been the subject of 
research for Tarun Khanna and Krishna 
Palepu at the Harvard Business School. 

The soft-spoken Palepu, who spoke 
to Businessworld on his last trip to 
India, says that he still runs into 
managers from emerging markets who 
feel they have no chance of creating a 
world-class company — and that they 
will be dominated by multinationals in 
a post-WTO regime. Yet Palepu says 
there's no reason to feel disillusioned. In 
markets like India, Mexico, South 
Africa, Korea, Chile and Turkey, there 
are enough obvious examples of world- 
class companies: be it Samsung, Haier, South African 
Breweries, Infosys, Cemex or Reliance. Palepu and 
Khanna have coined a term for these world-beaters: 
emerging giants (see Businessworld, 20 January 2003). 

There are logical reasons why emerging giants 
succeed despite the disadvantages of operating in an 
emerging market. The interesting part is that they 
succeed by either withstanding international 
competition by playing in the international market, or 
not being afraid of taking on the international 
competition coming into their domestic market. 

But don't equate being world-class with going global, 
says Palepu: “Those are two completely different things. 
Going global requires that you should be world-class, 
otherwise you will not be able to survive. But the 
converse is not true. You could be world-class and cater 
to the domestic industry. Especially in a country like 


W: do emerging markets throw 
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Creating emerging giants 


India, which is very large, you can be a 
world-class company by just catering 
to a domestic market.” 

So the first task for any 
entrepreneur from an emerging 
market is to look to develop a 
distinctive strategic position as a way 
to compete — rather than merely 
clamouring for protection. And that's 
where the emerging giants are useful 
role models. There are plenty of 
institutional voids in any emerging 
market, which present business 
opportunities for smart entrepreneurs. 

One way to compete in an 
emerging market is to directly fill an 
institutional void. Consider HDFC, 
which was able to create an institution 
between a buyer and a seller of a 
house, at a time when most middle- 
class citizens in India had no property 


| to put up as security for a loan. 


Another way is to build institutions inside your 
company, which allow you to diversify and compete. Take 
for instance the Tatas, who built a cadre of high-quality 


| managers through the Tata Administrative Service at a 
| time when the talent market was underdeveloped. 


Finally, you could take advantage of an insight about 
factor markets or product markets and then build a 
business model based on exports or the domestic 


| market. Ranbaxy or Dr. Reddy's did that brilliantly — and 


both were able to exploit a peculiarity in the 
Indian patent law and transform themselves into 
global companies. 

The fact that many Indian entrepreneurs are now 
picking up the gauntlet and beginning the process of 
building globally competitive businesses should make 
Palepu and Khannas research worthwhile. B 
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Chinese brands 
are giving MNCs 
a scare both at 
home and 
abroad, as China learns 
to market products as 
well as it manufactures 
them. By Jehangir Pocha 


HE brand names in neon lights on Beijing's swanky 
Wangfujiang shopping district may mean nothing 
to global shoppers, but they soon will. While global 
attention has focussed on the foreign investments 
pouring into China and the promise of the Chinese 
market, China Inc. has been growing its own over- 
seas investment, and learning to satiate consumer 
appetites at home and abroad with its slew of brands. 

The World Bank says that more than 30,000 Chinese firms 
have invested more than $35 billion in over 50 countries, and 
Chinas top five domestic brands are already worth more than 
$15 billion. Fiona Gilmore, the editor of Brand Warriors, pre- 
dicts that in ten years at least one of the world's top 10 brands 
will be Chinese. 

Most of this growth has been focussed in South-east Asia, 
but Chinese firms are increasingly penetrating the highly 
valuable and highly competitive US market. 

The message seems clear — Chinese companies are deter- 
mined to become global players. Indeed, China's leaders say 
they aim to have 10 Chinese companies in the Fortune 500 list 
ofthe world's largest firms by 2010. 

Impressive as that goal may be, its implications are even 
more significant. 

Patrick Horgan, managing director of the Beijing-based 
consulting firm APCO, says China Inc. is beginning to under- 
stand that the key to building great global companies is not 
just efficient manufacturing and operations, but marketing. 

“The rate at which [Chinese firms] are learning to market 
seems even quicker than the rate at which they learned to 
manufacture.... They have realised how essential this is for 
them to move up the value chain," he says. 

And it's a realisation that is slowing seeping all the way 
down to the roots of the Chinese economy. 

"Its about understanding consumers... giving them a 
package of benefits, not just a product," someone in Beijing 
said to me while explaining her company's business model. 

Wise words which could have come the CEO of any global 
marketing company. Except in this case the person offering 
this marketing sagacity was a check-out girl at Jenny Lou’s, a 
gourmet food store chain in Beijing. 

When tell people about her, and how I think more and 
more Chinese people and companies are becoming market- 





Billboards showing off 
the new crop of 
Chinese brands, like 
domestic dotcoms and 
telecom companies, 
illuminate the night 
near the Chinese World 
Trade centre, Guomao, 
in Beijing 


. 





ing savvy, they often give me a doubtful look. I can't blame 
them. For years, the professionals and professors who pontifi- 
cate on how businesses should run themselves, and predict 
what horrible pains they will suffer if this advice is unheeded, 
had concluded that while China Inc. knew how to manufac- 
ture, it did not know how to market. 

To give these studies credit, they were thorough assess- 
ments, accurately explaining the prevailing market circum- 
stances. After all, until the early 1980s most Chinese business- 
men didn't even know what a brand was, and in 2000, Chinese 
brands were weak imitations of their western counterparts. 

Io analysts employing systematic, model-based research 
methods, the almost crass turnover-oriented mentality of the 
average Chinese entrepreneur might have seemed myopic 
and unprofessional. 

But where these studies failed was in their predictive 
power. In the western corporate world, change is something 
to be managed, surveyed in seminars, nibbled at and carefully 
digested with a delicate dab of the napkin at the lips. To the 
Chinese, change is life itself. 

So while the analysts were busy assessing why Chinese 
firms couldn't do it, many local companies were quietly eating 
away at the domestic market shares of global firms in indus- 
tries such as mobile phones, computers, audio equipment, 
and appliances. With sleek, well-designed products that sold 
at affordable prices, they took leadership positions in domes- 
tic industries. And now they are targeting overseas markets. 
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ANG BAHADUR 


THE CHINESE EXPERIENCE 


Significantly, while China's first export wave 
of the 1980s consisted of low quality, low tech 
nology items such as toys and textiles 
new surge of exports will soon include value 
added, high-technology products such as ele 
tronics, auto-mobiles, computers, mobile phones 
and services like travel, design and business 
process outsourcing 

Consider Haier. The success of the company is 
well documented, with good reason. Walk into any 
Wal-Mart in the US and you cannot miss having 
the brand name firmly imprinted on your brain 
The chain, and others like it, have helped make this 
partly state-owned enterprise into the world's se 
ond largest producer of refrigerators, with re 
enues of more than $9 billion. That's about the size 
of the entire Tata group 

A fitting reply to those who argue that leverag 
ing low-cost home production is a dead-end 
business? Not really. Haier manufacturers it 
refrigerators at a $40-million, state-of-the-art plant 
in Camden, South Carolina that employs Amer 
can workers. Still, Wal-Mart can sell Haier products 
for about one-third the price of those made by GI 
and Frigidaire. 

More than price, it is Haier's innovative prod 
uct-line that is making waves with consumers, says 
consulting firm McKinsey 

Instead of trying to compete on cost, Haie! 
studied the market and identified niches ir 
otherwise overcrowded refrigerator mar! 
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that had been overlooked by its giant 
competitors, says a recent McKinsey report 
on the company. 

By conceiving innovative products, such 
as a mini-fridge that comes with a folding 
computer desk, Haier has captured a third 
of the compact refrigerator market and half 
of the refrigerated wine cabinets market. 
Now Haier says it has set its sights on grab- 
bing 10% of the standard refrigerator market 
by 2005. Simply put, Haier is out-marketing 
GE, not something people would have bet on 
five years ago. 

Wan Jianming, president of TCL Mobile, a 
local cell phone manufacturer, says such 
global success is rooted neither in manufac- 
turing or marketing. “It’s the attitude that 
counts,” he says. 

Armed with little more than an attitude, 
Wan and his team have pummelled major 
global technology firms such as Nokia and 
Motorola to grab 12% of China's 160-million- 
unit cell phone market. China's Ministry of 
Information says TCL, and other local cell 
phone makers such as Ningbo Bird, and 
Haier (which is also a player in this industry) 
now account for 55% of the hand-sets sold 
in China. Motorola and Nokia, which 
began the year as market leaders with 4096 
of the market, have seen their market 
shares halve. 

AndWaninsists this is only the beginning. 

"The future goal of TCL is to become one 
of the top five mobile enterprises in the 
world," he says. 

When tell people about the Jenny Lou 
check-out girl, I often follow up by telling 
them about Wan. They look even more scep- 
tical. “Look, cheap Chinese products can only 





Lenovo, China's leading 


Thomas Li, 19, peering over the elegant 
glass cases in a Beijing cell phone store, says 


go so far,” is the general response. he's “come to check out the TCL 818", which 

But TCLs phones aren't cheap. Most Chi- computer and laptop allows users to play a range of wireless games. 
nese cell phone makers source their critical manufacturer, displays its | 'Nootherphone has these games,” he insists. 
components from Taiwan or Europe, be- products at the swanky Colin Giles, Nokia's senior vice-president 
cause they still have not mastered the core Zhong Guang Cun mall and general manager in China, says his Chi- 


chip technology. While the street price of Chi- 

nese phones is still somewhat lower than those of imported | 
ones, the real source of their competitive advantage has been | 
product features and distribution. 

Last year, Ningbo Bird and TCLlauncheda total of 36 mod- 
els, almost twice as many as Motorola and Nokia. This phone- 
for-every-person-and-pocket strategy allowed them to 
capture the low-end market, and at the same time cream the 
lifestyle segment with models such as a $3,000, diamond- 
encrusted phone and another phone covered in a specially | 
treated fish skin. 

"TCL sells because it has more models, more accessories, 
and more features, said Sing Xiaogang, 23, a mobile- | 
phone retailer in Beijing. “They also give us better service | 
and higher margins.” 
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nese competitors, who began life as electron- 
ics manufacturers, “understood consumer needs better”. 

TCLand its cohorts turned the marketing and distribution 
principles of their industry upside down by opening retail 
stores, while traditional players sold their phones only 
through service providers, Giles says. 

Unlike Giles, many Indian executives and analysts remain 
in disbelief of China's marketing potential. For example, when 
I recently pointed to Tsingtao beer as an example of a success- 
ful Chinese multinational to a friendly debater, he dismissed 
the argument by pointing out that Tsingtaos state-appointed 
management had run the company to the ground and that it 
had to be rescued by the US firm Anheuser-Busch, which took 
a9.9 % stake in the company. 

Still, my friendly debater had no compunction in counting 
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Brittannia Industries, in which Frances Groupe Danone hasa | 
22% stake, as a world-class ‘Indian’ company. | 
Such misreadings, perhaps tinged with a shade of envy, in- | 
hibit Indias ability to read and compete with China. | 
By the end of this year, several Chinese products will enter | 
global markets. These include Legend Computers, the world’s 
third largest desktop PC maker, and Changhong, China's 
largest electronics manufacturer. Also on their way to Asian 
and U.S. markets are two indigenous Chinese cars, the luxuri- 
ous Zhonghua and the compact Lobo, which are expected to 
retail in the US for about $20,000 and $9,000 respectively. 

Further down the food chain, small brands such as RHK, a 
traditional tonic from the Chinese heartland, are also being 
taken abroad. Inspired by such stories, there are a host of | 
smaller Chinese brands such as Tsingtao beer, Flying Pigeon 
bicycles, Shanling audio products, and Hero pens that are also 
following their larger cousins into global markets. 

The Shenzhen-based Byd is a good study of how small 
Chinese firms are morphing into global companies. Once a | 
small-time manufacturer of watch batteries, Byd has evolved | 

~ to become one of the world’s leading designers and manufac- 
turers of lithium batteries. Now, with a market capitalisation of 
_ $1 billion, the company is making a major play in the market 

- forelectronic vehicles. 

- Inservicestoo, including BPO, Chinais utilising its cultural | 
and linguistic affinities with Japan, South Korea and Taiwan to 
penetrate those markets, and leveraging this success to win 
US and European clients. (see ‘West By Far East’, Business- 
world, 10 May). 

And China isnt ignoring less glamourous industries like 
shipping and airlines either. The investment patterns of com- 
panies such as the China Ocean Shipping (COSCO), and Chi- 
nese airlines show they are focussed on become international 
players within the next three to five years. 

Significantly, China is also paying big bucks to buy global 
brands whenever they hit the market. TCL, which in addition 
to its cell phone success is also the world’s leading television 
. maker, recently bought the television unit of Frances Thom- 
son. The $560-million deal gave TCL control over the Thom- | 
son brand in Europe and RCA in the US. 

Of course, Chinese brands are still infants. Last year none 
of the world’s top 100 brands came from China, according to 
the annuallist of global brands compiled by Businessweek and | 
Interbrand. (Samsung was the only Asian company outside 
Japan to make it into the list.) 

Though many advertising executives say that they soon | 
expect China to imitate Japan and Korea's quick transforma- | 





The close relationship betweer 





tion from a cheap manufacturer to a global marketer, signifi- 


| cant questions about China Inc.'s ability to sustain its recent 


successes remain. 

APCO's Horgan says Chinese companies are being un- 
fairly aided by accommodating government policies, without 
which they would flounder. For example, he says that Beijing 
postponed the adoption of 3G cell phone standards “to give 
local manufacturers time to catch up” with the global majors. 

With the Communist Party now inducting entrepreneurs 
into its ranks, there is concern that the already close relation- 
ship between Chinese business and government leaders is 
getting cozier. For example, Haier is partly owned by the local 
government of Qingdao where it is based. And it's celebrated 
CEO, Zhang Ruimin, is currently a member of the Communist 
Party’s elite ruling club, the Central Committee. 

Critics say this, and the liberties Chinese firms take with 
intellectual property, have been the real drivers behind the 
success of Chinas would-be global enterprises. 

For example, Giles says he takes the statistics put outon 


the market share of Chinese cell phone companies with a = 


pinch of salt. The term "stuffing the channel" is mentioned, 
politely, but pointedly. And probably accurately. 

Giles also points out that while local companies beat MNC 
manufacturers last year, they have been less successful at pre- 
venting Nokias counter-punch. Nokias restructuring is 


| clearly working, and in the first quarter of this year it regained 


thenumberone position in terms of market share. 

"We've doubled our own models this year (and) we've 
restructured our distribution. From having a handful of na- 
tional distributors we will soon have a network of regional 


; resellers," says Giles. He also says he doubts that Chinese cell 


phone firms can duplicate their domestic success in global - 
markets. "They don't have the distribution benefits (and) they 
can not afford to have thousands of sales people in Europe as © 


| they have here.” 


But most of all, Giles says there is по way most Chinese 


| firms can match Nokia and most leading western firms in 


terms of technical expertise and management depth. 

Indeed, attempts by Chinese companies to bring Konka 
televisions and Xiali cars to the US have failed terribly, mostly 
because their products did not meet the quality standards US 
consumers expect. 

And, as analysts like to point out, Nokia actually makes 
profits, That's not something TCL, Haier and many other Chi- 
nese companies are seen to be doing. 

There is widespread criticism that many Chinese compa- 
nies, even apparently blue chip ones, are making huge losses 





Chinese business and 
government is getting cozier 


If Chinese brands are coddled by the government at home, can they compete abroad? 
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more than $35 billion in 


Chinese leaders plan to have 10 companies on the Fortune 500 list by 2010 


and being propped by the government. 
Frank Sieren, a Beijing-based reporter for Wirtschafts 


Woche, a German business magazine, has been watching 
Chinese companies for a long time. He says a lot of the $400 
billion of bad debt that Chinese banks carry is because "the 
entire banking system is being used to channel subsidies to 
local companies". 

While it is true that China is not the only country where 
CEO's enjoy close ties with the government and get hidden 
subsidies from the state, the extent to which this occurs in 
China is unparalleled. 

Concern with Chinas growing global status and marketing 
power is leading some ofits competitors to try and checkmate 
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it. Corporate circles here say Konko, a large electronic manu- 
facturer, was deliberately prevented from buying the leg- 
endary German brand, Grundig. They also say the expansion 
of Chinese steel and oil companies is being actively foiled by 
Japanese or western rivals. The most recent example was last 
month, when Japan played spoiler in a multi-billion dollar oil 
pipeline deal that China was about to sign with Russia. 
Games and politics aside, it is important to assess the 
deeper strengths or weaknesses of China's globalisation drive 
and its ability to get Chinese products to appeal to global con- 
sumers. Ultimately, there is something ineffable that defines 
what kind of work a nation can do, and how well. As Michael 
Porter says in his landmark book, The Competitive Advantage 
of Nations, there is a reason why Germany engineers great 
cars, and it is connected to the way Germans think of 
themselves and act. 

So is the Chinese national character and economic 
set-up really suited to turn the country into a global 
marketing force? If understanding what clients want and 
moving quickly and efficiently to deliver it lay at the heart 
of marketing, then yes, China has what it takes to become a 
marketing superpower. 

Let's forget TCL and Haier and take a walk back down 
the Chinese economy's food chain. At a local fresh fruit- 
market in Beijing, a vendor tells the story of how it took his 
local apple supplier only two months to start wrapping his 
apples in the same kind of white protective foam used by 
New Zealand suppliers. 

“People liked that stuff, so we did it,” he says simply. It's 
an attitude seen all too often in China, and perhaps it's 
what TCLs Wan had in mind when he said it is the right at- 
titude that determines success. 

Then, you must take into account China's refined 
aesthetic sensibility and its detail-oriented workforce 
which can create slick designs and pleasing packaging, the 
willingness of Chinese businessmen to shoot for the long 
term without sacrificing the short term, and Chinese busi- 
nesses' innate understanding of distribution. Add those 
into the mix and you've almost got it all. 

"What's missing is the theoretical knowledge and 
experience of professional marketing," says Julio Aras, a 
consultant with APCO. "Chinese managers don't know 
what a ‘product life cycle’ is and what a ‘loss leader’ is." But 
he quickly adds: "Those are the easiest things to learn, 
arent they?" u 





Jehangir Pocha is the China correspondent for In These Times 
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For the first time ever, an Indian company serves 
the world from China. 





Sundram Fasteners becomes the first Indian engineering company to establish а manufacturing unit in China. 





On the 21" of Moy, 2004, Sundram the Japan Institute of Plant Mointenance. Also the first fom India to supply to 
Fasteners (Zhejiang) Ltd., located in Haiyan the world's biggest automobile manufacturer - General Motors ond bag it 
county, Zhejiang province, Chino, began ‘Best of the Best Supplier Award’, five times in о row 
manufacturing its line of High Tensile Fasteners for the Chinese and global MULTI-PRODUCT MARKET LEADER. SFL is Indio's lorgest manufoct 
markets. The first time an Indian engineering company has set up a greenfield and exporter of high tensile fasteners, with o product range thot ir 
manufacturing unit in China powder metal parts, cold formed parts, hot forged parts, radiator сот 
A HISTORY OF FIRSTS, FROM DAY ONE. Part of the TVS Group, gear shifter assemblies. TVS Autolec, the newly acquired division of SFL produce 


SFL was the first Indian company 
to be ISO 9000 certified and the first 


component manufacturer in the country 


о wide range of critical component 
os water and oil pump 


T e 
(T Т" Sundram Fasteners Limited The world is now owaiting the result 
— 


to win the TPM Excellence award from of our latest overseas success story 
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tory 


HE war for talent is for real — 
and it is keeping Indian CEOs 
awake at night. As many of 
the companies in the BW 
Global 100 begin expanding 
across international markets, 
scarcity of senior managers 
who can lead the charge is forcing com- 
pany heads to slow the pace of growth. 
The reason is simple: Indian firms never 
had a cadre of managers trained to op- 
erate in international markets. Winning 
the war for talent is important since the 
Indian competitive advantage comes 
from being able to leverage both mind- 
ware and hardware as we have argued in 
Citius, Altius, Fortius (See page 36). 

Lateral hiring at senior levels is the 
obvious solution — and an increasing 
number of Indian companies are trying 
just that. Atul Kumar of Amrop Interna- 
tional, a headhunting firm that spe- 
cialises in senior manager recruitment, 
says that for the last 15-20 mandates 
that have come their way recently, at 
least half the positions were global. 

But Larsen & Toubro (L&T) chair- 
man A.M. Naik will tell you that finding 
the right candidate isn't at all easy. For a 
year he has been looking for someone 
to head L&T's infotech business in the 
US. And he is still to find his man. Hu- 
man resources is today one of Naik's 
biggest priorities — and the most taxing 
as well. "How do I find the people that 
we need to further our global ambi- 
tions? I am trying to still figure that out,” 
headmits candidly. 

Theonly industry that seems to have 
made some progress is pharmaceuti- 
cals, especially the companies Ranbaxy 
Laboratories and Dr. Reddy's Laborato- 
ries. Ranbaxy managing director Brian 
Tempest — himself an old Glaxo hand 
— says that these days he is flooded with 
CVs of people who want to join Ran- 
baxy. Anji Reddy is almost rapturous 
about his company’s ability to attract 
talent. His latest hire: Osagi Imasogi, the 
Nigerian founder of Trigenesis, a der- 
matology company that Dr. Reddy's re- 
cently acquired in the US. Reddy argues 
that Imasogi is so well known that he 
could have sold out and moved on to do 
many other things. But Reddy con- 
vinced him to join his outfit instead. 
Reddy's secret: "There comes a time 
when your company starts creating a 
buzz in its industry. After that hiring be- 


















Jesse Owens 


The first American to 
win four gold medals 
at the Olympics, 
Owens was also a 
symbol against racial 
discrimination. Seen 
here practising the 
long jump on the 

SS Manhattan on 

his way to the 1936 
Berlin Olympics 








comes easy. Also, talent attracts talent.” 
One of the people Reddy used to con- 
vince Imasogi was Dennis Langer, the 
head of his firm's US operations. Langer 
and Imasogi worked together in Glaxo. 
Clearly, building and managing a 
global organisation is a new, hard real- 
ity for India Inc. There is a whole range 
of issues in building a global organisa- 
Чоп such as managing cultural integra- 


поп, shaping a new global corporate 


culture, building a cadre of interna- 
tional managers, developing new capa- 
bilities, and getting the right organisa- 
tional structure in place. But 
consultants such as McKinsey & Com- 
pany’s Tsun-yan Hsieh (See page 76) ar- 
gue that the magic lies with the people 
who have to deliver. 

For long, Asian Paints had never 
quite bothered with the process of 
deputing managers to man its 12-odd 
outposts in distant markets like Aus- 
tralia and Fiji. And when it did send 
managers to those outposts, in a lot of 
. cases, it tended to be a one-way ticket. 
"Not many Indian managers were in- 
terested in taking up these assign- 


Just ch 


- Finding global managers is the biggest 
problem, D.N. Mukerjea & Indrajit Gupta report 


Starters, exports will now be just one part of the international busi 


: different people to study international markets and 

_ together in monthly steering committee meetings. Th 
г. think differently. Now, a person could be discuss 
Jammu & Kashmir and South-east Asia for the sam: 


- alithe barriers and make the organisation a boundary 


: T SURENDAR _ 





























Tata Motors 


ATA Motors has begin to erase the word ‘exports’ from its lexicon. The AN 


new motto inside India’s largest automaker is "international — andi kis v 






already rolling out a series of initiatives to make that transitio 





Then, not just the new line of trucks, even sourcing of parts v 


. global. Tata managers will hunt out parts, wherever hey ae available at the P ; | 











lowest cost, especially for all new vehicles. : 
The most interesting changes are in the man а у 





business teams have stepped in. Earlier, the comp 


together to make the basic product. Now, the sales 


1 portant to break 
ary-less one.” Now, the 
international team is no longer detached from the domestic business. They `- 


Says Ravi Kant, executive director, ‘Tata Motors 


- have to compare costs, and targets are set against benchmarks; по thing is 


independent like before. The international i manager does not get torun his | 
office like his fiefdom. "ti is кошу, а mindset chang, n Kant. GEARS " & 
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- venture to keep the relationship secure. 


`: because someone else has already gone with one vendor. 


liked it there. And since they were doing well, we didn't insist 
that they come back, “ says VS. Patwardhan, vice-president 
(HR), Asian Paints. It didn't matter much since these interna- 
tional operations were too peripheral compared to the com- 
plexity and importance of the home market. 

The September 2002 acquisition of Berger International 
changed all that. Suddenly Asian Paints’ operations were 





Privileged relationships 


OW much leverage do privileged relationships fetcha company glob- 
H ally? The experience seems to be mixed. In manufacturing it seems to - 
have worked, but not necessarily so in information technology. 

Take the relationship between General Motors (GM) and Sundram — 
Fasteners. It began with Sundram supplying GM with radiator caps for its — 
entire North American market. Soon Sundram became known as the com- 
pany that supplied radiators to GM. So it started supplying all the radiator 
E. caps that GM need. Then different companies started approaching Sund- 
тат. Meanwhile, GM wanted to diversify its risks. It forced Sundram, which 
. wasnt too keen on manufacturing outside India, to move to China. This — 

.. turned out to be a windfall for Sundram as it got an entry into that market. 

Similarly, optical media company Moser Baer's biggest buyer is Imation 
Corp., which buys over 10% of its capacity. The two work through a joint 


—  ManyIT companies, too, are pinning their hopes on the ability to 

*- leverage existing client relationships. However, VS. Krishnan, former head 
of Europe at HCL Technologies, says that too much is made about 

^. privileged relationships, at least in the IT space. "The whole (issue) assumes 
-', that one can cross-sell different products on the back of one key client 
relationship. It doesn't work like that." He argues that with big 

‚ multinationals, it is usually a case of the left hand not knowing what the 

< right hand is doing. Besides, they also tend to take independent decisions, 

: based on the best and most apt service on offer, and not necessarily 


ments. A few, who did go, preferred to stay on because they | 


spread across 24 countries and international revenues were | 


20%. This meant that international operations had not only 


grown in size and complexity, but had also moved from the | 


periphery to the centre. Worse, Berger was bleeding — in end 
2001 it had made losses of Singapore $11 million — and had to 
be nursed back to profitability. 





Do. о they work, don't they? 


suaded to take up new positions. 

There were also several practical is- 
sues. Most of the MBAs Asian Paints 
hired from campus had other options 
within India. "The matter becomes 
even more complex where wives are 
working. The wives find it difficultto get 
as convenient an assignment as they 
have here. So an executive has to (find 
a) balance between his career and his 
wife's,” says Patwardhan. Then salaries 
here had gotten better. “In 1977, when 
you went abroad, compensation was 
better, and so was the quality of life. But 
that isn’t true anymore. And, in the 
meantime, career options have ex- 
panded in India,” says Patwardhan. All 
this meant that unless the process of 
giving out overseas assignments was 
handled well, it could well boomerang 
on the company. 

So Asian Paints announced a new 
HR policy that placed greater weigh- 
tage on international experience as far 
as executives were concerned. “We said 
this was a different experience, both in 
terms of perspective, knowledge as well 
as managerial skills. We declared that as 
a policy we would value this. So the ca- 
reer paths of people will necessarily get 
routed through international opportunities,” says Jalaj Dani, 
vice-president (international operations). 

Simultaneously, it took a series of steps to leverage and or- 
ganise its pool of talent. It handpicked some of the brightest 
30-something managers in the organisation and despatched 
them to its various outposts in China, Egypt and Thailand. 
“When a little bird develops wings, it is forced out of the nest, 
starts flying, gains tremendous confidence and comes back to 
its own nest far more confident. That's the metaphor that best 
describes our talent management approach," says Patward- 
han. Asian Paints also separated the different pools of talent: 
onefor marketing and supply chain management, another for 
management information and finance, and finally, one for 


| human resource. 


While Berger did have pockets of talent, it was clear early | 


on that the turnaround wouldn't be possible without a cadre 
of the best Asian Paints managers manning the leadership po- 
sitions in each of the critical markets. In some ways, it was 


both an opportunity as well as a problem. “We knew that the | 


Berger assignments could open up a new avenue of growth for 
our managers,” says Ashwin Dani, vice-chairman, Asian 
Paints. At the same time, Asian Paints didn't have a system to 
groom and develop a cadre of managers who were as comfort- 
able in any international market as they were here. Without 
that, none of the senior middle-level managers could be per- 


The benefits have already begun to trickle in. For one, the 
company managed to turn the Berger acquisition around. 
Then, the capabilities of managers seem to have improved. 
"They are far better strategists; they are literally up on their 
toes," says Jalaj Dani. 

Asian Paints may just be an exception, one that's been able 
to sort out the problem. Amrop's Kumar says that the big 
stumbling block usually is that Indian companies haven't 
quite been able to figure out how to bridge the gap between 
the headquarters and operations abroad. "Most people who 
move out on assignments feel that they will lose out on pro- 
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motions, raises and more meaty assignments because they 
are notin the ‘centre’ of things any longer. So, even if someone 
is sent abroad, he is in a hurry to come back. And, unfortu- 


nately, Indian companies are not addressing this issue | 
| nent value chain. It's no surprise that Kalyani now spends 


enough,” he says. 


One way to solve this is to do what Asian Paintshas done— | 


attach enough importance to the international assignments 


to compel people to move. The other option, discussed alittle | 
later, is to follow the approach that Ranbaxy Laboratories did. | 


The process of evaluation in that company is so transparent 
that managers know that proximity to the centre, or the lack of 
it, doesn't matter. 

ForVedanta's Anil Agarwal, the issues are somewhat differ- 
ent. As he begins using global capital markets, buys mines 
in Australia, and sells more internationally, Agarwal needs 
people with a different set of skills. The organisation admits 
that it has enough people who understand mining and met- 
als, but few who can cut deals globally, have superb con- 
sumer-facing skills and can interact smoothly with people 

. from different cultures. 


| 





THE HURDLES 


can retain the talent and make them believe that an Indian 
company can look after their interests, Bharat Forge may be 
able to leverage the high-end engineering skills that the Ger- 
mans are best known for, and thus move up the auto compo- 


close to 15 days a month in Germany working with the local 
German managers. 

Cultural integration can bea tricky issue. A few years back, 
to move up the value chain, Infosys Technologies was close to 
buying Cambridge Technology Partners. The deal fell through 
for many reasons. One key reason was that Infosys wasn't sure 
whether it would be able to retain Cambridge's consultants 
post the buyout. 


Inside Corporate India’s boardrooms, itis nowacknowl- => 


edged that people can make the difference between success- 


| fully globalising or not. Ask TVS Motor CEO Venu Srinivasan, 


| In the context of the difference between his company and 





competitor Honda, he puts it succinctly: “Ultimately, all our 
growth plans will be constrained by human resources. Our 


! human resources pool is very small compared to (that of) 





Soin November 2003 the company 
created the Sterlite Management Ser- 
vices, a cadre for elite managers based 
‚оп the Tata Administrative Services 
-.. (TAS) model. The only difference: while 
TAS recruits freshers, Vedanta is look- 
ing at people with a minimum of two to 
three years of work experience. In the 
first batch, 10 were selected from the 
100 who applied. They will be deployed 
mostly in corporate finance and mar- 
keting jobs after undergoing a very rig- 
orous training process, 

Meanwhile, Dr. Reddy's Laborato- 
ries managing director Satish Reddy 
says that his company has begun build- 
ing a new pool of business develop- 
_ Ment managers who can now scope 
opportunities on a global scale. 
~ Dr. Reddy's has begun hiring from ИМ 
Ahmedabad, and the new recruits have 

begun fanning out to key markets like 
the US. 

The issues aren't only about the 
people within. As Indian companies 
use overseas M&A as a route to glob- 
alise, equally important will be manag- 
ing people of the firm acquired. This is 
currently Baba Kalyani's biggest chal- 
lenge. The Bharat Forge chairman 
snapped up CDC, a German forgings 

“company. Now, to make this acquisi- 
tion work, much depends on his 100- 
day integration programme. If Kalyani 
and his senior managers from India 





МІТ 


ONSIDER the case of NIIT, which tried ‘exporting’ its culture ові! im | 


the initial phases of its globalisation journey. In the early days, the 

company even replicated its Indian HR manual in its international 
offices. That created a piquant situation. For instance, casual leave was 
mandatory in India, but unheard of in the US, but NIIT offered it anyway. 
Since then, the company has progressively decentralised. “We initially saw 
ourselves as a global company with a local presence," says’ Vijay Thadani, 
CEO, NIIT. But now each outpost sees itself as a local company with a 


_ parent — one that happens to be present in 32 other countries. 


Thadani cites the example of his office in the US. The company had’ 
hired a new team consisting of a COO and another 15 Americans, pushing 
up the total strength from 35 to 50. "As soon as the team walked in and 
tasted the coffee, they simply hated it and immediately ordered a gourmet 


coffee counter from Starbucks,” says Thadani. This created afew ripples 
. among the Indian staff. They were used to working with a tight budget. And 
how it seemed that the budgets had been hiked for the п newcomers, “To 

_ resolve this, there was an offsite. And the newcomers were told that while. 


the Indian management did not think that the coffee machine was needed, 
it would not interfere. That they were free to run the company the way they 


_ wanted... and that NIIT believed its growth was s the e derivative. ofits 
. employees growth,” adds Thadani. 


So what is the glue that holds the entire: organisation: together? For МІТ. 


апа many others, it is a somewhat amorphous thing called values. Thadani 
-says that at the lower level are all the local nuances — holidays, HR 

. manuals, compensation, апа: so on. Ata higher level is the value system. 

г “And this stays the same for all companies. Values are the same across all 
human beings. They don't change," he says. B 


- M: RAJSHEKHAR 
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| Honda. No Indian company has a ready human resource 
g pool,” he says. 


Some would argue that Indian CEOs, especially those in 
manufacturing, are simply unwilling to pay more for talent. 
Says McKinsey principal Ramesh Mangaleswaran: “Unless 
CEOs change the way they are willing to reward top-flight tal- 
ent, this mindset could well become a blocker.” Mangales- 
waran says the problem can become especially acute for In- 
dian companies that need to build market access in Europe or 
the US. “They will have to hire local talent, often at a premium, 


| 
| 
| 
i 
i 
| 
| 
| 


if they want to tap into specific client relationships. This isn't a | 


skill that сап be sourced out of India,” he says. 


However, ifthey do pay more, it has a ripple effect: it sets off | 


huge distortions in the pay scales across the company — and 
creates unexpected hurdles in integrating cultures across 
units. In his research on global companies, Harvard professor 


| Tarun Khanna found that inequalities in compensation sys- 


tems was one of the biggest reasons why it often took compa- 


| 
| 
| 
| 
| 
| 


nies more than 10 years to globalise operations. It is entirely а | 








function of the kind of people you have in the system, says 
Khanna. “Companies have a lot of trouble hiring people who 
are not very much like themselves. Very often, compensation 
systems are tied to the particulars of the home market. And 
companies sometimes don't quite know how to compensate 
those who are hired froma foreign system, not just monetarily 
but in the aggregate sense.” The result, he says, is that compa- 
nies end up creating multiple classes of employees: expats in 
some cases and not in others. 

But Indian CEOs have their own story to tell. L&T's Naik 
says he has been trying to attract many bright engineers back 
to the country to work for a progressive Indian company. “I 
simply haven't figured out what the answer is. At one level, 
EPC firms in the Middle East are poaching some of my best 
engineers because their take-home salaries are almost 80% 
more (since there is no tax). I can't take up salaries across the 
board beyond a point, because that would simply negate my 
cost advantage over the MNCs.” 

Sundram Fasteners’ Suresh Krishna agrees: "If I start play- 


Indian Hotels 


business etiquette in foreign lands, preparing country dossiers, 
conducting sensitivity workshops. But no amount of training quite 


ix M ANY Indian firms are coaching their executives on appropriate 


' prepares them for cross-cultural challenges. Experience is the best tutor. 


. Like it was for Christine E Jamal, vice-president at Indian Hotels, back in 
thelate 1980s. Indian Hotels had just acquired St James' Court in London 


.. and Jamal was dispatched with a team from the head office in Mumbai to 
. manage it. The hotel wasn't fully staffed; all senior managers were expected 
хотой up their sleeves and jump into customer service with alacrity. 


< Jamal and her team got a rude shock. Indians are naturally hospitable; 
they would go out of their way to make guests feel comfortable. Jamal soon 


:... realised international travellers didn't really like invasion of their privacy. 
2 Once she walked up to two gentlemen standing near the counter and asked 
. if she could be of any help. The guests looked startled, said they didn't need 
. any. Jamal overheard them saying no one had ever asked them this before. 
Jamal thought she had learnt a valuable lesson, only to be proved wrong 
. afew days later. A foreign tourist had been slightly injured and began to 
_ raise a huge fuss about not getting medical attention. It took Jamal enor- 


mous effort to convince her that no stone would be left unturned to attend 
to her medical needs. Lesson number two: for most part, foreigners like 
being left alone, but on certain occasions, they demand special attention. _ 
One day, Jamal received a job application from a local. He was a good 
candidate, except there was a gap in his resume. The man had taken time -- 


off to travel to China and the Far East for over six months. Jamal was about- 


to discard the application, putting it down as a perceived lack of focus, - 


-when a colleague intervened: "Such people are great value additionsfora . . 


hotel because of the wealth of cross cultural experience they bring.” The 
hunch was right — and changed the hotel's hiring strategy forever. ш 


IRSHAD DAFTARI — 
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ing US salaries to Indians, I cannot 
leverage my advantages of being alow 
cost base. Cost competitiveness will go. 
My Indian operations work on arbi- 
trage — India and China will have to 
work on it. In America, the salary level 
can beas high as 35% of sales, but in In- 
dia, it is just 10%. There is no question 
(of paying American salaries)." 

Be sure that this debate will get 
shriller in the coming years. And there 
aren't any easy answers. The pharma 
companies have figured out some sort 
ofin-between solution. Dr. Reddy's, for 
example, has a top-end research labo- 
ratory in Atlanta. This one hires the best 
that the US has to offer — both Indians 
and expatriates — at global salaries. 
Thislab does high-end worklike target- 
based research, while the laborious 
part of R&D gets shipped to India. The 
ratio of scientists at Atlanta to those in 
India is about 1:20. In other words, the 
innovation gets done in the US, while 
the routine work gets done in India. 
That way, Dr. Reddy's manages to hire 
top-flight people without the overall 
cost structure of the company going 
out of whack. Of course, this model has 
its limitations and can be applied only 
in some kinds of industries. 

Beyond the larger people issue, the 
other key success factor will be devel- 
oping the organisation structure. The 
issue here is simple. As they go global, 
Indian businessmen will need to figure 


Culture shock and lessons 











Our plans will be constrain 








by human resources; we 
don’t have a pool like Honda 


Venu Srinivasan, CEO, TVS Motor 


out how to manage and control an increasingly larger and 
more geographically-spread organisation and, at the same 
time, ensure the subsidiaries have enough autonomy. 

Across the world, multinationals have struggled to dis- 
cover that the right balance between empowermentand scale 
isn't easy to achieve. Aspiring Indian MNCs are no exception. 


But what are the kinds of structures that have been created | 


by Indian firms so far? 


. Ranbaxy, for example, figured that it needed to replicate | 
| structure will evolve going ahead, the broad contours will stay. 


the classic big pharma organisational structure if it had to suc- 
: „ceed globally. And the company carved itself up into four re- 
o gions — US, Europe, Far East and India — almost a decade 
-. ago. Ranbaxy’s Tempest argues that this helped bring focus to 
the individual regions. Though Ranbaxy’s operations have 
since expanded and the business become far more complex, 
this structure of regions, headed by a regional director with 
country managers reporting in, still stays. 

Tempest says it takes balancing delegation, centralisation, 
and a high focus on performance to make it work. “On the one 
hand, you need to delegate because if you have alocal country 
manager, you have to respect his local knowledge; but at the 
same time, you need to hold close to you certain issues of pol- 
icy and governance. So you have to have clear SOP (statement 
of purpose) in the company which says that the policy resides 
here at the centre, these are the things we will do, these are the 

5.5 things we won't,” says Tempest. 
Predictably, stock taking is done through review meetings. 
Tempest meets the regional directors once every three 
months for roughly two to three days. On day one, they dis- 
cuss the operational issues (the operational meeting) — 
short-term targets, forecasts, and the like, all quarter-centric. 
The next day-and-a-half is devoted to strategic issues (the 
strategic meeting) that will be of concern over the next three to 
four years. (Given the pharma business model of research, de- 
velopment and then compliance from authorities, horizon 
planning is key.) 

The regional directors meet with their country heads once 


idea is to give everyone space to operate,” says Tempest. 
> Meanwhile, he keeps a tight check on how each manager is 
doing against three criteria: profits, market share and cash 


generated. Besides, he also generates what he calls his list of | 


‚Же ‘super-six' and the ‘sorry-six. They are essentially the best 
six and the worst six managers measured by variance against 


“profits. Importantly, the analysis of performance is also . 


Shared among managers, so that the team has a fair idea how 
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| plete priority. “If Brazil comes and says itwants something, it 
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| company’s effort goes into these markets and they get com- 


| runs gas stations in Sri Lanka, is looking at setting up a lube 


| among others. The target: 30% revenues overseas by 2020, 


- that are used to depict them on paper. 


different parts of the business are doing. 

Within the Ranbaxy universe, some markets are pre- -- 
dictably more important than others. The six key markets are 
the US, Europe, Brazil, China, India and now Japan. A lot of the 


will (get it), but if Chile does, we won't turn over for Chile. That- 
is the focus that we are building,” says Tempest. Е 
Importantly, Tempest feels that while the organisational. . 


and will help support Ranbaxy’s growth. “Obviously, things 
should evolve. I would say that the bigger countries will get 
bigger, the smaller could get clustered, and may be a cluster 
could be bigger than a single country.” 

While Ranbaxy may have figured out the organisational . 
model, some others are still in the process of mapping what ` 
works. Take Indian Oil Corporation. Its spread isn’t as diverse 
as Ranbaxy's but within the next few years, chairman M.S. Ra- 
machandran expects to be present in quite a few countries in 
South-east Asia and Africa. These days the oil company is try- 
ing to put together a structure that could work for it. Most of 
the entry strategies are currently crafted and executed by the 
business development team. For example, Indian Oil, which 





blending facility in Dubai, and plans to buy into a gas field in 
Iran. Some other markets it is eyeing — Indonesia, where the 
petroleum retailing market will be decontrolled in 2005, Sin- 
gapore (retailing again), and some of the African countries, 


which, given Indian Oil's huge size, is a substantive number. 
Ramachandran admits that Indian Oil still hasn't figured 
out how exactly it's going to work. (Today, the Sri Lankan oper- 
ations report to the business development head, while the 
people looking after the other countries report to the market- 
ing team here.) But the model the company is tilting towards is 





| one where the company will create the post of an interna- 
| tional director to whom all the country managers will report. 
every four to five months. And, finally, the whole lot — some | 
45 in all — come together once every year-and-a-half. “The | 


The business development departments role will be re- 
crafted — it ll be a fluid team that'll be on quick search arid 
start-up missions all over the world. But Ramachandran says 
that in the early days, different functional heads abroad could 
have dotted line relationships with functional heads in India. 
In the end, it may be far more important to build teari- 
work, rather than worry endlessly about the perfect organisa- 
tion structure. As CEOs like ICICI Bank's K. V. Kamath say, or- 
ganisation structures in real life never resemble the neat boxes 
LI 












ORGANISATIONAL CULTURE 


t s all about 
networking 


Tsun-yan Hsieh 


McKinsey & Company 


Tsun-yan Hsieh is 
chairman (Asia) of 
McKinsey & Company. He 
chairs its Asia-Pacific 
client and practice 
council, and is the global 
knowledge leader of 
McKinsey's organisation 
and leadership practice 
worldwide. Prior to his 
return to Asia in 2000, 
Hsieh had 20 years of 
consulting experience 
with McKinsey in North 
America, where he served in many senior leadership 
roles including managing director (Canada), chairman 
of McKinsey's worldwide professional development 
committee, and member of the Leadership Council of 
the Global Strategy Practice. Since 1997, he has 
been studying global champions, the world's largest 
market cap companies, and is serving selected 
clients on how to build championship businesses. 
Hsieh has much experience in counselling CEOs on 
strategy and organisational leadership. 





BW: What are the critical success factors in building a cadre 
of global managers? 

One, make sure every candidate has lived and worked abroad 
in at least two countries and cultures. Two, network them 
together early (e.g., through training programmes that bring 
them physically together for bonding). Being able to draw on 
colleagues in the network is vital to each manager's individual 
effectiveness. And three, encourage and reward behaviours 
that amplify network benefits, such as applying good 
solutions from one business or geography to another. 


BW: What are the main changes required in 
today's leadership development programmes to 
build global managers? 

Most important of all is to provide up and coming 





global managers with as many real opportunities that de- 
mand a global perspective as possible, e.g., rapid roll-out of a 
new method ofimprovement ora new product. Rotation from 
one short stint to the next won't do it. 


BW: How can Indian companies best build a culture that can 
embrace managers from different countries? 

You need to emphasise to the organisation the importance of 
having a global managerial workforce with the most able 
person getting the job. 

To make this real, Indian companies can visit and learn 
from national champions in Korea and Japan such as Sam- 
sung Electronics and Sony, and see how they work with people 
from different cultures. 

Finally, they should take a look at what others do at the 
entry level: some of these global-minded companies open 
entry level jobs to global application. You could even measure 
the degree with which you are progressing as a global 
company by the number and quality of applicants that go for 
your entry level jobs in domestic business. You know you are 
getting there when eager applicants from all over the world 
flood your organisation. 


BW: What types of organisational structures work best in a 
global corporation? 

The perennial challenge for global enterprises' structure is 
in managing the tensions between business focusses, 
geographic interests and functional excellence. There is 
no magic answer in any particular form: I have seen func- 
tional organisations work just as well as global product 
business units. 

The real magic, if any, lies ironically outside of structure — 
how are people going to collaborate across time and space 
in a manner that will win in the marketplace? How are they 
going to motivate and sustain such behaviours? This is not 
a trivial issue: for example, global enterprises often struggle 
to serve customers who demand global services with 
local tailoring. 

Getting the network behaviours right becomes crucial. 
This line of thinking leads successful global enter- 
prises to such creative arrangements as service agree- 
ments between BUs (business units) and geogra- 
phies, using balanced scorecards that measure 
collaboration as much as they measure unit results, 
etc. It is these mechanisms that make or break the 
structural effectiveness. a 
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N the summer of 1993, Samsung chairman Kun-Hee Lee 

took 300 company executives through intensive strategy 

discussions in three cities: Frankfurt, London and Fukoka 

(Japan). Earlier that year, Lee and the executives had 

pounded the streets of Los Angeles, visiting shop after 
shop. “He would run his fingers on the Samsung products and 
show us the thick layer of dust on each of them," says K.S. Kim, 
currently president and CEO, Samsung South-west Asia re- 
gional headquarters. “Our stuff wasn't moving." 

The problem lay in Samsung's business model. In the 
1970s, Samsung outgrew the small domestic Korean market 
and began focussing abroad. But it became clear that the low 
margin-high volume game wouldn't work for Samsung in 
markets like Europe, the US and Japan, where it would need to 


| takeon big, established brands. At the same time, customers 


in those markets were more discerning. So, Lee's message in 
1993 was simple: it had to upgrade product quality and per- 
ception. This would change 
the company forever. 

The Samsung group be- 
gan as a rice trading com- 
pany in 1938, and then kept 
adding businesses to its 
portfolio. In 1969 it entered 
the electronics business and 
in 1975 it exported the first 
batch of CTVs. Like the 
Japanese Sony and Mat- 
sushita, Samsung initially 
focussed on low-end manu- 
facturing and exports. It 
opened its first offshore pro- 
duction facility in Portugal in 
1982, making low-end CTVs. 

Samsung did many thi- 
ngs to reinvent itself after 
1993. It deliberately kept ex- 
isting capacity idle to control 
the flow of low-end goods 
into the market, got rid of 
poor inventories (it closed down the Por- 
tugal plant), improved cash flow manage- 
ment, etc. Most importantly, it carried out the 
most fascinating changes in its organisational 
culture. 

"We used to say, you can change every- 
thing except your wife," says Kim who worked 
closely with Lee. Many of the changes made 
were symbolic, and were meant to create a 
deliberate break from the past. So, for starters, 
the company changed its working hours. 
While earlier, the official working hours were 
between 8.30 a.m. and 5.30 p.m., after 1993 
they changed to 7 a.m. to 4 p.m. Samsung executives 
were encouraged to pick up a new hobby, or chuck a 
bad one. So Kim learnt tennis, while many of his col- 
leagues gave up smoking and drinking. 

Then, Samsung turned its energies on creating a 
global cadre of managers. So it started the Regional 
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Specialist Programme. Every year, between 300-400 Samsung 
managers, typically between the ages of 28 and 34 were sent 
for year-long familiarisation programmes to a foreign country. 
The idea was to acquaint them with the culture, the language 
and so on. It wasn't about working in the local subsidiary. 
This was no fun junket. Samsung didn't even allow its 
managers to be accompanied by their wives, girlfriends or sig- 
nificant others, for fear of them being distracted. Today, there 


| areliterally a few thousand country experts within the Sam- 


sung 





Chairman 
Kun-Hee Lee’s 
mantra: better 
product quality 
and market 
perception 





sung system. These experts could be located anywhere, but 
when important assignments crop up in their country of spe- 
cialisation, they usually get the first right of refusal. There are 
50 India experts already within Samsung. For China, the num- 
ber is slightly higher, around 200. 

Much could have gone wrong in Samsung's journey. The 
1997-1998 Asian crisis could have tripped it, but Samsung 
used that opportunity to launch the ЗР initiative on product, 


А 


process and people. Samsung vice-presi- 
dent, Digital Media Network Business, David 
Steel says that the bets they took on tech- 
nologies could have gone wrong. “But the 
scale of these bets was so big that the indus- 
try followed them as a trend.” 

With global sales of around $40 billion 
and a market capitalisation of $70 billion — 
Sony Electronics’ market cap stands at $38 
billion, Matsushita at $34 billion and LG at $8 
billion — it is a colossus. McKinsey's Jayant 
Sinha, Dominic Barton and Tsun-yan Hsieh 
argue (See ‘Becoming A Global Champion’, page 46) 
that Samsung is one of the best examples of a global 
champion from outside Japan, Europe and the US. All 
because of a CEO's new way of looking at opportu- 
nities, and his team's determination to follow thro- 
ugh. Maybethat'swhatglobalisationisallabout. Wi 
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KUMARMANGALAM BIRLA His father AZIM PREMII Premji's zest for leadership development at Wipro 


was one of the first to believe that global markets has given India numerous CEOs and entrepreneurs in the IT industry. But 
held great potential for Indian businessmen. his most significant contribution was getting Vivek Paul, an ex-GE man, 
Today Kumar is planning to build a globally to run Wipro out of the US. Paul made Wipro more confident about 


competitive business. His target: around 3096 of acquiring US companies, and compete aggressively against US 
group turnover must come from overseas. It’s all companies in the consulting business. 


4 ANJI REDDY His darkest 


moment was when Novo Nordisk pulled 
out of ragaglitazer trials. He went for a 
walk the next morning, cleared his head 
and was back at the lab. Reddy is 
convinced that he'll have his own 
blockbuster sooner rather than later. 


















RATAN TATA 


Under him, the Tata 
group is finally biting the 
globalisation bullet. There 
was always TCS, but it 
was Tata Tea's Tetley 
buyout that showed 
Tata's conviction about 
globalisation. in his quiet, 
unassuming way, he has 
now persuaded Tata Steel 
and Tata Motors to get 
serious about becoming 
global. OK, Tata. 






^. ANIL AGARWAL From sinar 


to London — what a long journey. Floated 
Vedanta and raised money on the LSE to 
fund his global commodities ambition. 
Believes that India can do a China soon 
enough. That's why he is busy building 
capacity in zinc, aluminium and copper. 

















< N.R. NARAYANA MURTHY 


With its global delivery model, Infosys will now 
iook to build a much more local character in 
each market it operates in. And it can bank on 
its chief mentor to use his star status for the 
cause of brand Infosys. 






Caricatures by 
POQJA POTTENKULAM 
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. PIONEERS 


ith ambition 


The agents of India Inc's global mission possible 







4 MUKESH AMBANI India's biggest industrialist is used to 


thinking on a global scale. That's something he learnt from his father. He is 
keen on leveraging the Flag and Worldtel acquisitions to take his Infocorm 
model abroad. When he sets goals, you can be sure they will be met. 


4 MALVINDER 
SINGH The young 


inheritor has a lot to 
prove. Especially since 
his late father Parvinder 
Singh and outgoing CEO 
D.S. Brar have created 
India's most successful 
multinational. Credited 
with turning around 
Ranbaxy's India 
business, he is willing to 
push the envelope. Also 
believed to be putting 
together a team that'll 
deliver with him. 


















4 ANAND MAHINDRA 


Busy sensitising his companies to 
global thinking. Believes that 
proactive networking smoothens 
the global journey, and that his 
stint as president, CH, helped 
open doors internationally for 
M&M. It also helps if you are a 
Harvard alumnus. 


> ASHWIN DANI Argues that 


business is all about leverage — that's 
what he teaches his son Jalaj. The duo 
picked up the sinking Berger International, 
with operations in 14 countries, and 
turned it around, This has whetted their 
appetite for more. Wants to be among the 
top five paint companies in the world. 
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tory 
bg BABA KALYANI They thought he was crazy when he 


pushed through a radical modernisation programme at Bharat 
Forge to achieve global standards. But when giants like Daimler 
Chrysler began sourcing from him, he was seen as a visionary. 
Now he wants to be the largest global forgings player by 2008. 



























SURESH KRISHNA The sala nat boy of Indian manufacturing 


excellence. GM sourced from him when Indian manufacturing was a dirty word. 
Strangely, he was first hesitant to venture out of India. Until GM pushed him into 
China to diversify its risk. Now he plans on riding the Chinese automobile boom, 


vw A.M. NAIK Talk about going global and he 


thumps the table. He wants to make L&T into a global 
engineering powerhouse. But he can't find the right 
people to share his dream. For two years he has 
travelled the world, meeting clients and potential hires. 
Found more success with clients than hires so far. 


Aa VENU SRINIVASAN is tight-lipped about TVS Motors 


global plans. But little birdies flying all over Chennai say that he 
wants to break into the Asean region and become a big fish in 
the two-wheeler business there. Believes that a superior product 
backed by local consumer insights holds the key to success. 
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"SHELLEY SINGH 


HIS quarter, a few densely 
populated pockets in Mumbai 
will be part of the latest experi- 


will see telecom major Re- 
liance Infocom and MNC chipmaker 
Intel test a technology to deliver enter- 
tainment on demand, video on de- 


ment in convergence in India. | 
The closely-guarded project | 


mand, IP telephony and broadband In- | 
ternet access to your home — wirelessly. | 
About 1,500 km north east of Mumbai, | 


in a sparsely populated region of rural 
Rajasthan, Intel will conduct a similar 
experiment along with NGO Drishti. 
The two experiments are being car- 
ried out on a new standard, 802.16, or 
WiMax (Worldwide Interoperability for 
Microwave Access), developed by the 
US-based Institute of Electrical and 
Electronics Engineers (IEEE). The pilot 
will help Reliance Infocom develop 
business models for wireless broad- 
band. Intel will use it to test new chips 
and evolve a blueprint for an antenna 
suited for local conditions. For Drishti, 
the pilot will help its mission of bridging 
the digital divide in villages. 
Interestingly, Tata Teleservices, too, 
started a WiMax pilot in Mumbai last 
month. All it would say about it was that 
its “aim was to provide seamless mobil- 
` ity between CDMA and Wi-Fi”. 
So what's the big deal about 802.16? 
Lots, going by what the tech majors say. 
Globally, Intel has tied up with tele- 
com majors like BT and AT&T to test 
what it calls ‘the most important thing 
since the Internet WiMax has another 
big backer in Nokia, which plans to 
launch WiMax-compatible phones by 
end-2005. What makes them gung-ho is 


that WiMax offers two important capa- | 


bilities. One, it has the kind of reach that 
other technologies could only dream of 
till now. At 30 miles, WiMax lets you set 
up a metropolitan area network (MAN) 
unlike the local area network (LAN) of a 
Wi-Fi or the personal area network of a 


Bluetooth. Two, with a data capacity of | 


75 mbps, WiMax brings broadband to 
your home. 


The Great WiMax Promise 


In terms of coverage, a WiMax hotspot is 
a huge improvement over the current 
wireless 802.11b, or Wi-Fi, hotspot. The 


| 
| 
| 
i 
| 
| 
| 
i 
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| 
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Wi-Fi range is amere 150 feet, allowing 
you to move at best from your worksta- 
tion to the coffee machine. 

But imagine if you wanted to setup a 
hotspot in your branch at Uran and con- 
nect it to your office in Mumbai. Wi-Fi 
cannot help you. You'd need a wired in- 
frastructure — a DSL, ora cable modem 
or aleased line ora dial-up linkto an In- 
ternet service provider. With WiMax, 
you don't need any of these. It uses radio 
frequency. No wonder, a lot of telcos are 
interested in the new protocol: it helps 
them bring broadband to a wider sec- 
tion of people faster and cheaper. 

Each of the 802.16 antennas that 
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WiMax 


transmit data to the WiMax modem in | 


your home delivers up to 75 mbps. On | 


the other hand, the capacity of cable TV 
wire is a mere 64 kbps, while that of DSL 
and cable modem services ranges from 
0.4 mbps to 2 mbps. The E1 leased line 


| used by your office has a capacity of 2 | 


mbps (a dial-up modem is about 0.05 | 
mbps). Mind you, we are not even tak- | 
ing into account poor quality of cables | 
and transmission losses, because of | 


which the actual output is far less. 

At present, WiMax is a fixed wireless 
standard. If you want to use it while you 
are on the move, say, through your cell- 
phone or your PDA, you will have to wait 


acouple of years. By when the norms for | 
the enhanced standard, 802.16e will be | 


formulated. But more on that later. 


Time To WiMax 
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involved, and the frequency at which it 
will be available is still being debated. 
Technically, it can be offered on both li- 
censed and unlicensed spectrums, be- 
tween 2.5 GHz and 66 GHz. The first 
WiMax products to be launched will be 
on the 2.5 GHz and the 3.5 GHz licensed 
bands, and the 5.8 GHz unlicensed 
band. The Telecom Regulatory Author- 
ity of India, in a paper on broadband, 
has recommended the 3.5 GHz band for 
WiMax. The Wireless Planning and Co- 
ordination Wing of the Department of 
Telecommunications, the national ra- 
dio regulatory body responsible for 
spectrum management and allocation, 
is yet to deregulate the band. 

Joydeep Bose, director (corporate 
technology), Intel India, estimates that 


| the WiMax modem, the device you in- 
` stall in your home, will cost no more 
It will take at least a year before WiMaxis | 
deployed. There are regulatory issues | 


than $100 (about Rs 4,500). And charges 
for unlimited access to the Net could be 


Wire- free: All the difference 


| 
| 


100-200 feet 
DATA RATE 


| 
| second 


NETWORKS | 
AVAILABLE — 


about Rs 12, 000. 


Entertainment on demand 


IP telephony 
Wireless broadband 


802.16e: Mobile WiMax 


802.20: wireless data servic 
for high-speed mobile users 


similar to the Rs 800 a month you cur- 
rently pay for a 64-kbps link on cable. 


Mobile WiMax 


If it is that easy to log on to the Net from 
your desktop using WiMax, how easy is 
it to do the same from your laptop or 
your cellphone? For this, you will need a 
variant of WiMax, the 802.16e. You can 


PET megabits per | 


| picking up only recently. The number of 
; hotspots in India has risen to about 150 | 


- WiMax (802.16) 
2-30 miles 


75 eS per асай 


я! 


About 150 борон. | ‘None currently у; pilots о оп 


mom modes * « $100 
(Rs 4, ve approx) 





| from around 50 a year back. Bhatt esti- 


take your WiMax-enabled PDA or lap- | 


topor cellphone in the city, and with the 
help of an interface card, connect wire- 
lessly. However, the mobile version of 


WiMax will take longer than WiMax—at | 
| prove to be areal threat to mobile phone 

One question here: will the dawn of | 
mobile WiMax spell the doom of Wi-Fi? 
Sunil Bhatt, chief technology officer at | 
Allied Digital, a networking company | 
; space. If Nokia's WiMax phones take off, 


least a couple of years. 


that has deployed 15 hotspots in India, 


does not think so. Wi-Fi never spelt the | 


doom of the TV remote or Bluetooth. 


used, thereby complementing the 


mates the number of Wi-Filaptop own- 
ers to have risen to 80,000, up from 
20,000, though less than 1% of them are 
home, and small office home office 
(SOHO) users. 


Meanwhile, by 2006, Intel plans to | 
make WiMax supporta standard feature | 
on most laptops, much like Wi-Fi is | 


available on Centrino laptops today. By 
then the mobile version of WiMax 


would have been approved. That could | 


technologies currently being used for | 


intra-city communication. 


No wonder cellphone makers like : 


Nokia are adapting to the wireless air- 


802.16e could be a more disruptive | 


| technology than Wi-Fi. 
Each new wireless standard increases | 


other. In future, Wi-Fi is expected to pro- | 


vide wireless LAN connectivity, while 


WiMax will provide the wirelesslastmile : 
and ‘backhaul’ (connection to the ISP) | 


for high-output MAN. 
Wi-Fi use, incidentally, has started | 


RM š А i 7 
the range within which a device can be | How Secure Is Н? 


| Suffixes apart, all wireless technologies | 
have a common Achilles heel —the lack . 
| of security for wide range connectivity. | 
Wireless networks like Wi-Fi typically | 
use wired equivalent privacy (WEP) | 
| protocol to meet security objectives like | 
confidentiality (read that as stopping | 
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.. TECHNOLOGY 


and a year a 


conn есі vity 
to 30 miles 


eavesdroppers from tapping into the 
network), access control, and data in- 
tegrity (that means preventing anyone 
from tampering with data). But re- 
peated use of security keys, poor key 
management and the use of 40-bit en- 


cryption make WEP vulnerable. Peter 
: Theobald, CEO of IT Secure, a security 
solutions firm, says casual snoopers can 


be kept at bay but experienced hackers 
can break WEP in less than 15 minutes! 

The way out has been to use en- 
hanced encryption (128-256 bit). All this 
means is that it will take longer for 
someone to hack the system; it won't 
make it impossible. Theobald says en- 
terprises should treat Wi-Fi like an open 
network, much like the Internet. 

WiMax product makers hope that by 
the time the products actually reach the 
market a year down the line, the tech- 
nology will be more secure. 

But regardless of the security issues, 
new wireless technologies are rolling 
out unabated. IEEE has approved 
802.20, which delivers real time data 
transmission of 1 mbps or more, even 
when you are travelling at 250 km per 
hour. So, while 802.16e will cater to the 


| user who drives around with a PDA ога 


laptop, 802.20 will address users travel- 


| ling athigh speeds like in express trains. 


With wireless, adding new services 
can be as easy as putting up an antenna 
and making a phone call to a service 
provider. Even home users who move to 
a new location within the city can sim- 
ply take the WiMax receiver and тага it 
without having to reconfigure the sys- 
tem, 5o, metro wireless could be the 
new cool thing. Watch this airspace. “ШЇ 
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Mala Bhargava is with 
CyberMedia and edits 
Living Digital. You can 
email her at 
malab@cmilcom 


We've 
seen 
smart 
fridges 
which 
let us 
browse 
the Net 
and 
receive 
emails. 
Several 
Indian 
firms 
now offer 
smart 
homes 


mala bhargav 


When technology 








goes offbeat 


FTER a shocker of a fortnight, 

saying goodbye to the old gov- 

ernment and watching the dra- 

matic entry of the new one, I'd 

vote for taking refuge in a bunch 

of offbeat and interesting gadgets and tech- 
nologies that have caught my attention lately. 

Innovators have been trying to put intelli- 

gence into everything they can lay hands on. 

Perhaps they've deduced theres so little of it in 

people! While we hope they're wrong, they've 

been busy coming up with smart this and 

smart that: gadgets and devices meant to fit 

right into your everyday life and hopefully 

make things easier. The much-loved Wired 


magazine has just had its 'NextFest' in San | 


Francisco where hundreds of exhibits of out- 


|. of-the-ordinary technologies, which could be 


part of our future, are displayed. Try this for 


| size: smart clothes that can download a new 


look from the Web, biometric body suits that 
not only look fashionable but monitor your vi- 
tal signs. That's other than cars that are so 
smart, they can fly, robots that know how to 
work with disabled children, and other stuff. 

Personal stuff ranges from the little gadgets 
you carry around — watch, phone, key chain, 
etc. — to your whole house. The Bill Gates 
‘Road Ahead' type of home has been around for 
the rest of us for a while now. 


mood (lighting and music). Or it tells you if it's 
the milkman or the garbage guy. There is also a 
GSM door-lock that unlocks and arms with a 
phone call or SMS from any of 10 pre-defined 
mobile numbers. Then there's a smart LCD 
'command centre' console, with which you can 
— at one touch — change the environment 
from ‘quiet morning to ‘evening party’. 

It's not cheap, but it doesn't cost the earth 
either. Smarthome’s interiors job starts off at 
Rs 3 lakh and goes up to Rs 4 lakh. When added 
even to a Rs 20-lakh flat this isn't all that much, 
especially if you can convince a builder to take 
it and put it into the basic cost of the flat for the 
sake of financing the whole package (with a bit 
of an increase in your EMI). Control Systems, a 
company in Bangalore, also has a setup called 
SmartHome. For between Rs 2 lakh and 
Rs 7 lakh, you can wire up your house for re- 
mote control Remote controls for smart 
homes, of course, are beginning to pack in all 
kinds of capabilities, so that you can ensure you 
don't miss even a television programme. 

The idea of a connected kitchen has also 
spawned a lot of devices, not just for recipes 
and cooking timing, etc., but for lots else too; 


| people spend a lot of time in kitchens. This 


Even in India you can get a smart home if | 
| you want. We've already seen fridges and mi- 


crowaves getting smarter as they receive email, 


let you browse the Net, send you birthday | 


reminders, etc. I'm waiting to get rich, acquire 
one of these, and see if my relationship with my 


refrigerator improves at all. Several Indian | 


companies now offer hi-tech homes beyond 
that. For instance, Mumbai's Smarthome, the 
interiors division of Zeos Infotech, says it's 
turning 40 homes in Mumbai and a few in Delhi 
into digital domains. The gadgets here will in- 
clude a smart doorbell with a fingerprint scan- 
ner — so that your house recognises you and 
wife and kiddos, opens the door, and sets the 
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would mean you need a complete multimedia 
centre — television, DVD, Net connect, spy ca- 
meras, so you can keep an eye on the baby, etc. 
Several such smart kitchen products won awa- 
rds at the Consumer Electronics Show this year. 

Of course, things can get a bit too much 
when you begin to have smart toilets too — 
with somewhat startling results, I might add. A 
German inventor apparently came up with a 
gadget that scolds men for using the toilet 
standing up! It seems German women are fed 
up with men leaving the seat up. CNN reports 
this ghost-shaped gadget is hidden under the 
rim of the toilet seat and sternly demands an 
explanation if the seat is tilted. Apparently 1.6 
million ‘WC Ghosts’ have been sold so far. 
Well... why not! Very charming. 

What will they think of next? а 
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N 17 May, the Indian stock 
і market dropped off a moun- 
| tain. The 1296 drop in the 
| BSE Sensex was the second 
largest in 12 years. It was the 
kind of fall that can put you 
off share: -investing for good. That 
response would be as extreme as the 
swing in the Sensex. 

Businessworld's Personal Finance 
team supports informed investing. So 
we have constructed a virtual stock bot, 
Rishi Mani — a veteran stockpicker, 
who combines hard-nosed scepticism 
with the savvy of some of the world's 
most successful investors. Rishi has 
read the investor's rule-book from cover 
to cover. Some investors who have inter- 
faced with him believe that he practi- 
cally wrote some of the chapters — and 
the footnotes. It is Rishi's mission in life 
to share sound investing basics with 
anybody who cares to ask. 

In this simulation, 30-year-old soft- 
ware engineer Nitin Kar ran into Rishi at 


a party. Intrigued by the endless line of | 


hangers-on who have been cajoling 
Rishi all evening for a hot-tip, the young 
techie cornered him for a solo conversa- 
tion. And cut to the chase right away 
with the brash confidence of a guy who 
has coded for a Redmond company. 


“Don't you think this is the wrong | 
| quite high. Doesnt that mean that there 


time to buy stocks? If the market is so 


volatile, shouldn't people be switching | 


off stocks?" 

A patient look settled on Rishi's face. 
He had obviously gone through this 
routine in numerous simulations. "At 
any time there are plenty of stocks that 
may be good buys. Even in an over- 








heated market. It's all a matter of doing 
the research properly and not investing 
on the basis of somebody's recommen- 
dation alone." 

"Well, I recently lost Rs 24,000 in a 
stock I had researched,” said Nitin. “I 
looked at the price and the P/E (price to 
earnings per share) ratio. The P/E was 


was potential for growth?” 

"It's true that as a rule of thumb a 
stock which quotes at a higher P/E as 
compared to the stocks of companies in 
the same sector reflects the market's will- 
ingness to pay a higher price for it in the 
expectation that the earnings of the 
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Point Checklist 


company will grow in future. 

“A low P/E stock, on the other hand, 
usually reflects the market's low expec- 
tations of earnings growth and of the 
stock's ability to fetch you good returns. 

“Here's the rub. High P/E stocks may 
not always continue to command pre- 
mium and the perception of low P/E 
stocks could also change. Technology 
stocks were quoted at earnings multipl- 
es of as high as 200 in the year 2000. 
When it became evident that the ex- 
pected earnings growth wasn't going to 


| happen, the multiples came tumbling 


down to the 40 level. Take the PSU bank 
stocks that were quoting at a P/E level 


ranging between 2 and 5 in 2002. Now 
they quote at P/E levels of 4-10. This in- 
dicates an improved perception about 
these stocks in the market. 

“In fact, another way of looking at 
P/E is that it tells an investor how many 
years it will take to earn back his princi- 
pal in earnings, assuming that they re- 
main constant. For example, if com- 
pany X has a P/E of 10, it would 
theoretically take that company 10 
years of identical earnings to earn the 
investor's principal back. 

“So, you are basically saying that P/E 
isn't necessarily a great indicator of a 
stock's value?" Nitin asked. 

"Not by itself, it isn't. There is another 
problem with it. Loss-making compa- 
nies will have a negative EPS (earnings 


Personal finance 






/ The best investors 
never used shortcuts. 


| doesn't fully reflect the true worth of the | 
company because intangible assets like | 


per share). Those with extremely low | 


EPS, like Bharti Televentures, could | 
have an astronomical P/E that is quite | 


irrelevant. So I use the price to earnings 
growth (PEG) and the price to book 
value (P/BV) to supplement the P/E. 
The PEG ratio compares a stocks P/E to 
its expected EPS growth rate. 


“If the PEG ratio is equal to one, it | 


means that the market is pricing the 


stock to fully reflect the stock’s EPS | 
growth. This is because ina rational and | 
efficient market, the P/E is supposed to | 
reflect a stock's future earnings growth. | websites as well." 


A PEG ofless than 1 means that 


skilled manpower can't be properly | 
quantified. So the book value measure | 
should ideally be used for companies | 
| three ratios before going ahead and 


that have quantifiable physical assets." 
“Do I have to calculate all these ra- 


tios myself? Is there someplace I can get | 
| point.” 


them readily?” asked Nitin. 

“Almost all business dailies publish 
P/E multiples of all stocks listed on the 
BSE. They also give the stocks which 
have the highest or the lowest P/BV ra- 
tio. Then you can check out the financial 


First screen the stock using, 
P/E, PEG or P/BV. 





Nitin’s head was starting to feel 
somewhat heavy. He hadn't soaked this 
much information since the time he 
tried to pick up C# in a week, “So you're 
saying that I should have looked at all 


pickingup the stock?" 
"Yes. They are an excellent starting 


“Starting point?!" Nitish said with 
some heat. 

“Throughout my investing life,” said 
Rishi calmly, "I have been using 10 filters 
to appraise companies before | buy 
their stocks. The three ratios are the first. 

| assume you want to know 


the share may be undervalued. P/ E & changing perceptions about the rest as well." Rishi 
“P/BV ratio is another tool œ didn't wait for an answer. 
youcanusetojudgewhetherthe Falling expectations Price earnings ratio “Go through the BSE/NSE 


price is right. Book value is the 
worth ofa company's assets after 
it has paid off all its debts. The 


market priceofthestockdivided — Wipro. - 
by its book value per share gives Infosys Technologies 
you the price to book value ratio. | Hughes So ftware - 


If this ratio is less than one, it is 
usually a signal that the stock is 
undervalued. For example, in 
May 2002 most public sector 
bank stocks were trading at a 
price that was much lower than 
their book value. They have ap- 
preciated in value since then. 

` “Of course, you have to be 
careful about using this ratio as 
well," Rishi went on. "In some 
sectors like travel services and 
technology, the book value 


S 


| IT companies 
..E- Serve International 


_ Satyam Computers 

Improving perception 
Banks 

-J&K Bank 

Punjab National Bank ' 


19-May-00. 
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website to check out the liq- 
uidity of the stock. The trading 
volume ofa stock tells you how 
frequently it is traded. High liq- 
uidity is a good thing. Espe- 
cially, when you want to sell off 
a large quantity of the stock. 
The higher the liquidity, the 
lesser the chance that you will 
be hit by a price change in the 
process." 

"Okay." Nitin's interest lev- 
els had perked up again. “I 
guess that means I should only 
go in for stocks which have a 
very high quantity of traded 
shares." 

"Not always," Nitin could 
have sworn that Rishi's voice 





йпапсе 





had a tinge of smugness (damn his vir- 
tual heart). 

“Companies with low floating stock, 
that is those with a fewer number of 
shares (as a percentage of the total 
shares issued by the company) with the 
public, can see high trading volumes 
because they are being manipulated. A 
few big players can artificially jack up 
the price by cornering their shares. 

“So when you find a stock with 
unusually high trading volumes, take 
the trouble to go a step further and 
check the shareholding pattern on 
www.bseindia.com and www.sebiedi- 
far.nic.in. The shareholding pattern 
should tell you the percentage of the 
floating stock. 

“The next filter I use,” Rishi contin- 
ued, “is related to efficiency parameters. 


It helps you evaluate whether the com- | 


pany itself is doing well. 

“Find out how efficiently the com- 
pany runs its business vis-à-vis com- 
petitors. The ‘operating profit margin’ 
figures in the company’s latest annual 


report, or the news reports on its quar- | 


terly results will throw light on this. See 


whether the profit margins have in- | 


creased over a period of time. If possible | 


compare them with those 2-3 other 
companies which are in a similar line of 
business...” 

“That sounds interesting,” Nitin 
remarked. “What is the easiest way to 
find out how well the company will use 
my money? How does one figure out if it 
uses the shareholders funds effi- 
ciently?" 

"Good question. You should look for 
the return on capital employed (ROCE). 
Basically Nitin, the ROCE indicates 
profits earned by a company as a per- 


centage of the total capital (equity + | 


debt) used to earn those profits. An in- 
creasing ROCE is a sign of a company 
becoming highly efficient. These figures 
are readily available in a company’s bal- 
ance sheet or on financial websites. 
"That's where you should also hunt 


for the debt to equity (D/E) ratio. This is | 


the proportion of borrowed funds to the 


` owner's capital (shares subscribed to by | 


you). A debt to equity ratio of 1:2 is con- 
sidered ideal and any extreme deviation 
from this isn't a healthy sign. 


Does that 
mean P/E isn't j 
A too useful? 


It has its 
limitations. PEG is 
la better measure. 


“The fourth filter is the company’s 
product basket. Find out if the company 
has all its eggs in one basket, or if it de- 
pends on more than one product for its 
revenues,” Rishi said. 

“But if the share price justifies buy- 
ing the stock and the company’s funda- 
mentals are good, why do I need to 
know how many products it has?” 

“I knew you would ask that,” said 
Rishi. (That smug tone again, thought 
Nitin.) "Remember Morepen Laborato- 
ries? No? That's not surprising. Few mar- 
ket players do nowadays. The company 


wasonceintheraceforabigshareofthe | 


pharmaceutical market. Unfortunately, 
it was overdependent on a single drug, 
Loratadine. 

"As the company failed to meet the 
projected revenue targets, which were 
to come from the sale of this drug after it 
went off-patent, its troubles started. It 


wasn't able to repay its creditors and | 


fixed deposit holders. The shareholders 
were also a casualty as the price tum- 
bled from Rs 62 in January 2002 to Rs 7 
by May 2004." 

“I get it. The next time I invest, I will 
check out how much revenue the com- 
pany derives from each of its products. 
By the same token, it must be important 
to know how diversified the customer 
baseis,” said Nitin. ^ 

“Of course. That should be the fifth 
filter. Just as in the previous case, acom- 
pany whose revenue generation hinges 


on a few clients is more exposed to | 


downturns. If it's a foreign collaboration 
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= [It is a ratio that 
\takes into account} 
| the expected 
A growth in earnings 





or a joint venture, it is crucial to know 
how much the foreign partner or its 
subsidiaries contribute to the com- 
pany's revenues. Bad news in the part- 
ner company usually travels fast and 


i couldhitthe Indian player pretty hard. 


"In fact, in its offer document, one of 
the risk factors that Patni Computers 
had mentioned was that more than 5096 
of its revenues came from GE Capital. 
For listed companies, such information 
can be accessed on their websites. 

"The next step is to scope the sector 
in which the company operates. Does 
the sector have a strong potential for 
growth? Or is the sector going through 
a rough patch? In most cases, a com- 
panys fortunes are closely linked to the 
industry's growth prospects. 

"Remember there are some indus- 
tries like cement and steel that are 
highly dependent on economic cycles. 
So don't expect sharp appreciation in 
these stocks year after year. You will have 
to be patient in holding their stock over 
the full economic cycle. 

“Take the case of the steel sector, 
which was down in the dumps till two 


| years back. The rising demand and the 


consequent rise in steel prices have led 
to its resurgence and a sharp rally in the 
share prices of steel companies.” 

"If I understand you correctly on 
this, then the FMCG sector is another 
example of this, isn't it? So if 1 were to in- 
vest in any FMCG company today, I 
would have to keep in mind that the 
whole sector has been going through a 





It is easier to sell high liquidity 

] stocks. They don't see much 
price change even if you sell 
heavily. 


rough patch,” said Nitin, whose mind 
was in overclock by now. 

"That's right. You're getting good at 
this,” Rishi said. (The tone was patronis- 
ing, Nitin realised, with a shock.) "It's 
now time to tell you about what is per- 
haps the most important filter — the 
people who run the show." 

"Its the top management which sets 
the vision for the company and leads 


the employees. So it's important to find | 


out whether the top management com- 
municates regularly with investors. 
Does it do what it says it will? Does the 
power and authority wrest with just a 
few decision makers? This can be a huge 
risk factor for the company because if 
"they walk out, it may find it difficult to 
replace them." 

"Give me an example," Nitin's voice 
was almost a curt command. 

Rishi was tone deaf. “Anand Mahin- 
dra, managing director of the Mahindra 
& Mahindra (M&M) group, would be a 


good example. Till recently, M&M was | 


faced with a prolonged recession in 
its tractor business. Anand's clean- 
up act is said to have led to an im- 
provement in the operational effi- 
ciency of the business, and better 
market perception. From its low of 
Rs 64 in September 2001, the share 
price of M&M has reached Rs 446, 
as on 21 May 2004. 

"Let's move on to the eighth fil- 
ter—-global competitiveness. There 
are а whole bunch of Indian 
companies, both in theservices and 


| PNB Gilts 

| First Leasing Company 
` Cholaman inv. & Fin. 

| Abbott India 

ВР 


< Dividend yield as on 21 May 2004 


——————— 


I guess І 

Should go in for 

stocks that have 
trading volumes 
because they are 
being manipulated.) 





the manufacturing sector, that are be- | 
coming globally competitive. You havea | 
| ing game, Rishi’s hold on the real world 
| started to loosen. Rishi began to slowly 
| fade out. 


Moser Baer, which is the lowest cost 
compact disc manufacturer їп 
the world, and a Bharat Forge, which is 


the second-largest manufacturer of | 
| thing,” Rishi continued. “It represents 


forgings and automotive components 
in the world. 
“Low cost, but highly skilled labour 


has helped some of the pharma, auto | 
ancillaries and engineering companies | 
| higher is generally better. 


in India to become a global outsourcing 


hub. I would strongly suggest that you | 
| dend paying track record. A regular divi- 


read the rest of this Businessworld issue 


for a better idea of such companies and 


what they are doing to be globally com- 
petitive.” 

“Won't miss it for the world,” said 
Nitin, and he meant it. 

"What's the next filter? Shouldn't a 


company also be capable of lasting in| 


the market?" 


"You bet. Always see if ће company | 
has a sustainable competitive edge in _ 
' like to know? 


anyrespect. The competitive edge could 


High dividend players - 
| Div. yield* 
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be a monopoly in producing certain 
goods or supplying some services. An 
example is Indraprastha Gas (IGL), 
which is the sole producer and distribu- 
tor of CNG in Delhi. It could even be 
low-cost production that gives an edge 
derived notonly from being basedinin- 
dia but also from how. a company does 
its business." 

"Think there is one other thing you 
havent taken into account. Dividends. 
Shouldn't dividends. matter?” asked 
Nitin. "Don't jump the gun. I was com- 
ing to that." Nitin realised he had man- 
aged to shake the unflappable Rishi. The 
programme had an anomaly — it was 
not used to being second-guessed too 
often. (We should have let the tech team 
handle this —BW' PF team.) 

And as Nitin got better at the invest- 


"The dividend yield is the important 


the dividend per share as a percentage 


| of the market price at which one buys 


the stock. Dividend yield indicates the 
dividend returns an investor gets, so 


"You should also look at the divi- 


dend paying stockis a good buffer when 
the stock markets are volatile or range 


| bound, because in these times the 


scope of appreciation in the stock price 


! could be limited. There is опе more 
; thing you can do. Scour the balance 


sheet for the amount of cash with the 
company. This will give an indication of 
its dividend-paying capacity. 

"Is there anything else you would 
*" asked a fast receding 
Rishi. 

"No. Thanks." Nitin smiled. He 
knew that in future he would spend 
more time researching a prospec- 
tive investment. 

The bot had been very helpful. 
It would be churlish to tell him that 
acompany that pays too much div- 
idend could be sacrificing growth 
opportunities. Microsoft, the Red- 
mond-based software giant, didnt 
pay its shareholders any dividends. 
till last year. dü 
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Insurance rebates 





IKE cricket, life too is a game of 
uncertainties. However, unlike 
in the gentleman's game, we 
canensure that the contingen- 
cies we encounter in life can be 
controlled better — through 
insurance. With insurance for health, 
accident and life, there is a much- 
needed financial cover in times of crisis. 

This month we will check out the tax 
concessions related to insurance. Let's 
begin with your workplace. If your em- 
ployer subscribes to accident insurance 
policies for your family and you, and 
pays the premium, the same is not tax- 





able in your hands. The logic is that the | 


benefit to the employee is contingent, 
and the contract is between the em- 
ployer and the insurance company. 
Similarly, if your employer pays the pre- 
mium for your medical health insura- 
nce and for that of your family, it is not 
taxable in your hands. But if the em- 


ployer does not pay the premium dire- | 
ctly and reimburses you instead, you | 


The Finance Act 2003 provides that if | 
the annual premium under a life insur- 
ance policy exceeds 20% of the capital 
sum assured (CSA), then the rebate un- 
der Section 88 shall be allowed with ref- 
erence to 20% of the CSA. Now, CSA 
means the assured value in an insura- 
nce policy — but does not include the 
value of premiums agreed to be retu- 
rned, or any benefit by way of bonus or 
otherwise over and above the sum actu- 
ally assured — which is to be or may be 
received under the policy by any per- 
son. So, if CSA is Rs 1,00,000 and the an- 
nual premium is Rs 25,000, then the 
amount eligible for rebate under Sec- | 
tion 88 will be limited to Rs 20,000. | 

If an individual's gross total income 
before deductions under Chapter VI-A 
exceeds Rs 5,00,000, there is no tax | 
advantage for premiums paid by him. 
However, all is not lost — if his spouse | 
happens to earn an income not exceed- 
ing Rs 5,00,000. She can then avail the 
same tax benefits by paying the premi- 
um on the life insurance policy of her 
spouse or children. 

The Section 88 rebate is 15% of the 
premiums paid in the case of an individ- 
ual whose gross total income before de- 
ductions under Chapter VI-A exceeds Rs 
1,50,000 and is up to Rs 5,00,000. For 





those who earn Rs 1,50,000 or less, the 
rebate is 20% of the premium paid. 
However a higher rebate of 30% of the 
premium is allowed to individuals 
whose income under the head ‘Salaries’ 
(before standard deduction) does not 
exceed Rs 1,00,000 and whose income 
from salaries is not less than 90% of 
gross total income. 


Forfeiture Of Tax Advantage 


Ifa policyholder terminates his contract 
of insurance by giving notice to that ef- 
fect, or the contract ceases to be in force 
because of failure to pay premium, then 
rebate is not available under Section 88 
in the year this happens and rebate al- 
lowed in earlier years is also treated as 
tax payable in that year. This applies to 
policies where the premium has not 
been paid for two years (in case of single 
premium policy, if the termination hap- 
pens within two years after the date of 
commencement of insurance). 

So pay your premium for the first 
two years if you want to take advantage 
ofthe tax rebate. Bm 

Vinod Gupta is a practising chartered ac- 
countant anda tax expert. Queries and gen- 
eral issues are take up in this column. Read- 
ers can send queries to pf@bworldmail.com. 





Treatment of insurance proceeds 
NY sum received under a life insurance policy is exempt from income tax under 


Section 10 (10D) of the IT Act. But the Finance Act 2003 has provided that tax ex- 
emption won't apply for a sum received under an insurance policy issued on or 


can claim deduction under Section 80D, | 


subject to a ceiling of Rs 15,000. 
Even for life insurance, tax relief is 
available on the premium paid under 


Section 88 of the Income-tax (IT) Act, | 


and on the premium paid on the life in- 


surance policy of your spouse or chil- | 


dren (major and minor). Rebate is avail- 
able on insurance premium not 
exceeding Rs 70,000 in a year. [The 
Rs 70,000 limit also applies for other sav- 
ings of Section 88 like PPF and NSC.] 


after 1 April 2003, wherein the premium payable during the term of the policy exceeds 
2096 of the actual CSA. But, an exemption in such a case will apply for a sum received on 
the person's death. Usually the premium exceeds 2096 of the actual CSA only in a single 
premium policy. Let's say a policy is taken for a CSA of Rs 1,00,000. The premium paya- 
ble is Rs 50,000 — a one-time premium; the policyholder will get, say, Rs 95,000 after 
10 years. When he finally gets the amount, exemption under Section 10 (10D) won't ap- 
ply. But income must be treated as Rs 45,000 (Rs 95,000 - Rs 50,000) in the 11th year. 
There is a view that in such cases, capital gains arise. According to this view, the price 
of the policy should be Rs 95,000, and the cost of acquisition of the policy is Rs 50,000. 
But after indexing Rs 50,000, there are no capital gains; a loss arises under 'Capital Ga- 
ins’. It's up to the judiciary or the Finance Ministry to decide if this view is indeed right. NI 
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Introducing 


TATA 


EQUITY P/E 





PUBLIC ISSUE NOW OPEN AT Rs.10 PER UNIT 


during IPO period and at applicable NAV thereafter 
ISSUE CLOSES: JUNE 15, 2004. 


e all experienced the feeling of uncertainty when equity markets go up or down. Various factors have 


impact on equity markets. However, anecdotal evidence shows that high quality, well managed, globally TA Y A 
ompetitive companies, if bought at appropriate valuations, can outperform over the medium term IMUTUAL FUND! 


With expertise comes trust 


ntroducing the Tata Equity P/E Fund, which aims to identify undervalued companies whose trailing P/E ЕТ 
re less than that of the BSE Sensex 
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ding 6% of amount mobilised. For ongoing subscription: Entry load: 2.25% for investments less than Rs. 2 crores. Exit load :Nil Statutory Details istitutior 

Mutual Fund has been set up as a trust under the Indian Trust Act, 1882. Sponsors & Settlors: Tata Sons Ltd., Tata Investment Corporat td. Investment 
ger: Tata Asset Management Pvt. Ltd. Trustee: Tata Trustee Co. Pvt. Ltd. Risk Factors: e Mutual Fund and securities are investn 5 d 
can be no assurance and no guarantee that the scheme will achieve its objectives. ө As with any investment in stocks, share: 
the scheme can go up or down, depending upon the factors and forces affecting the capital market. ө Past performance of the 
Group affiliates is not indicative of and does not guarantee the future performance of the Scheme. e Tata Equity P/E Fund is 

tot in any manner indicate either the quality of the scheme, its future prospects or the returns. e TI rs are not re 

the operations of the scheme beyond the initial contribution of Rs.1 lac made by them towards 
ties is subject to interest rate risk, credit risk and liquidity risk. e Scheme specific risk factors have bt 
document of the scheme carefully before investing. e For Offer Document & Application forms, please 
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Personal finance 





Black gold options 





NTERNATIONAL oil prices have 
gone through the roof: they are 
now reigning at levels prevalent 





during the Gulf War. Given that oil | 


producing countries are sceptical 
about prices easing in the near 
term, one can expect the situation to 
have a cascading effect on India. And to 
open up opportunities for investors. 
The new government is likely to in- 
crease oil prices this month. Oil prices 


are reviewed in India on the 1stand 16th | 


of every month, though the last hike 
came in January 2004. Overdue for the 
last four-and-a-half months, a price 
hike will have a positive impact on the 
share prices of the oil marketing compa- 
nies — Hindustan Petroleum Corpora- 
tion (HPCL), Bharat Petroleum Corpo- 
ration (BPCL), Indian Oil Corporation 





(IOC) and IBF All of these, except IBP, | 
trade in the derivatives segment. 

If the price hike doesn't come thro- 
ugh, the share prices of IBP will most li- 
kely fall or remain lacklustre. Derivati- 
ves offer many opportunities to make | 
money, So let's take a look at the strategi- | 
es one can adopt to benefit from oil pri- 
ces based on one's perception of price | 
movement and risk appetite. 

Ifan investoris sure that there will be 
an increase in price, he can buy futures | 
or a call option. Investors who don't 
mind taking higher risk can sell a put 
option. In case the counter is volatile it is 
better to buy a straddle, which means 
purchase of a call option and a put op- 
tion with the same strike price. This 
would generate returns when share 
prices move in any direction. 

Investors also have the option of 
buying a bull spread, which means buy- 
ing a call option with lower strike and 
selling one with a higher strike. This 
spread has the advantage of being chea- 
perthan the purchase ofasinglecallop- | 
tion, as the premium received from the 
sold call option (in the spread) reduces 
the overall cost. The spread offers lim- 
ited profit potential if share prices rise, 
and limited loss if share prices fall. 

For example, on 11 May 2004 BPCL 
was trading around Rs 410-Rs 415. The 


Safe strategy for oil stockholders - 


put option (right to sell). Alternately, he can buy a put option and sell a call option 


i F a person is already holding oil shares, he can hedge price movements by buying a 


(right to buy) with a higher strike to finance the put option premium. 
In this case the returns will be limited, but the initial investment in premium will 
also be low. There may even be a net cash inflow depending on the strike prices 
selected. For example, a person who holds 550 shares of BPCL for Rs 400 can buy a 


put option at the strike price of Rs 440. 


With this, the stockholder can define the maximum downside risk for his invest- 
ment of Rs 7,700 (14 X 550, as the lot size for BPCL is 550 shares) given its option 
premium of Rs 14 (as on 10 May 2004). He can part finance this put option by selling a 
call option at a strike price of Rs 500 and a premium of Rs 10. 

This way the net premium payable for the whole derivatives transaction would be 


just Rs 2,200 [(14 - 10) X 550]. 
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Rs 410 call option was available for 
Rs 25.35 and a Rs 430 call option was 
tradingat Rs 18. If an investor who holds 
550 shares were to buy a bull spread, the 
net premium payable would come to 
Rs 4,042.50, which you get from (25.35 — 
18) X 550. The refundable margin 


| payable to the NSE through your broker 





is Rs 27,000. 

As the markets anticipate the oil 
price hike, the stock prices of oil compa- 
nies would surge northwards. Assume 
just a 596 increase in the price of the un- 
derlying, that is BPCL trading at around 
Rs 432 levels, Keeping other parameters 
same, the price of the Rs 410 call option 
and Rs 430 call option would be Rs 22 
and Rs 2 respectively on expiration. The 
net option portfolio value will be 
Rs 11,000, that is (22— 2) X550. This is an 
increase of Rs 6957.50 (11,000 – 
4,042.50) in the portfolio value. The net 
gains using this strategy for BPCL will 
yield Rs 6,957.50, providing a return of 
26% (6,957.50 / 27,000 X 100). 


Advantage Derivatives 

Derivative instruments give tremen- 
dous opportunities to investors as 
compared to those that are not traded 
on the derivatives market. This is evi- 
dent from the difference in the stra- 
tegies for BPCL and IBP The former can 
generate good returns by allowing you 
to take positions in different markets, 
thereby increasing returns and at the 
same time managing risks. 

Market pundits opine that sophisti- 
cated derivatives are out of the reach of 
the small investor. But I would consider 
it a myth that retail investors do not un- 
derstand derivatives. In fact, retail inve- 
stors are the ones who have been drivi- 
ng volumes in the derivatives segment, 
otherwise it would have taken years to 
achieve such impressive numbers. M 





Vineet Bhatnagar is managing director of 
Refco Sify. Send your feedback to 
pf@bworldmail.com. 


Personal finance 


Covering student loans 





©, ance has introduced ‘Edu Shield’, 

‘a term assurance policy to secure 
` the repayment of SBI education loans 
in case of death of either the student or 
the parent. 

Students and parents can avail ofed- 
ucation loans up to Rs 7.5 lakh (in India) 
and Rs 15 lakh (for higher education 
abroad). But under the Edu Shield pol- 


$ TATE Bank of India (SBI) Life Insur- 


< icy, the maximum sum assured is much 


higher at Rs 50 lakh. 
In case of death of either the student 


or the parent, SBI Life Insurance willas- | 


vsign the sum assured to the bank, which 
will in turn pass the balance on to the le- 


gal heir after deducting the outstanding | 


loan amount. Moreover while the edu- 
«cation loan has to be repaid in 5-7 years 


after its repayment starts, the insurance | 





Е 
2 


| соуегсап ро beyond the loan period, up 
| to 15 years. 

| Further, female borrowers get а spe- 
| cial 5% discount on the premium. The 
| policy should come as good news for 
parents who are looking out to fund 
| their children's dream of joining an Ivy 
| League college. 

RACHNA MONGA 





non-defaulters 


IMELY repayment of credit card 
T dues and house loans will soon 

earn borrowers major brownie 
points with lenders. And in 6-12 mon- 
ths, it could allow them to negotiate for 


lower interest rates and hassle-free doc- | 


umentation on loans. This will be facili- 
tated by a database of all borrowers that 
the Credit Information Bureau of India 
(Cibil) will create through a network of 
banks, financial institutions, NBFCs 
and housing finance companies. It 
plans to bring out credit reports on bor- 
rowers that will help lenders price 
credit risk better. 





| returns 


| HE new Split Capital Fund from 
T Benchmark AMC is the first of its 
kind. This five-year closed-end 
fund is going to invest in 10-12 corpo- 
| rate bonds and will be managed passi- 
vely. Investors can opt for a mix of two 
| classes of units — preferred units (Class 
; A) and subordinated units (Class В). 
The credit risk will be split in such a 
| manner that the Class A units will carry 
| top rating of AAA, and get priority to re- 
| ceive the maturity amount on redemp- 
| tion over Class B units. 

The Class B unit-holders will bear 
more credit risk, which means the re- 
turns would be affected in case of 
default and will get residual returns (af- 
ter Class A unit-holders are paid off) on 
maturity. 

While the Split Capital Fund will de- 
; clare NAV on a weekly basis, the two unit 
| classes will be traded on the NSE, 
| thereby providing liquidity. Also the 
units will have to be held compulsorily 
| indemat mode. B 
| ВАСНМА MONGA 
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Car Insurance 


Attributes New India Assurance 





Age of car 

Driver's age 

Type of covers 

Premium increases in ra No such provision 

Value of car la ut can also insure Mercedes : Uptoi5lakhs — 

Will cover a car with Up to1 yt 

insurance break upto... ; | 

Cars where previous t cov : : Will cover cars with break: 

insurance papers : in insurance up to tyr - 

aren't available : even without previous 
‘insurance documents 

Insurance of cars with re thar Not applicable _ 

3 or more claims in a a А : 

year 

Cashless repairs at v Available 

selective garage ; 5 : 

24-hr helpline in case of € 1600226226 

pending policy and claims : : : 

Free accident cover e 1/- (in additi remium) is charged і No such provisions 

Ciaim settlement time after submissic af all doc vent | 10-15 days after sub- 


mission of all documents 


Source: Prepared in association with Mr. Parimal Ramaiya of Bajaj Capital 


Your Property 


Li = * LJ 
Gurgaon Rental and Capital Values Mumbai" Rental and Capital Values 
Large-scale construction would support increased demand, especially in With lite construction in the southern precinct of the City, there are lim- 
the mid-budget segment. The demand for condominium-style houses, ited new apartments to feed the leasing market. But continued activity 


which are cost efficient, would increase in this year. has led to upward pressure on rental values in South & Central Mumbai. 


Bultüp Capital Value Rental Маше 


Building 


Built Up Capital Value Rental Value 
f Rs/Sq.ft. 





Rs/month Area (Sq.ft) Rs/Sq Rs/mth 


Petit Towers 
Akruti Astha E 
Godrej Bay View - 
Tanna Resid. — — 
Sterling Sea Face. 
Suraj Millenn. 

Shree Sadan - 
Belvedere Court .. 8,000-10,000 


Source: Cushman & Wakefield India Research Rental and capital values for buildings of various developers South Mumbai region 
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Mutual Funds 


Assets Return — Rebum. Retum «Best lar Worst lyr | MF ACTIVITY IN АРТЕ 


Scheme {Rs crore} lor ir SIP 3yr Return  Relum $ 
EQUITY: DIVERSIFIED | (ора 
HSBC Equity 46.42 5.44 TOP 10 SHARES BOUGHT 
SR 
Ashok Leyland 
Infosys Technologies | 
ACC 
: | ONGC 
Templeton India Growth _ Se 30.00 152.23 -39,49 Mahindra & Mahindra 
| 00200 o: B og | Gujarat Ambuja Cements | 
| fata Motors. 
; CMC | 
| GSK Consumer Health — — 
Composition Return — Retum — Return. Best Lor Worst Lyr I TOP 10 SHARES SOLD 
[UMS 1r SIP 3r return return 

| BHEL 

m " 7 ЕН mes | Larsen & Toubro 
FT India Balanced - 32.49 64.09 2421 90.23 -31.09 | HPCL 























DSPML Opportunities: | 
oO Franklin India Prima 
.. Franklin india Bluechip _ 




















Tata Balanced Hindalco Industries 
HDFC Prudence j | Reliance Industries 
Cangang | d 
DSPML p i риа 
Айа | Great Eastern Shipping Со. 
nce “9 | Hindustan Lever 
тыы ICICI ChildCare-Gift Zee Telefilms 
Prudential ICICI Balanced _ 25 | ` 
| Data based on March-April 2004 data of all 
Franklin India Balanced | open-ended funds 
€ | Funds with highest - | 
Expense Avg. matu- Return Return = Return — B |] exposure to... | 
: ratio оуу) беин _ iyr 1уг©рР um Я Financial Services | 
DEBT: MEDIUM-TERM | М | 
|| 8000 76.09... TENET 
HDFC High Interest. | s pierced | 


JM Income 

HSBC Income investment. 
Templeton india Income Buld 
HDFC Income 





Scheme Composition Avg. matu- Return Return — Retum Бет 
à lequity:deht! riyiyrs) б-нин lyr Lyr SIP 3yr 










FT India MIP 

Alliance МР 

тайа МІР 

DSPML Savings Plus ( Mod) 
Templeton МІР- 9 


Returns as оп 25 Мау 2004. Portfolio data (asset size, average maturity and composition) as оп | UT? Basic 
30 April 2004. Fund returns (in %) are annualised, except for the six-month period (absolute). jadustries 
Schemes with the largest corpus (and not having a single investor with more than 25% of assets) | As on 30 Apri, 2004 

are ranked in order of 1-year returns. SIP (Systematic Investment Plan): Returns on Rs 1,000 DU id = 
invested on the 10th of every month in the scheme for the last 12 months | Source: Value Research mia 
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‘by chetan parikh ess 


Chetan Parikh is director, 
Jeetay Investments, an 
investment advisory firm. 
He can be contacted at 
chetan@ 
capitalideasonline.com. 


The 
benign 
scenario 
of low 
interest 
rates has 
ended 
globally, 
with dire 
effects 
on the 
Chinese 
financial 
system 











Eerie echo of the 


16th century 


N 1503 when the Spanish arrived and 
conquered the New World, in what is 
now Mexico and Peru, they brought with 
them diseases against which the local 


Inca population had no immunity. By | 


the end of the 16th century, the local population 


| had fallen to less than a fourth due to the spread 


of smallpox, malaria, typhus and yellow fever. 


This fall in population became a cause of | 


concern for the Spanish authorities because it 


created manpower shortage of alarming pro- | 


portions. Spain needed all the slave labour it 
could get to work in the gold and silver mines 
that were being discovered: in 1545, the silver 
mountain of Potosi in Peru was discovered, and 
a year later major deposits were discovered fur- 
ther south in Guanajuato. Innovations also 


played a role in the rising production of preci- | 


ous metals; in 1570, a new refining process that 
used mercury increased production hugely. Sil- 


ver from Peru and Mexico began to dramatical- | 
| money supply of the US and the demand by 


ly add to the Spanish stocks of precious metals, 


Surprisingly the centre of gravity of Euro- | 


pean finance and international trade began to 
shift from Spain to northern Europe. And since 
the Spanish-American colonists were forbid- 


| den from coming home as an offence punish- 
‚ able by death, their desire to live well and 


consume luxury goods grew. As a result the 


| small-sized Spanish industry could not keep up 


with the demand from them, and Spain started 
witnessing inflation levels of 400% by 1600. 
Meanwhile the Belgian city of Antwerp 
(which belonged to the Spanish crown then) 
was the chief beneficiary of the influx of South 
American capital, which came in to pay for tex- 
tiles, glasswork, metalwork, art and anything 
else that could be the object of conspicuous 
consumption. It had become the gateway to 








the European economy with its ideal location | 
as a major port between the Baltic and the Me- | 
diterranean, as also between the Atlantic and | 


Central Europe. The city started witnessinga | 


dramatic influx of artisans who were lured by | 


the prospect of Spanish silver. 
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Finished goods from all over Europe started 
pouring into Antwerp, so much so that a Span- 
ish writer of the times wrote, "Antwerp is the 
metropolis of the West." Production of luxury 
goods in Antwerp kept rising; from 1600 to 
1670, the number of diamond cutters there 
doubled, a new silk-weaving industry was 
born, and demands for works of art kindled an 
Antwerp school of painting which included 
Rubens, Van Dyck and Jordaens. Antwerp's 
new economic power transformed it into a ma- 
jor financial centre. With the growth of capital- 
ism and the need to finance wars, there was a 
rapid rise in the demand for loans. The Ant- 
werp bourse — the first of its kind in the world 
— allowed capital to be channelled through an 
institutional mechanism. However the depen- 
denceon Spain increased to such an extent that 
a number of bankruptcies in state-run Spanish 
enterprises weakened Antwerps position. 

In the current era, a massive increase in the 


American consumers seem to have in part cre- 
ated the Chinese economic miracle. However, 
in an eerie echo ofthe 16th century, China — 
like Antwerp — is importing a large amount of 
expensive high technology parts that it turns 
into finished goods. Further as incomes rise in 
China, the demand for foodstuffs has increased 
whilst the supply of arable land has fallen, due 
to the encroaching desert in the West and Nor- 
th and a mammoth increase in industrial and 
residential development on some of China's 
best farmland. Efforts to raise domestic pro- 
duction of foodstuffs in China may divert inter- 
nal investment away from the industrial sector. 

China has turned from becoming an energy 
exporter into an energy importer, and is now 
suffering from large domestic shortages of elec- 
tric power. This could set limits to its future 
growth. Furthermore the financially benign en- 
vironment of low interest rates has ended glob- 
ally with dire implications for the Chinese fi- 
nancial system that has never — even in good 
times — been in the best ofhealth. Déjà vu? B 





WOMEN ACHIEVERS.... 








ime races her. Yet, she brings to life an epoch in a mo 
ment: the moment of heartbreak, wading through the 
! devastation after the Orissa supercyclone; the moment of 
horror, watching the depravity of human intolerance in Gujarat; 
the moment of reckoning, holding on to sanity amid the shower of 
shells, the dance of death, the senselessness of 
war in Kargil. 
A fearless journalist, Barkha Dutt, has risked 
her life time and again to help us relive the 
nation's moments of glory and agony. Today 
among Indian television's best-known faces, 
Barkha originally wanted to produce documen- 
taries. Armed with a double schooling from New Delhi and New 
York, and with degrees in English literature from St. Stephen's 
College and in communications from Jamia Millia Islamia, she 
joined NDTV's production department when she was 23. She 
dabbled in reporting as well and could not deny that she relished 
it. An Inlaks Scholarship took her to study journalism in Colum- 
bia University but war-torn Kashmir awaited her return and 
pulled her into the relationship of her career. She followed in the 
footsteps of her role model, her mother—the celebrated war jour- 
nalist Prabha Dutt. 
Kargil 1999 transformed Barkha. She ceased being an ordinary 
reporter. Her hands on, blinkers off reportage of India's first ‘tel- 
evised conflict' earned her several laurels and awards, including 





& bee During Kargil, all of us 


were too caught up in the moment to 


process our emotions. Often there was 
a very delayed reaction. | cried 10 days after 
| came back from Kargil, when the 


trauma actually hit me ө * 


the coveted Chameli Devi Jain Award. Even as she 





her tears to boost troop morale, several accused her of 
'glamourizing' the war. “But the truth,” she says “is that 
in those hours we were mere chroniclers and the stor 


unfolding before us was larger than any reality most of u 


Pix: Rupinder Sharma 


had ever known." The trauma hit home later, and she wept 


for many days after the war, for the soldiers who died on dut 
for the journalists who died, also on duty 

Barkha took refuge from the staccato warfront reality in develop 
ing human interest shows: We The People and Reality Bites. Fron 
one grim reality to another. She filmed aboard ап American carrié 
involved in air strikes against Afghanistan 
chronicled the struggle of sexually-abused 


and she discovered acute 


women in Gujarat 
hunger at the root of a viral epidemic in remo 


Rajasthan. Daring to make a statement 


putting on an act. "I try to be myself. An 
average person whom viewers can identif 
with. Not a TV personality." 
Frank, fearless, firebrand journalism meets sensitive, think 
femininity in Barkha. Named among 100 ‘Global Leaders of T 
morrow' by the World Economic Forum in 2002, she's beer 
there, done that: covered conflicts and negotiations, interviev 
heads of state and hapless riot victims, filed stories from villa; 
and megapolises 
Through the pain and triumph, her indomitable spirit sustair 
her. She believes her work can make a difference somewhere. SI 


understands that her only choice as a journalist is to be emotior 


ally honest, to find the courage to give voice to more than on 
truth. And as she toasts ‘victory’ atop Tiger Hill, from a 
of gin, lifetimes are being lived in a moment 


From 9 to 5, vou can stare at my brains. 
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V.N. Dalmia 
Chairman, Dalmia Continental 


I am reading THIRD WORLD WAR by 
Humphrey Hawksley, last year's 
best-seller. It's a fascinating story of a 
third world war that is triggered by an 
Indo-Pak war, with the US pitched 
against the Islamic nations and North 
Korea for good measure. 

I usually read fiction, and my 
favourites are John Grisham and 
Michael Crichton. I also read a lot of 
graphic novels, Batman being my 
favourite. I don't go for any business 
strategy books; I read enough of them 
in my MBA days. І get all the business 
know-how І need from business 
magazines and dailies. 

I have also read my half-sister's 
account of our father (Neelima Ad- 
har's Father Dearest — The Life and 
Times of R.K. Dalmia). But it was 


awfully sexed up and more pulp 

fiction than anything else. I hear she 

is planning a sequel. ш 
ALERT 


The Sikh Heritage 
by Dr Daljeet (Prakash Books) 


SHOULD one crib 
about the language or 
the lack of style in 
this narrative? Not at 
all. As the eye travels 
over the lush 
illustrations, one 
flowing into the next in a rich 
visual tapestry, such short- 
comings don't really matter. The 
author brings together the 
different strands of Sikh history 
to weave an absorbing account 
of the followers of Nanak. 








The mind of 


PROSENJIT DATTA 


OME of the longer chapters in 
this book run into... three 
pages. Phew! Don't let that 
put you off though. Most of 
the chapters are a half-page 
to a page-and-a-half long. So 
that the lessons can be understood 
easily. Without taxing your grey matter 
too much. Donald Trump has lots of 
advice to give you. And he wants to 
keep it short. Succinct. Byte sized. 

But we are getting ahead of our- 
selves. This is Trump's fifth book. Like his 
four previous volumes, this one too is a 
peculiar mixture of genres — 
autobiography inextrica- 
bly meshed with self-help. 
In this one, Trump ostensi- 
bly wants to offer you ad- 
vice on how to get rich. 
Like him. He has titled the 
introduction ‘Five Billion 
Reasons You Should Read 
This Book’. The allusion, 
presumably, is to his net 
worth. Trump, in his more 








SELECTION 





conservative moments, claims that he is 
worth at least five billion dollars. No- 
body else — not his acquaintances, not 
the business magazines that follow him 
regularly, not his business partners, cer- 
tainly not the banks and other financial 
institutions who have lent him billions 


| —is willing to hazard a guess. Some of 


his ex-associates, according to Fortune 
magazine, estimate that he is worth not 
more than a few hundred million. 

The problem is that Trump's compa- 


| nies and deals are so complexly struc- 


tured that it is almost impossible to fig- 
ure out how much of his companies he 
actually owns. Also, large chunks of his 
empire, like the casi- 


HOW TO 
GET RICH 


By Donald Trump 


Random House 


Selling reforms 


HE problem with books which are | 
just collections of columns writ- | 
ten by an author over a number of | 
years is that the reader soon gets | 
lost. Columns are usually reactions (of- | 
ten immediate) to events that have oc- 
curred. Reading them a year or a couple 
of years laterin book form is next to use- 
less because there is hardly any 
context (since the columnist is writing 
for the newspaper reader who presum- | 
ably knows the context). Worse, time | 
and the benefit of hindsight means that 
the reader is now better informed about 
the causes and the facts behind any | 
particular event. 
Thankfully, India: Redeeming The | 
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Economic Pledge by Bibek Debroy (Aca- 
demic Foundation) doesn't seem to suf- 
fer from such a problem. Debroy has 
updated the columns and put them in 
context to reflect the passage of time. 
The book is a collection of 38 small 
chapters, each of which is based on 
columns written by the author for the 
Bengali newspaper Ananda Bazar Pa- 
trika (a part of the ABP group, the pub- 
lishers of Businessworld ) and the Telugu 
newspaper Andhra Jyoti. Most, if not all, 


| chapters are readable. The topics cov- 
| ered are diverse — from the 1991 bal- 


ance of payments crisis to legal reforms 
and higher education — but it's obvious 
that Debroy has just three or four 





nos, are staggering under billions of dol- 
lars of debt and also losing market- 
share. One thing is for sure though — he 
leads an amazingly rich life, and he 
makes mega million and billion-dollar 
о deals all the time, even if dozens of his 
“earlier deals have turned sour. And he is 
‘a deal-maker and self-promoter par ex- 
cellence. In fact, as far as the latter qual- 
 ityis concerned, he could make Richard 
_ Branson look like a rookie. 

Now for the tips on how to get rich. 

And here are some you will never find in 
с another self-help book: 
d Read Carl Jung. Get a prenuptial 
agreement. Hold a grudge. Sometimes 
you still have to screw them. Don't 
_ equivocate. If you have them by their 
balls, their hearts and minds will follow. 
Being stubborn is an asset. 

Just in case you haven't understood 
what this book is all about, it is essen- 
tially a peek into what Trump thinks 
made him successful. (And as Trump 
will tell you, he is the most successful 
man ever. He is the best and the biggest 
property developer. The biggest come- 
back artist. The best boss. The best deal- 





Donald J. Trump 


ments. He is dead serious about it > 


е ment with marble floors and gold 2 
bathroom fixtures. But mycar- 
toon is real. Гат the creator of 
_ my own comic book, and! love 
‘living in it. if you’ re going to ; 

think, think big. | 





maker. The best salesman. The most | 
successful reality TV showman. The | 


best.... Trump's need to be the best is so 
obsessive that he even loves the New 
Yorker cartoon which shows Donald 
Duck sitting at a bar saying morosely 


that he remembers the time when he | 


was the Donald). 


The book itselfis trash. But the mind | 


_ BOOKMARK 





That's how, he says, he managed to stay > 
rich even after his breakup with Ivana. — 

She had so many lawyers that it 
needed a bus to transport them to the 
divorce court, but his prenup was wa- 
ter-tight. Oh yes, he has had prenups 
with each of his wives no matter how 
much in love he was at that time, This, 
of course, doesn't prevent Trump from 
also declaring that you need to trust 
people — that there is no meaningful 
relationship without trust! 

Similarly, Trump is dead certain 
about picking up a great assistant from 
the NBC reality show The Apprentice, 
On the show, contestants fight and 
backstab each other through the 
episodes for a chance to become 
Trumps assistant. But then Trump also 
believes it's best to go by your gut feel- 
ing when you hire. 

If someone lends you this book, 


| read it for pure, unadulterated enter- 


of Donald Trump is truly fascinating. | 
|! keep your money. And yes, Donald 


Because it is truly weird. Take for exam- 


ple his advice on prenuptial agree- | 


favourite themes. These are trade re- | 
forms, governance and legal reform, | 
education and government finances. | 


Most of his columns revolve around 
these topics and many of them are 
linked together. 

Debroy, an economist, says that he 
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originally wrote these columns because 
he felt that reforms hadn't been ‘sold’ to 
the people of India but had been thrust 


tainment. Don't buy it yourself though. 
That is another way in which you can 


Trump would approve of that, w 


| (NDA), which was viewed as pro-re- 
| form, the book makes for interesting 
| reading. The results are being inter- 
‚ preted by many as a revolt by the poor 


on them, which is why most political 
parties have found no votes іп the re- | 


forms. That's the reason why he decided 


to go beyond the pink papers and to | 
| tion outcomes. Yet, we've been a failure 
| evenasa so-called ‘socialist’ country be- 
| cause we haven't been able to solve 


write for the vernacular press. 

His stand on many of these issues is 
clear as well. Debroy feels that the econ- 
omy has underperformed and that re- 
forms are necessary to "push India to a 
higher growth trajectory". Hence this 
bookis strongly pro-reform. 

Against the backdrop of the latest 
election results and the shocking defeat | 
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of the National Democratic Alliance | AVINASH CELESTINE 


against the rich and middle classes, who 
are seen as the only ones to have bene- 
fitted from reforms. In one chapter, De- 
broy points out that in the five and a half 
decades since India gained its indepen- 
dence, four decades were spent аз а so- 
cialist country. All socialist countries, 
despite other faults, have had excellent 
records in improving health and educa- 


these issues. Perhaps, it's the failure of 
the NDA government to implement 
these basic reforms that has caused the. 
election upset. The Congress. govern- 
ment should keep these facts in mind. 
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Watt for the 


Tisin the nature of alliances to pull in many differ- 


ent directions. In a Common Minimum Pro- | 


gramme (CMP), which binds no one but may 

impress some, everybody is tempted to throw in his 

pennyworth. It is perfectly possible for a reader to 
pick up a sentence and be frightened, shocked or elated. 
But what matters is the total document; and what matters 
about it is not what it says but where it points. 

Seen that way, the sharpest changes in direction that 
the CMP indicates are not economic. It promises the re- 
peal of the Prevention of Terrorism Act, which has been 
extensively abused by state governments. It promises to 
take the prosecution of rioters out of the hands of the Gu- 
jarat government, which has been so partisan as to invite 
severe condemnation from the 
Supreme Court. And it prom- 
ises to sanitise school text- 
books in which Murli Manohar 
Joshi introduced much com- 
munal, tendentious nonsense. 
In all these areas, the perform- 
ance of the NDA government 
was shameful; the CMP only 
promises to reverse measures 
which should never have been 
taken in the first place. 

There is also a major 
change in economic priorities 
in the offing. The new govern- 
ment will spend more on agri- 
culture, health, education and 
the labouring poor. This may 
looklikea novelty because they 
found so little mention under 
the last government. But these priorities can hardly be 
faulted in this country. 

The CMP promises to do more for backward castes 
and minorities. This is in service of its electoral base. Yet 
programmes targeted at particular sections of the com- 
munity have never worked in this country. Chandrababu 
Naidu found that most students who took advantage of 
hostel facilities for scheduled castes in Andhra Pradesh 
were high-caste. So the money the United Progressive Al- 
liance (UPA) will spend on its supporters may be wasted 
and may not bring it votes. But sharing the kitty is what 
politics is about; so there is little here to surprise or shock. 

The thoughtless statements of the Prime Minister and 
Mr A.B. Bardhan threatening market manipulators with 
dire consequences are repeated in the CMP The promise 
to find safe investment channels for small investors, and 
to strengthen Sebi, suggests that the UPA is driven more 
by paranoia and less by knowledge when it comes to the 
stock market. To say that the country needs two or three 


The CMP is a bulging shopping 
bag. The United Progressive 
family, buoyed by its success, 
has gone shopping for ideas 





pudding 


| times as much foreign direct investment, without any 
idea of what measures this requires, shows the same lack 
of thinking. The CMP shows a preference for foreign port- 
folio investment, but it shows no awareness of the fact 
that foreign portfolio investment in well managed com- 
panies cannot increase without raising the ceilings. The 
CMP talks of expanding competition in banking, but its 
way of doing so is to give government banks managerial 
autonomy. Just how that would increase competition is a 
mystery. Government banks have shied away from fund- 
ing productive activity or small industry, and have pre- 
ferred to park their funds in government bonds. What 
good would managerial autonomy do if they continue to 
favour bankrupt state government companies over up- 
and-coming entrepreneurial 
businesses? The authors of the 
CMP have got it all wrong. 

The CMP’s promise to elim- 
inate the revenue deficit by 
2009 is very welcome, but how 
the UPA will do it is obscure. 
The CMP contains many ideas 
about how to spend more 
money, but none about how to 
raise it. It talks of raising the 
tax:GDP ratio. But it tries to 
give the impression that the 
UPA government will not raise 
taxes — that it will raise all the 
revenue needed by more effi- 
cient tax collection. This is 
gobbledygook — all the more 
surprising in view of the Prime 
Minister's economic prowess. 

The CMP portends a return to more active industrial 
policy. It promises a National Manufacturing Competi- 
tiveness Council. The concern about manufacturing 
competitiveness is entirely justified. There are, however, 
models for this council which could spell an end to com- 
petitiveness. It could be a midget planning commission 
— all talk and no work. Or it could become a plaything of 
big industrialists. But if it were given a strong research 
backbone and a global orientation, it could be a powerful 
tonic for making India a great manufacturing hub. 

The CMP is a bulging shopping bag. The United Pro- 
gressive family, buoyed up by its unexpected electoral 
success, has gone shopping for ideas. Its chaotic pur- 
chases will have to be sorted out, and eventually, it will 
cook something out of them. The viands it has bought 
may not be what we might have chosen, but let us not 
turn up our noses. The Alliance may well turn out to be a 
good cook; for a demonstration of its culinary skills, we 
have to wait a bit longer. № 


ANTHONY LAWRENCE 
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How many policies would you need to cover this? 


LJ Property all risks cover ] Business interruption cover 

L Goods in transit cover [ 1 Group personal accident cover 

[L] Legal liability towards employees cover [ 1 Group health insurance cover 
Or 


LI One, Uni-Industry Care policy that covers all of the above and 
gives you upto 10% off on premium. 





United India's Uni-industry Care policy is a one of a kind policy for manufacturing concerns which gives a blanket cover on as many 
as 9 risks. Now you not only get to take care of all your risks in one shot, but also save as much as 10% on your insurance premium 
For more details, call your local UI branch or visit our website. 


«7% UNITED INDIA INSURANCE CO. LTD. 


° 

Ta кыш Registered & Head Office : 24, Whites Road, Chennai - 600 014. 
3 иттер INDIA, At United India, itS always U before I 
i www.uiic.co.in 
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Sansui DVD player. It has got more features than ordinary DVD players. It's a DVD player, a VCD 
player, an ACD player, a МРЗ player, a CD-R / CD-RW / DVD-R playback, shows JPEG images, is 
Kodak picture compatible and is 5.1 Channel Home Theatre ready. Exactly why it offers the best 








value-for-money. In fact, the 5.1 channel can transform your home into a virtual home theatre. 
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What Business Demands, 


The fabric that inspired 
100+ of Fortune's 


Global 500 Customers 


A magnificent piece of fabric is created 
by inspiration, intricate craftsmanship, 
and single-minded ^ dedication. 
Qualities that we weave into our 
partnerships with customers. As a 
result of which, Satyam h ned the 
trust of 100+ of Fortune 

customers, We call it our fabric of 
commitment...a fabric we are proud 


to wear. 


Global 
500 


Customers 





* Presence in 45 countries * Over 14000 Associates * An SEI CMM Level 5 organization 
* Over 300 global customers * 18 Development Centers worldwide 


Satyam Computer Services Ltd. 
Registered Office: Floor І, Mayfair Centre, 5 P Road, Secunderabad - 500 003. Tel.: + 91-40-27843222 
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PM’s History 


О Let me spoil the party and 
say this: Manmohan was 
among the top people when 
banks were nationalised in 
1969. He was also around 
when FERA was created. He 
was the RBI governor when 


loan melas were held by Rajiv Gandhi 






(who was not even a minister then). I do not recall him 

saying anything against these loan melas, which hurt the country. Yes, 
he is personally honest, but so are many other politicians like L.K. 
Advani, Madhu Dandavate and the late Ghanshyam bhai Oza. 


Gopi Maliwal, posted on BW website 





BLAME ADVANI AND THE POOR 
Vajpayee and Advani are to blame for 
the Congress victory (‘India’s Unlikely 
Iron Lady, BW, 31 May). They took the 
BJP away from Hindutva and pandered 
to traitors that pretend to be secular. 
More importantly, it is the over- 
sympathised so-called ‘poor’ who carry 
the blame too. This is 


a worry, because they are the real India. 
What is shocking is that this real' India 
has degenerated so far that terms like 
self-respect and patriotism have been 
simply lost. 

Anjali Anantharaman, via email 


CLARIFICATION 

We need to register our formal protest 
against a boxed article titled 'Dead 
Brands Tell No Tales’ (‘India Shopping,’ 
BW, 24 May). 

It is extremely distressing to note 
that Akai has been called a ‘dead brand’ 
and equated with Hitachi, Moulinex 
and Aiwa. Please note that all the other 
brands had ceased to exist in this 
country, whereas Akai has been around 
all this while. Akai is a brand with a 
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| Rs 400-crore-plus turnover in India 





and enjoys a healthy market share of 
over 4%, which, incidentally, is 
comparable to that of Philips and 
better than BPLs. 

What prompted Akai's inclusion in 
this list of dead brands beats our 
understanding. Akai is not only alive 
and kicking, it is a healthy brand. 

Let me address the criteria chosen 
by you to declare a brand dead. You talk 


| about consumers not being sure about 


the quality of Akai goods. If quality 
were such an issue, how is it possible 
that in a Customer Satisfaction Survey 


| done by your magazine in the latter 


part of 2003, Akai has fared better than 
many consumer durable giants? 

A brand does not fail if it is not the 
market leader. By your own logic, all 
brands except the market leader would 


| be termed as failed brands. 


Please realise that your ill- 
researched article has cause great 
damage to the image and prestige of 
Akai as a brand. The least we expect 
from a reputed and successful 
publication like yours is to get its facts 
right and not pass a severe judgement 
on the fate of a brand. 

Tarun Jha, senior manager (advertising 
and marketing) Akai Consumer Electronics 


| BW replies: 


We did not intend to suggest that Akai 
is a failed brand. 


: 





Write in at | 
editor@bworldmail.com 1 
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RHA ANT 


Written off some years ago by industry watchers, 
Kishore Biyani is back — as India’s biggest retailer 


COVER STORY : Retail's Big B 


Two years ago, no one took Kishore Biyani seriously. His company, Pantaloon Retail, was seen as a one-man 
show. Biyani himself was regarded as unpredictable, and not a long-term bet. Today, he is the biggest retailer 
in India. Here is how the maverick ignored conventional wisdom on retailing, and won. 





NAMAS 


No unalloyed blessing 2:4 Outsourcing Pharma 


Ifthey can get better returns byin- | The outsourcing fever is _ 
vesting athome, NRIs will. Andan | spreading to the Indian 

interest rate differential is what pharma industry. With a body 

has been driving the depositsinto | comprising a large pool of low- 

NRE accounts, While former RBI cost manpower, and a spirit 

governor Bimal Jalan was sangui- | Willing to be involved in 


ne about this, his successor clinical research and formula- 
tions, India looks ready to work 
with pharma companies 


across the world. A report. 


Y.V. Reddy isn't, and is trying to 
curb the flow of NRI ‘hot money. 





4 RBI: Smelling danger 
Sandoz CEO Christian Seiwald on the speed factor 


MIA. : BW profiles the fi 'r IB chief i : М . : Р 
М.К. Narayanan: Bw profiles the former IB chief in India that makes it a BPO hotspot for generics companies. 


who will be advising the prime minister on internal security. 


Computer Associates А new team is at the top, B-schools Low-cost MBA, world-class education. 
but ex-CEO Sanjay Kumar remains very much in the picture. Two academics could make the twain meet in India. 
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50 Metro The German 
retail group promises to 
transform the shopping 
experience with a system 
rooted in technology. 


« Shopping Solutions: 
Science enters the mall 








IN VOGUE 


e2! Biz Book Whiz 


Howis this for a plot? A business 
that is conducted like a love affair, 
and which its owner and the hero of 
our story, Nicholas, proudly calls a 
‘guerrilla outfit’ in the commodified 
world of book publishing. Enter 
Nicholas Brealey Publishing. 


Brealey: Abandoning formula » ` 





64 Bookmark Bhaskar Chakravorti’s take on what an 
innovator must do after the Big Idea. And the first IIT novel. 





COMMENT 


22 Ashok V. Desai P Chidambaram has 
the inclination to radically change India's 

3 Mi economy. Now he may finally have the time. 
COMMENT 

32 Noni Chawla Human beings are 


driven by feelings, not analyses. And a vote 
based on feelings and conscience is not wasted. 


ECONOMICS 2.0 
42 Niranjan Rajadhyaksha тһе 


move to financially integrate Asian economies 
is less lofty; itis based on reality. 
ARBOR MENTIS 


52 Subroto Bagchi Tenacity, and not 
competence, often decides who succeeds — 
bothat the organisational and personal levels. 
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| world has shown that organised 


 Afortune in retail 


USINESSWORLD did the first-ever cover story on 
retailing in May 1999, titled ‘Rushing Into Retail’. 
We then saw organised retail as an exciting terri- 
tory where new fortunes would be made and new 
reputations built. Five years down the line, it is 
clear that maverick entrepreneur Kishore Biyani has come out 
ahead in the race to be India’s largest retailer. With Rs 650 crore 
in sales and with 1.1 million sq. feet of shopping space, Biyani 


| isall set to ride the retail growth wave. 


The only question is this: can Biyani create a professional or- 
ganisation that can manage the growth? The early signals are 
good, says principal correspondent M. Rajshekhar who wrote 
the story. There was a time when Biyani wouldn't even get invi- 
tations to industry get-togethers, says Rajshekhar, because he 
wasn't regarded as a serious player. There should be no doubts 
about his seriousness now. 


The snazzy shopping malls and 
retail chains that are coming up 
are often seen as leisure centres 
catering to a sliver of higher 
income groups. That may be so 
now, but this perception does 
damage to the transformational 
potential of the business. 
Experience everywhere in the 





retail has a key role to play in re- 
ducing prices and improving 
productivity in every sphere of economic activity — from 
farming to garment making. Right now, organised retail in the 


| country accounts for just 2% of the overall market, That is 


minuscule even by developing country standards. The best 
way to speed up the growth of the industry is to start allowing 
foreign investment. 


The new government is yet to reveal its mind on many eco- 
nomic issues, but I do hope it will come around to seeing pro- 
ductivity — not just employment — as the key issue to ad- 
dress, if reducing poverty is the objective. Creating 
low-productivity employment for the short term is easy —any 
half-baked food-for-work programme can accomplish that. 
Raising productivity and incomes across the board will re- 
quire real action on multiple fronts. But more about that in an- 
other issue. This week, turn to page 44 for an interesting story 
on how two US professors of Indian origin are trying to set up 
two world-class management institutes in the country. 


th 
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NRI DEPOSITS 


Memories of 91 


NRI deposit inflows could be a problem, admits RBI finally 


IX months into his new 
job, Reserve Bank of In- 
dia governor Y.V. Reddy 
seems to be reshaping 
the central bank's re- 
sponse to the huge capital flows 


country over the past year. 

In a 48-page report issued last 
week, a team of RBI officials made 
it clear that the central bank sees 
the huge build-up in deposits by 
NRIs in the country's banks over 
the past year as a problem. NRI 
deposits have risen by almost $6 
billion this year alone. As a pro- 2 
portion of external debt, they've ¢ 
risen from 22% in 2000 to almost i 
30% in March this year. NRI in- 
flows into the country accounted 
for around 15% of the accretion to for- | 
eign exchange reserves over 2003-04. 

The main reason for the huge in- 
flows was the huge difference between 
Indian and US interest rates. If an NRI 
had invested his money abroad, he | 
would have earned just around 1-296. In. | 
India, an NRI was getting a return of as 
high 3-4%. With the rupee appreciating 
against the dollar, there was also little or | 
no risk from losing out because of ex- | 
change rate movements. 

The latest report is a clear policy | 
shift. Right throughout last year, the 


RJUN Singh has ended the In- 

dian Institutes of Management 

fee-cut spat, but for the schools 
the freedom to set the fee structure (by 
6 June) has come with "the responsibil- 
ity to ensure social equity". They must 
see to it that the economically disad- 
vantaged don't miss out. 

IIM-Ahmedabad is taking the issue 

head-on. Тһе IIM-A Society has decided 
to enhance its need-based grant pro- 
gramme and will design and implement 
scholarships ranging from partial to full 


— Allfiguresatend ofMarch. | JS 1 i 


01 


problem had been building up and yet 


| the RBI's response seemed mixed. On 


theone hand, in a speech in September, 
then RBI governor Bimal Jalan had said: 
“ „There is likely to be little incentive to 
send large amounts of capital to India 
merely to take advantage of the interest 
differential... On the whole, it is likely 
that external flows into India have been 
motivated by factors other than pure ar- 
bitrage." At the same time though, the 
central bank had progressively reduced 
the maximuminterest rates on the main 
type of NRI deposits (NRE) from 250 ba- 
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sis points over Libor to 100 basis points 
and then finally to 25 basis points above 
Libor in October last year. 

The latest report makes its stance 
fairly clear though. “NRI deposits pose 
potential problems for policymakers in 
times of crises, when they display a high 
degree of volatility...” it says. 

The main reason for the change in 
mood, say RBI sources, are the very dif- 
ferent perceptions of the two governors. 
Jalan was sanguine about the build-up 
of NRI deposits. Reddy is not. 

So why is the central bank so wor- 


FUNDING AN IIM EDUCATION 


Exorcising Joshi’s ghost 


fee waivers. But the trick will be to 
judge who really needs a scholarship. 
“Usually 14-15% of the students are 
candidates for the scholarship, but in 
the past not even half of them applied 
as they did not satisfy various criteria,” 
says Bakul Dholakia, director, IIM-A. 
Also, as Ashish Bhattacharya, dean 
(planning and administration), IIM-Cal- 
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cutta, says: “We will have to look at var- 
ious criteria. For instance, we cannot ig- 
nore assets as many people report low 
income, but have huge assets.” So a 
template to evaluate the ‘need’ will 
have to be worked out. 

Meanwhile, IIM-A is planning to hike 
its Rs 25-lakh budgetary allocation for 
need-based full scholarships to Rs 50 


ried? NRI depositinflows, unlike foreign 
direct investment, constitute ‘hot 
money’. Almost all of it is immediately 
repatriable. So, the RBI has proposed 
lowering the ceiling interest rate on the 
NRI deposits and taxing them. 

In all this, the foreign exchange crisis 
of 1991 weighs heavily on the minds of 
policymakers at the central bank. Which 
is ironic, considering that foreign ex- 
change reserves are now around $117 
billion, whereas in 1991 they were barely 
enough to cover two weeks of imports. 

The parallels are ominous though. 
Between 1987 and 1990, NRI deposits 
flowed into the country at a rate of $1.3 
billion a year. In 1991, between April and 
June, NRIs pulled out almost $1.6 bil- 
lion, precipitating the worst foreign ex- 
change crisis in India's history. A decade 
later, NRI deposits are on fire again. 

The report has come out at a time of 
political flux, so it is unclear as of now 
whetherallits recommendations will be 
implemented. However, they are proba- 
bly more likely to be introduced under 
this government than the previous one, 
which was more friendly to NRIs. 

Critics point out that the latest move 
to cap interest rates on the deposits and 
tax them, misses the point. "The real 
problem is that the RBI, by its currency 
policy, has provided NRIs with a one 
way bet on the currency," says Ila Pat- 
naik, an economist at the National 
Council for Applied Economic Re- 
search. Given the huge dollar inflows 
into the country over the last year, the 
rupee would have appreciated by far 
more than it has had the RBI not per- 
sisted with absorbing those inflows and 
adding them to reserves. з 

AVINASH CELESTINE 


lakh-60 lakh this year. The money will 
come from the school’s revenues and 
maybe the industry and alumni as 
well, says Dholakia. IIM-C is institut- 
ing full scholarships and will set aside 
Rs 10 lakh-15 lakh for it. So needy 
students who fit the criteria can ex- 
pect a 95-100% fee waiver at the 
IIMs. Unlike before, IIM-A is now 
prominently advertising this scheme 
in its letter of admission to the incom- 
ing batch, says dean Indira Parikh. BI 
NEELIMA MAHAJAN 


PROFILE: M.K. NARAYANAN 


The consummate 
insider 





UREAUCRACY folklore has it | giving them plum assignments. Рег- 

that whenever former prime  һарѕ it's because he chose well that 

minister, the late Rajiv his decisions were rarely questioned. 
Gandhi, was in the mood for chit- A topper of his batch, Narayanan 
chat, he would call M.K. Narayanan got through the civil services exami- 
and listen enthralled as the man who | nation in his first shot and joined the 
was his intelligence chief regaled him | IPS at the tender age of 21 years. It 
with stories from the shadowy world — is his 37 years of experience, most of 
of spies and espionage. | themin the IB, that the new govern- 

The close friendship (for, the offi- | ment hopes to tap. 

cial relationship very quickly became It is not clear yet what role 
a personal one) between Narayanan | Narayanan will play in the Manmohan 
and the Gandhis continued even af- | Singh setup, but as adviser on inter- 
ter Rajivs death. It was no surprise, | nal security matters he will certainly 
therefore, when the former di- be overseeing a vast array of 





rector of the Intelligence sensitive policies, from 
Bureau was ap- militancy in Jammu 
pointed as adviser and Kashmir to in- 
(intemal security) surgency in the 
to Prime Minister North-east, from 
Manmohan Left wing extrem- 
Singh last week. ism to caste and 
Acknow- communal con- 
ledged in police flagrations, from 
circles as one V.I.P security to 
of the best in- the threat from 
telligence men terrorists of 
in the business, all shades. 
Narayanan was Will he be a 
certainly the most super-duper home 
powerful IB director minister? He will 
the country has seen certainly shape policy 
yet. Rajiv Gandhi not only decisions, but being a 
depended on him for infor: shrewd man not given to 
mation related to internal secu- attracting controversy, 
rity concerns, but is believed to have Narayanan is likely to stay 
often consulted him on political mat- away from treading on the home 
ters, bureaucratic appointments and | ministry's toes. 
issues well beyond the usual brief of Unlike J.N. Dixit, who as national 
an IB chief. | security adviser has been given a 
For a man who had the confi- | large share of executive responsibility 
dence of the prime minister, carved out of the principal secretary's 
Narayanan kept a surprisingly low powers, Narayanan is not expected 


profile. And it's a tribute to his tact 
and skills that despite all the contro- transfers and postings. But given his 
versies that raged through Rajivs close links with 10 Janpath, bureau- 
tenure in office, not a whiff of scandal | cratic circles have no doubt that he 
touched Narayanan. This was despite | will quickly emerge as the man to 
his penchant for collecting a coterie watch in the new government. m" 
of blue-eyed boys around him and | ARATI R, JERATH 
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Tis widely believed that the: finan- 
[ices of india Inc. have beer impro- 
ving since 1991. A paper for the In- 
ternational Monetary Fund by Petia 
Topalova challenges this. Is says 
1996-2002 was a trying period. She 
has analysed the important ‘inancial 
ratios of the Indian corporate: sector 
since 1989 — pored over th? finan- 
cial statements of about 619,000 
* registered non-financial firms to 
identify their financial vulnerabilities. 
Topalova says: "While promising 
trends in liquidity, profitability and 
leverage emerged in the 1990s, 
they experienced a reversal after 
1996." Aggregate leverage i^- 
creased and dependence or: short- 
term debt rose a bit. Profit niargins, 
too, fell. And her analysis of indian 
companies has showed that “30%... 
were unable to generate enough 
cash to cover their interest рау- 
ments in 2002, which is a potential 
risk to lenders." 
| But there is no cause foi worry. 
None of the indicators are а: dan- 
gerous levels. And the decline in in- 
terest rates and the econoniic re- 
covery will make things ever: more 
" comfortable. Then there's tl:e happy 
* ^. fact that Indian companies have 
very moderate foreign borrowings. 
But what if interest rates: shoot 
up later? “Stress tests suggest that 
the financial health of the corporate 
sector would be moderately af- 
fected by adverse interest rate 
shocks,” says Topalova. 


IS 


HE government has saic that the 

fiscal deficit is even lower than 
what we had assumed. The interim 
budget announced by Jaswant 
Singh had said that the fiscal deficit 
for 2003-04 would be 4.8%. of GDP 
The new numbers — which may be 
the final ones — show that the 
deficit in the previous financial year 
was an even more modest 1.5796. 

This column had previously 
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by Niranjan Rajadhyaksha 


noted that one result of the lower 
than expected fiscal deficit was the 


huge Rs 23,000-crore cash balance _ 


that the government held with the 
Reserve Bank of India. The govern- 
ment now seems to be running 
down this cash balance rather than 
borrowing anew from the RBI. Ас а 
result, net RBI credit to the govern- 
ment this year is 93% lower than 
last year’s level. 


Æ 


HE comrades of the Left are 

unlikely to be readers of Forbes, 
a magazine that calls itself the 
capitalist tool. Well, the magazine 
has come out with its annual tax 
misery index that calculates how 
heavy the tax burden (personal tax, 
corporate tax, social security 
charges and VAT) is in various 
countries. India is way down at the 
bottom; 46th among 50 countries. 
This means that Indian tax rates are 
among the lowest in the world. 

Data like this could be used as 
political cover to push up tax rates. 
But what we must remember is that 
most countries with high tax rates 
(especially those in Europe) also 
provide lavish social security. They 
don’t use higher tax collections to 
pay more to the bureaucracy. 


æ 


CONOMIST Philip Verleger has 

come up with an interesting 
idea to cut US’ dependence on pe- 
troleum. He calls it the "prospective 
gasoline tax". Uncle Sam should 
hike gasoline taxes by a stiff $2 a 
gallon and by another dollar for the 


| following three years. The first tax 








should be imposed in 2009. The five 
years in interim will give the econ- 
omy time to adjust to newer fuels. 
And to cushion the blow, he says 
the US Treasury should securitise 
future gasoline tax revenue and use 
the cash to buy gas-guzzlers from 
citizens at their 2004 values. 
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PERSPECTIVE 


Bangladesh's 
acquiescence 


AST week Bangladesh's foreign 

minister Morshed Khan said in 

New Delhi that Dhaka is not 
averse to allowing a gas pipeline from 
Myanmar to India through its territory. 
If it is built, India, which has capped its 
natural gas production in the North- 
east at 10 lakh cu. m, could increase the 
output to 45 lakh cu. m. 

Khan's statement has huge implica- 
tions for the energy scenario in India, 
and industry, analysts and industry wat- 
chers are pleasantly surprised that 
Bangladesh will let India build the My- 
anmar-India pipeline across its terri- 
tory. In fact, successive Bangla govern- 
ments have turned the issue of 
exporting gas to India from its Bibiyana 
fields into a po- 
litical one. The 
pipeline, too, has 
been a no-no. 

And though 
Khan is still not 
in favour of ei- 
ther (even if the 
Myanmar pipe- 
line evacuates 
gas from Tri- 
pura), the My- 
anmar-India 
pipeline could well be the starting point 
for a pact on these proposals. Not every- 
one is convinced about the change of 
heart. Says former oil minister Ram 
Naik: "I don't know how people think 
they ve changed... But it's good for India." 

Whether it was the masterstroke of 
India's new oil minister Mani Shankar 
Aiyar or Bangladesh's desperation to 
bridge the oil demand gap of nearly 2.3 
million tonnes that was behind the offer 
is not known. What's known is Bangla- 
desh will squeeze the most out of any 
deal. After all, Khan has said the pipeline 
can be laid on “mutually beneficial" 
terms. In oil & gas, that means a transit 
fee, a highly controversial topic world- 
wide due to lack of standard rules. So Ai- 
yar's challenge is to arrive at a mutually 
beneficial transit fee for India as well. @ 

RAJEEV DUBEY 
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HE government has jus! un- 

veiled a new doctrine: the doc- 

trine of proportionality. What 

it means is that people sh эша 
pay according to their ability to pay. 
Those who have large incomes sh эша 
pay more and those who have smaller 
incomes should pay less. | wonder why 
no one thought of this earlier— it is such 
a simple and straightforward reniedy 
for the problems of poverty anc in- 
equality that we face. 

The finance minister introd!iced 
this doctrine while talking about lev ying 
an education cess, but I think the pr nci- 
ple could find application across the 
board. So last week, I decided to gt t to- 
gether a couple of my economist friends 
to brainstorm and come up with al st of 
new things that can be done using this 
principle to create a new kind о! hu- 
mane and just society. 

We found to our consterna ion, 
however, that others had already beaten 


S India's largest private secto! group 

scaling up its presence in Indi: 's 

healthcare industry? Reliance is in 
advanced talks to acquire a stake in 
Mandke Hospital, an ambitious Rs 250 
crore-300 crore facility coming up in 
Andheri, a sprawling Mumbai sub л. 





НЕМА T MISHRA 





DINESH KRISHNAN 


How new HRD minister Arjun Singh will 
find out real incomes is anybody's guess 


us to the task. Delhi chief minister Sheila 
Dikshit, for example. Or human re- 
sources development minister Arjun 
Singh. Dikshit has decided that those | 
who live in upmarket areas of Delhi like 
Vasant Vihar and Defence Colony will 


have to pay more for electricity while 
those living in slums will have to pay 
less. She is, in fact, dividing the city into 
various zones depending on their posh- 
ness quotient. 

We believe, however, that Dikshit's 
efforts can be improved. It is perhaps 
wrong to give every inhabitant in the 
same locality the same poshness quo- 
tient. Incomes differ widely within the 
same locality — for example, the cook 
who lives in the barsati and pays his own 
electricity bill. Or the school teacher 
who inherited his house. So it would be 
better to give each house in Delhi its 
own poshness quotient, depending on 
such things as the number of cars in the 
garage, the number of Kashmiri carpets 
and air-conditioners, the kind of fittings 
used in the bathrooms, etc. To get this 
whole scheme working, Dikshit will 
have to employ a large number of inves- 
tigators, but that could be a great way to 
reduce unemployment. Where will Dik- 


MANDKE HOSPITAL 


Reliance: A shot in the arm 


| The hospital was the dream project of 
late Nityanath 'Nitu' Mandke, an emi- 
nent Mumbai-based cardiac surgeon. 
His death last year threw the project 
out of gear. Speaking to BW, Alka 
Mandke, anaesthetist and wife of Nitu 
Mandke, confirmed she was talking 
with Reliance for a partnership. “We 
are positively considering them, but 
nothing is final," she said. A Reliance 
spokesperson declined to comment. 

There could be more than one rea- 

son for the oil-to-communications be- 
hemoth's interest in the Mandke Hos- 


Mumbai's stalled Mandke Hospital 





project waits for a helping hand 
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pital. Healthcare is no doubt a growing 
and profitable industry. But for Reli- 
ance, ownership of hospitals will also 
dovetail neatly into its plans to make a 
dent in the business of clinical trials — 
tests of new drugs on human subjects 
to gauge their safety and efficacy. 
Group company Reliance Life Sci- 
ences is pitching for business from in- 
temational pharma companies, which 
spend $8 billion a year on outsourcing 
these trials to clinical research organi- 
sations (CROs). Reliance Life is be- 
lieved to have tied-up with UK-based 
CRO Kendle to bring in some business. 
In India, emerging CROs are tying up 
with hospitals to conduct these trials 


TRIBHUWAN SHARMA 


shit find the money to pay them? I sug- | 


gest that these employees be paid only 
token salaries, say, Rs 500 a month, as 


they can always make up for the short- | 


fall through tips from the householders. 

Now let's turn to Arjun Singh's idea 
— of a graded fee structure for those 
who want to study at IIMs. The plan is 
that those with higher incomes should 
pay higher fees for their wards, while 
those with lower incomes will pay lower 
fees. I don't know yet what method Singh 
will use to find out the income of those 
who don't pay income taxes, but I sug- 
gest we follow the same general princi- 
ple underlined in the previous para- 
graph: appoint a large number of babus 


Sheila Dikshit's differential power rates 
could generate income and employment! 





faster and cheaper than in hospitals in 
the West. By owning hospitals, Reli- 
ance moves further up the value chain 
and may even be able to enlist large 
volumes of patients faster. 
Reliance has been dabbling in 
healthcare for a while. For the last five 
years, it has been associated with the 
400-bed H.N. Hospital in Mumbai, 
funding its expansion and upgradation. 
Reliance Life Sciences has also used 
some of this hospital's facilities for 
stem cell research. Reliance Industries 
has built an 82-bed trauma care hos- 
pital near its refinery at Patalganga. It 
also owns a medical centre and inten- 
sive care unit near its refinery in Jam- 
nagar, Gujarat. Reliance Energy, the 
group's power company, has built a 
100-bed superspeciality hospital in 
Mumbai in collaboration with the city's 





to give income certificates to all who de- 
sire them. The babus could be paid to- 
ken salaries, since they can make up for 
the shortfall through generous contri- 
butions from those who want the certifi- 
cates. Thus, we solve two problems at 
once; unemployment and social justice. 
While I am at it, I would like to take 
the idea a little farther. My inspiration 
comes from the political leaders in Ma- 
harashtra who have now decided that 
reservations should be imposed not just 
on the public sector, but on the private 
sector as well. I think the doctrine of 
proportionality should apply to the pri- 
vate sector too. This is how it could work. 
All income tax payers should be graded 
into, say, 20 categories based on the 
amount of tax they pay. Every product 
and service that is sold in the market 
should also have 20 different rates. Let's 
take a concrete example, a Bentley car. 
For an income-tax payer in grade num- 
ber 20 (the highest level), a Bentley 
should cost somewhere around Rs 100 
crore. For an income tax payer in Grade 
1, it should cost around Rs 10,000. What 
applies to the Bentley should also apply 
to houses, consumer durables, non- 
durables and everything else you can 
think of. Imagine the kind of equitable 
society this will create. As for myself, 1 
would like to get a Bentley for, say, 
Rs 75,000. What about you? ч 
L. BULB 


municipality under a corporate citizen- 
ship initiative. The group reportedly 
had plans to create an entire hospital 
network with H.N. Hospital as the hub, 
but is tight-lipped on the issue. 

With 550-beds covering 840,000 
square feet, the Mandke Hospital will 
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HLL VS P&G 


Rs 219.8 crore in Q1 СҮОЗ to 
Rs 207.8 crore іп Q1 CYO4. 
Late in February, P&G slashed 
Ariel prices from Rs 140 a kg to 
100, and Tide from Rs 80 to 46. 
While HLL hacked Surf Excel's 
price from Rs 139 to Rs 99 for a 
kg, it couldn't effect a similar 
price cut for Surf Excel Blue, 
which came down from Rs 70 to 
Rs 50 (for 700 g. Immediately, its 
buyers began switching to Tide. 
The P&G brand mauled another 
HLL brand too — Rin Shakti. HLL 


Shakti's price, close to Tide's new 
price, wasn't touched. Between 
Tide and Surf Excel Blue, it got 
cannibalised. 

Says an HLL distributor in 
Delhi: “Our volumes have gone 
down, not up." At the lower prices, 
HLL was hoping to make large vol- 
ume gains. But it lost margins and 
the volumes stayed down too. Offi- 
cially, both companies say that it is 
too early to tell. But, the battie- 
lines are clearly drawn now. Also, 
both companies have very differ- 
ent outlooks on this soap war. 
Unilever feels it is unsustainable. 
P&G says it is riding on a special 
low cost platform it developed for 
China and it will make money. This 
should continue for a while. | 
M. RAJSHEKHAR & NEELIMA MAHAJAN 





A What's the idea? 


| scriber base of 1.7 million. 


HE competitive pressures in 

the Indian wireless space just 

went up several notches. Sin- 

gapore Technologies Teleme- 

dia (STT) and Telekom Malaysia have 
bought AT&T's 33 96 stake in Idea Cellu- 

77 Jar for $200 million. STT is a subsidiary 
and telecommuni- 
cations investing 
arm of Singapore 
Technologies, a 
multinational with 
businesses span- 
ning financial ser- 
vices and engineer- 












M Together, the combine plans to put 
v5 incloseto $500 million to make a bid for 
/^ thenumberone or number two spot in 
the industry. Idea Cellular is currently in 
` the fourth spot in the market with a sub- 





ing. The cash-rich | 


{3 Telekom Malaysia 
| z has been scouting | 
[2 for investment 
i possibilities in Asia. 
^ Idea’s CEO , Sources indicate 
я мен that the Malaysian 
telecom major will 
\_/ bea financial investor while managerial 
. control will lie with STT. 








| of the game and re- 


| ment, which has been very active in In- 





dia of late, could be the driving force be- 
hind telecom consolidation some years 
down the line. Temasek owns a stake in 
Telekom Malaysia, STT and STT's par- 
entcompany Singapore Technologies. It 
also owns a significant stake in SingTel, 
Bharti's foreign partner. Sources close 
to Temasek say it has pursued a similar 
strategy in Singapore, where STT and 
SingTel compete heavily, and even in In- 
donesia. Even though at present Bharti 
and Idea Cellular do not have any syn- 
ergy, but in 5-10 years, the market could 
be different and Temasek could change 
its strategy. ш 

RADHIKA DHAWAN 


Sources indicate that Bharti Tele- 
Ventures had also made an offer, but the 
other two promoters, the Tatas and the | 
Birlas — who together own 49% of Idea 
— were not entirely comfortable about | 
working with the Mittal group. Idea will 
issue fresh equity to Temasek and the 
two Indian partners will have to dilute | 
their stake. | 

Had Bharti Televentures bought 
AT&T's stake, it would have 
taken a key player out 
























duced the number of 
competitors to five – 
BSNL, Reliance Info- 
comm, Tata Teleser- 
vices, Hutchison and 
Bharti. Now with a for- 
eign combine pumping 
in fresh funds into the 
business, Idea’s manage- 
ment sees itself as a consol- 
idator. Sources indicate that it 
will now aggressively pursue Spice 
Communications licence in Punjab. 
The irony now is that Temasek, the 
private equity arm of Singapore govern- 
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BIOCON 


Statin troubles 


ESS than two months after a 

scintillating debut on the Bom- 

bay Stock Exchange (BSE), Bio- 

con shares have slipped 29% 
from their peak. The Bangalore-based 
pharmaceuticals and enzymes manu- 
facturer has seen its share price slide 
from a high of Rs 695 on 12 April to just 
Rs 493 on 2 June. Although the fall is at- 
tributed to the market crash caused by 
political uncertainty, a close look reveals 
that Biocon's prices have fallen faster 
than the BSE healthcare index which 
lost only 5% during this period. Tradi- 





tional market favourites among pharma | 


110 








| Biocon vs BSE 
health index | 


nounced its intent of making cutting- 


edge biotech products for India and ex- | 


ports. But most of Biocon's revenues are 
derived from making and selling bulk 
drugs of statins in Western Europe and 


| US. Statins are multi-billion dollar, cho- 


lesterol-reducing drugs that are losing 


patent protection in Western markets | 


between now and 2012. Biocon makes 
legitimate copies of the key ingredients 
in those drugs. These are pharmaceuti- 


cals made using biological processes. | 


Unlike cutting-edge biologicals which 
enjoy a premium in the market, Biocon's 
markets in the US and Western Europe 
for statins are vul- 
nerable to pricing 
pressures that char- 
| асіегіѕе the off- 
| patent drugs mar- 
| ket. That has caused 
| concern among 
Biocon trackers. 
When Віосопѕ 
fourth quarter oper- 
ating profit margin 
dipped to 29% from 


months of 2003-04, 
analysts were wor- 
ried competition 





60— | 
ds AUN appre 33 had caught up with 
M " ad m the firm. But Biocon 
Index: 12 Арг= 100 


2004 


stocks also saw a drop in prices but to a 
lesser extent. Leading pharma player 
Ranbaxy lost just 396 of its value in the 
same period, while Hyderabad-based 
Dr Reddy's saw a steeper fall of 1796 
thanksto a bad fiscal 2003-04. Bulk drug 
firms like Matrix and Divi's have seen 
slight drops, 1% and 7%, respectively. 
But Ahmedabad-based contract manu- 
facturer Dishman Pharmaceuticals that 


debuted soon after Biocon, dropped | 


27% from its closing price on day one. 
Some analysts reckon the market is 
now taking a saner view of the debu- 
tants. Much of the euphoria surround- 
ing the IPOs that hit the market earlier 
this year has died down. Biocon, espe- 
cially, had a strong showing as it an- 





2004 
= says the drop was 


the result of foreign 
exchange gains, reflected in other in- 
come. “Had there not been a sharp 
movement in the rupee, this would have 
reflected in sales," said Kiran Mazum- 
dar-Shaw in response to BW's queries. 
For investors yet to pick up Biocon, 
current prices are still too high relative 
to other attractive pharma stocks. Bio- 


con trades at a price-earnings ratio of | 


around 25 times, way above the sector 
P/E of around 19. But for those who've 
bought Biocon, there are still a number 
of triggers that could shore up the price. 
This includes the launch of human in- 
sulin and revenues from newly-started 


32% in the first nine | 











supplies of simvastatin that has recently | 


lost patent protection in Europe. 


GAURI KAMATH | 
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| IDBI what he did at 


M. DAMODARAN/IDBI 


Staying on 


RUE to the tradition at Industrial 

| Development Bank of India 

(IDBD, the notice announcing 

the extension of the tenure of M. Damo- 

daranas chairman and managing direc- 

tor came late at night on 31 May, his last 

day in office. He will also continue to 

head UTI Mutual Fund till his term there 
ends in 2005. 

IDBI employees 
are relieved the 
‘turnaround man' 
will stay on and are 
hoping he can do at 





UTI. They also hope 
he will visit the office 
more frequently. 
Damodaran currently spends more 
time at his UTI office. With IDBI in a 
state of flux, insiders feel that he should 
take full charge so that the development 
financial institution can make a smooth 
transition to a commercial bank. g 

SUPRIYA KURANE 


= 


NARENDRA JADHAV 


The outsider 


N 1993, an autobiography of a 
Dalit family took Maharashtra by 
storm. It traced the lives of an 
impoverished father and three sons, 
who inspired by Babasaheb 
Ambedkar, dared to dream big. 
Most of the book was written by 
the youngest son, economist Naren- 
dra Jadhav, now a principal adviser 
with the Reserve Bank of India. His 
two brothers, too, are senior bureau- 
crats in the state. An English adapta- 
tion, Outcaste: A Memoir, was pub- 
lished in 2002 and later translated 
into French and Spanish. Now, it is to 
be published in the US by Simon & 
Schuster and will be ready for sale by 
Christmas. Jadhav has been flooded 
by congratulatory mails, among 
them from former IMF managing di- 
rector Stanley Fisher and Nobel lau- 
reate Amartya Sen. " 
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ANDEEP Goyal's back. The for- 

mer head of Zee has resurfaced 
as the 26% partner in the Dentsu 
subsidiary in India. At over $2.3 bil- 
lion in revenues (not billings), Dentsu 
is Japan's largest ad agency and one 
of the global Big Six. It set up shop in 
India in October 2003 and by the end 
of March 2005, in just 18 months, it 
expects to notch up billings of a 
whopping Rs 200 crore, says chair- 
man Goyal. How? This is vintage 
Goyal, reckon industry insiders who 
have seen him pursue clients with 
what many call “unseemly” aggres- 
sion at Rediffusion, which he headed 
before joining Zee. Among others, he 
has already grabbed Honda and Toy- 
ota (under two different agencies, 
Dentsu Communication and Dentsu 
Marcom) and is well on the way to 
grabbing a third Japanese auto 
client. For that Goyal thinks he will 
need to set up a third agency so that 
there's no conflict of interest. His 
mandate: Dentsu is the No. 1 agency 
in China; get to No. 1 in India too. 


Tis finally out. Star Utsav, earlier 

code-named Star Clas- 
sic, will go on air this week. \y p 

SUN 

It was to be launched last 2 32 
year to take on free-to-air 
channels like Sahara and 
Sab TV in the post-CAS sce- 
nario. Now it will try to get 
downmarket homes and 
small towns to sample Star's 





to upgrade to 
Star Plus. The 
programming is a 
potpourri of reruns 
from Star Plus 
(Kyunkii Saas Bhi Kabhi Bahu Thi, 
Saans, etc.). When addressability 
happens, the channel will ensure 
Star's numbers on the rating charts 
and, thus, ensure ad revenues don't 
get hit. Wait now for the other Star 
channel. This one aims to capture 
the young-not-interested-in-kitchen- 
politics audience, which walks away 


| or switches off the TV when Parvati or 


Tulsi come on the screen, the ones 


| who moved to Sony's Jassi Jaisi Koi 


Nahin. With these two channels, the 
Rs 1,200-crore Star India's plan to 
protect its Star Plus from both Saha- 
ra or Sab at the lower end, and Sony 
at the high end will be complete. 


AIN Hoon Na, says Shah Rukh 

Khan again. His latest film, in 
the Manmohan Desai mould, is 
adding to all the good cheer surroun- 
ding the film business these days. 
According to trade website Ibosnet- 
work.com, by the end of last week it 
had netted Rs 26 crore all-India, tak- 
ing it to within striking distance of 
Amitabh Bachchan starrer Khakee, 
which has so far been the biggest hit 
of 2004 and netted Rs 27 crore. But 
like all Shah Rukh starrers, where 
Main Hoon Na could beat Khakee is 
on collections overseas, where it has 
already netted Rs 13 crore com- 
pared with Khakee's Rs 5crore. E 

VANITA KOHLI-KHANDEKAR 
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AB's baby's 
ready to roll 


ORE than a year ago Amitabh 
Bachchan had announced 
the revival of ABCL as AB 


Corp. Then, for almost a year, nothing 
happened. Now the action is hotting up. 

The company is set to launch two 
films — Virudh (Hindi) and Versus (Eng- 
lish) later this month. The Rs 15-crore 
project is being co-produced with Ma- 
hesh Manjrekar's Satyajit Films and will 
star, among others, the Big B, Sharmila 
Tagore, Sanjay Dutt, Saif Ali Khan and, 
most importantly, a blonde American 
actress, While the Hindi film will cater to 
the overseas Indian audience, the Eng- 
lish version of the essentially Mumbai- 
centric story will be released in April 
2005 like a global film. 


The idea, says AB Corp. CEO P Ra- 
mesh, is to release Versus like a mainline 
Hollywood film, sans the studios. To sell 
this film AB Corp is relying on (surprise) 
12 Silicon Valley Indian software profes- 
sionals who have offered it a “good deal". 
That is about all Ramesh will reveal. 

Whatisthe point of doing an English 
film with an Indian theme and getting 
Indians to release it? Even if the studios 
don't buy it, smaller distribution firms 
like Deepak Nayar' Icon could pick it 
up. Ramesh says the film will break even 
with this arrangement. He adds other 
options are also being explored. 

Ranvir, the first film announced by 
AB Corp., is yet to see the light of day. Ap- 
parently, director Rajkumar Santoshi is 
still polishing the script. So AB Corp.'s 
first test will be Virudh. m 

VANITA KOHLI-KHANDEKAR 
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COMPUTER ASSOCIATES 


Kumar‘pulls the strings 


CA offers $10 mn to settle fraud probe, brings in new team 


HE king may have been 

forced into exile but his 

aura still remains. Sanjay 

Kumar the erstwhile CEO 

of Computer Associates 
(CA) may have been shifted from his po- 
sition, but insiders believe his influence 
within the company is too deep and will 
remain unaffected by the recent 
changes. Notes Michael Dortch, princi- 
ple business analyst and IT practice 
head, RFG (a Westpoint, Connecticut- 
based market research and consulting 
firm): “The changes in the CA manage- 
ment team should not have any mater- 
ial effect on its capabilities to deliver so- 
lutions. Though people will miss Kumar, 
he will remain CA's face for its top enter- 
prise customers.” 

Kumar, a Sri Lankan, was stripped 
off his chairman and CEO titles and 
moved to the newly created chief soft- 
ware architect (CSA) position last 
month. While Kumar has not been di- 
rectly accused of wrongdoing, the ac- 
counting fraud happened when he was 
the president and CEO of the $3.28-bil- 
lion system management, security and 
storage company. 


The new team at CA includes a new | 


chairman (Lewis Ranieri), anewinterim 


CEO (Kenneth Cron), a new CFO (Jeff | 


Clarke) and a new sales head (Greg Cor- 


gan). While it appears that Cron will be | 


the face for the investor community, an- 
alysts and the general public, Kumar be- 
ing a fully empowered CSA would mean 
that his role may not be entirely diluted. 
For the time being, there is relief within 
the CA rankand file that it is now back to 
business as usual. 

Kumar will continue to guide prod- 
uct development strategies. He will 
spend about half of his time with clients, 
which is what he did even as CEO. Ku- 
mar will report to Cron, who in turn will 
revert to his earlier position of director 
once a full-time CEO is appointed. A 
worldwide search is on for one. 


In the new dispensation, Kumar | 








leads the technology vi- 
sion and strategy of the 
company while it’s the re- 
sponsibility of Mark Bar- 
renechea, senior vice- 
president (product 
development), Yogesh 
Gupta, senior vice-presi- 
dent and chief technology 
officer, and Russell Artzt, 
executive vice-president, 
eTrust Solutions, to exe- 
cute the vision. 

The markets were 
unimpressed by the re- 
structuring with CA stock 
price at NYSE unchanged 
at $25.70 on May 25. In 
fact, within hours of an- 
nouncing the results and 
revealing the $10 million 
payout to settle investiga- 
tion, CA stock fell to 
$25.05. It has already 
dropped 6% this year. Its 
EPS estimate for 2005 has 
also been reduced from 
$1.24 to 92€. 

Analysts see more to 
the settlement offer than 
just $10 million. The fig- 
ure is just too small and 
there must be other 
things that CA offered, say industry 
watchers. One points to WorldCom, 


| which paid about $750 million as part of 


settlement with regulators over a similar 
accounting fraud. 

However, some business analysts 
see CA coming out of its troubles. What 
goes in СА% favour are product initia- 
tives efforts that demonstrate that it has 
a viable technology plan. Its Wireless 


Site Management security tool for Wi-Fi | 


was well received. Now in beta testing, 
the product is designed to help network 
administrators restrict access to Wi-Fi 
networks in a predefined area. In Web 
Services CA introduced an update to its 
Web services management line, a prod- 
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Sanjay Kumar may not be the chairman 
and CEO any more, but to many big 
clients, he will remain the face of CA 


| uct that allows companies to monitor 


performance of Web services applica- 
tions. The company also plans to extend 


| useofits open source development top 


help expand use of its product. It has 
submitted a security software called 
Kernel Generalised Event Model to 
open source projects involved in devel- 
opment of Linux OS kernel. 

However, the government investiga- 
tions continue and appointment of a 
new CEO is pending. LI 
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Make a name for yourself with Windows Server System. 
Microsoft Windows Server System™ makes BPCL's 
infrastructure easier to manage. Here's how: using 

the Microsoft SQL Server" 2000 and Active Server Pages 
(ASP), the newly developed intranet portal allows rapid 
development and deployment of web applications 
across a complex multi-tiered network stretching from 
refineries to franchisee-operated retail points. 
Simplifying the handling of day-to-day administrative 
and financial tasks thereby exponentially improving 
-response time and sharing of critical information. 

It's software that lets you do more with less. See the 
BPCL case study at microsoft.com/india/casestudy 
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The author is consultant 
editor of The Telegraph. 


The 
finance 
minister 
has five 
full years 
this time 
to aim for 
the things 
that will 
make his 
name in 
history 


shok v. desai 


АО A task worthy of 
j P Chidambaram 








HIS is Р Chidambarams fourth in- 
nings. He was minister in the Cabi- 
net of Rajiv Gandhi; I am not too 
familiar with this phase of his since 
I was out of India. His second stint 
was as commerce minister in the Cabinet of 





Narasimha Rao. It was he who abolished im- | 


port licensing of industrial inputs and capital 
equipment in 1992. It was a courageous act. 
The story is that he was chary of assigning to his 


Director General of Foreign Trade (DGFT) the | 


ing a million licences, most of them creating 


| revolutionary task of abolishing most of the | 
| ОСЕТ5 work. At that time, the DGFT was issu- 


opportunities for bribes. So Chidambaram | 


wrote the entire Export-Import Policy himself 


on his laptop, and sent it directly to the press. | 


Every import licence for capital goods required 


approval of a Directorate General of Technical | 


Development, whose business too was de- 
stroyed. They stormed into the neighbouring 
commerce ministry to attack Chidambaram. 


| Luckily he was not there; but his nameplate was 
| removed, and was missing for a few days. 


His third stint was as finance minister in the 
United Front government. The best thing he 
did then was to change the gold import regime. 
Manmohan Singh had allowed returning Indi- 
ans to bring 5 kg of gold with them. That much 
gold would have cost something like Rs 2.5 mil- 
lion; few Indians abroad could save so much 
money. Besides, after one declared it to the cus- 
toms, it was very likely that the news would leak 
out. All flights from abroad come at night. No 
one would have been prepared to carry 5 kg of 


| gold out of customs and into an unknown taxi 


in the dark night outside; it would have been an 
invitation to murder. So bona fide passengers 
brought little gold. But Dawood organised a 
chain of couriers; so in effect, smuggling 
had been legalised. As finance minister, Chi- 
dambaram allowed banks to import gold and 
sell it; he destroyed Dawood's golden racket. 

At the moment he is busy fighting the fires 


| that the incendiary statements of communists 
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started — reassuring the market, and asking 
people to place trust in his and Manmohan 
Singh's credentials. He will soon have a chance 
to confirm those credentials when he presents 
the budget. He is warning everyone ofa cess on 
taxes; I think he is preparing to put a surcharge 
on income tax. He does not need to; revenue is 
going torise by 18 per cent at least this year, and 
he will have plenty of money. But he may need 
to prove his credentials to the communists. 

The time for the budget is short, so there will 
not be time to do anything radical. Jaswant 
Singh commissioned three reports on taxes 
from Vijay Kelkar last year, but used them little 
in his budget. There is still ammunition left 
there; Chidambaram could make a smart bud- 
get by implementing some of Kelkar's ideas. 

But Chidambaram should aim at some- 
thing higher. He may have a full five years this 
time; he can do something that would make his 
name in history. There are three such things: a 
redressal of the fiscal balance, a move from the 
present oppressive tax structure to a simpler, 
more rational one; anda shift from government 
consumption to investment. 

The first requires the introduction of a hard 
budget constraint — forcing pending depart- 
ments to keep within their budgeted expendi- 
ture — and setting expenditure growth below 
revenue growth. If, for instance, revenue grows 
at 15 per cent and the fiscal deficit is to be 
brought down to 3 per cent of GDP in five years, 
expenditure must grow at about 11.7 per cent. 
The second requires a universal, integrated, 
accounts-based value-added tax for the centre 
and the states, which should replace the 
present excise, sales taxes and income taxes — 


| not the hybrid bred by the NDA government. 


The third requires a change in the base of 
subsidies. One instance would be to reduce 
water and power subsidies to farmers, and 
use the money to fund local rain harvesting, 
water reuse and conservation projects. These 
are objectives lofty enough for a man of 
Chidambarams calibre. m 
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Thank you, India! 


We feel extremely privileged that you elevated us to the topmost 
position where we have been awarded the prestigious 
FMCG 2003 awards in 


premium pan masala category for pan parag supreme 
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mouth freshener category for parag supari 
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depth 


Prospe 


quit her job as an analyst 
with Credit Suisse First 
Boston and started a phar- 





2002, she underestimated 
the prospects her new career would pre- 
sent. “It was more than we expected — 


eight projects in a year and a half!" ex- | 


claims Maheshwari, who now operates 


out of her offices in London and Mum- | 
bai. All this has been possible due to the | 


interest shown by European pharma 
companies in doing customised re- 
search (on synthesising chemicals for 
active pharmaceutical ingredients, or 
APIs) out of India. 

Maheshwari is not alone in this dis- 
covery. Indian pharma companies are 
beginning to find out the opportunity 
that outsourcing is presenting today. 
“Everybody is interested in India,” says 
Utkarsh Palnitkar, head (health sci- 
ences), Ernst & Young. Palnitkar visited 
11 medium and large innovator compa- 
nies in Europe — nine have already 
made trips to India for sourcing of de- 
velopment work and marketing, and 
more are expected to follow. 

The largest driver for outsourcing in 
pharma is the need to bring down costs. 
The drying pipeline of blockbuster 
drugs (sales of more than $1 billion) on 
the one hand, and the increasing cost of 
taking a new chemical entity (NCE) 
through development on the other (See 
‘The Escalating Price Of Success’) are 
forcing large pharma companies to look 
for cheaper alternatives to parts of re- 
search and manufacturing. 

Says Ashish Singh, the Boston-based 
vice-president of Bain & Co: “The block- 


HEN Divya Maheshwari | 


maceutical consultancyin | 
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buster model of Big Pharma has to 
change to customer-driven solutions. It 
will be largely driven by partnerships." 
Indian companies can gain consider- 
ably in the emerging scenario. 

The untapped potential of the large 
pool of low-cost, English-speaking tech- 
nical manpower that India provides is 
now coming into the worldview of Big 
Pharma. The costs of manufacturing, 
conducting clinical trials, and research 
are at least 50% lower in India than those 
in the US (See ‘Cost Of Development’ 


and ‘Cost Of Manufacturing’). Doesn't | 


Cost of development 








ct: 


that remind you of another industry 
that has made India proud? Sure it does. 
“We are where IT was 25 years ago,” says 
Ravi Shankar, CEO and president (In- 
dia) of the Rs 427-crore Strides Arco 
Labs, the only Indian company to havea 
formulation plant as far afield as Brazil. 
Hence drug development is a lucra- 
tive opportunity for Indian companies. 
“Indian companies have started looking 
at a space between full-time-equiva- 
lence contract manufacturing (also 
known as toll manufacturing — the full 
time of a facility is pledged to the client) 


Regulated market 
Discovery 10-20 7-14 
Preclinical, invivo/invitro 
testing/animal studies "1 ^ 
Limited animal studies 4-5 1-1.5 
Phase I: A-B 3-6 (15-30 volunteers) 1-5 
Phase II 20 (50-80 volunteers) 
Phase III 150-200 (5,000 volunteers) 


Cost of manufacturing 


Formulation 
plants for 







Tablet 30-40 
Soft capsules 30-40 
Injectables 24+ 
Cost of manufacturing 30-50 


formulation 


Cost per molecule, in $ million. BW estimates based on industry figures. 
The range depends on complexity of the therapeutic category and the molecule 


Regulated market 





India 





10 
10 
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20 








and contract research (where a com- 
mon pool of resources may be tapped),” 
says consultant Guljit Chaudhri, an- 
other person to have struck out on her 
own after having worked in several 
pharma companies. These days, she is 
busy introducing Tularik, Amgen, 
Genetix and Human Genome Sciences 
— new-generation, research-driven 
bio-pharmaceutical companies based 
in the US — to Indian firms. i 
‘As more companies are entering the 
space, the collaborative possibilities are 
expanding. Michael Alder, managing 
partner of the $20-million Redmond 
: Venture Partners and executive director 
of the Biotechnology Association of Al- 
abama, says: "At least six of the nine 
companies funded by my company can 


v get work done in partnership with In- 
dian. companies. .” He sees an opportu- | 


nity in outsourcing clinical research, 
and is coming in search of collabora- 
tions. So are Andreas Vickii of HBM 
Bioventures, Khalid Islam of Arpida, and 
Takashi Yohkaichiya of Shin Nippon 
Biomedical Laboratories. 

But curb your enthusiasm just a bit. 
It is, as yet, an emerging opportunity. 
The global pharma outsourcing market 
~~ spanning API, research, formulation 
and manufacturing — is estimated at 
$48 billion. All Indian contract research 
organisations (CROs) — representing 
just one segment — would not add up to 
even 1% of the market. True, the oppor- 


"tunity exists for Indian companies to be 


a part of the drug development value 
chain: But MNCs are currently looking 
at India largely for just the clinical devel- 
opment stage of that chain. 

In what follows, we look at the com- 
· panies and the parts of the value chain 
they are going after. 


Manufacturing — Formulation 


In the formulations space, it makes 
sense for innovators to stay close to their 
larger markets. Over the years, plants to 


A crop of Indian companies is readily converting © 
_ the opportunity presented by outsourced work 
. in pharma. A look at the different segments in 


| turebetween BYK Gulden of Germany 





make formulations have come up in 
Japan, Canada and Mexico. It is only 
now that India is being considered. 

Take Strides Arco Lab. Two yearsago, | 
it started pursuing contract manufac- 
turing aggressively. The strategy was | 
strictly that of an outsourcing partner, | 
but value addition was embedded in ће | 
approach. “When we take on a project | 
— and it is largely for generics compa- | 


| nies — we try and put it in a different | 


| 
| 
drug delivery mechanism. Because it is | 
not only in API manufacturing that | 
patents protect the product. There are | 
| 
| 
| 
i 


- patents on formulations too," says Ravi 


Shankar. The company files its own | 

patentonthenew drug delivery systems 
(for example, a slow-release technology | 
it developed for a soft gelatin capsule) | 
and licenses it to clients. | 
“The cost of equipment and compli- 
ance with standards would be the same. | 
India’s advantage is in cheaper, trained, 
English-speaking manpower,” says Ravi | 
Shankar. While the cost to comply with | 
global standards and meet the Council 
of American Pathologist's requirements | 
is about Rs 1.5 crore, a bigger problemis | 
theretention oftrained people. Training 
researchers takes at least a year and | 
poaching is rampant. Attrition rates are | 
sometimes as high as 15%. 
The next step in this segment is to | 
manufacture patented products for the | 
regulated market, as Nicholas Piramal | 
| 





| India (NPIL) is already doing. NPILhasa 


joint venture with Advanced Optics for | 
supplying ophthalmic products to regu- 
lated markets. 

Zydus BYK Healthcare, a joint ven- 


and Zydus Cadila, is manufacturing a 
key intermediate for the anti-ulcer drug 
pantoprazole. BYK holds the patent for 
pantoprazole (a $2-billion drug with 
patents in the US and Europe expiring 
in 2009 and 2016). Biocon recently 
inked a contract with Bristol-Myers 
Squibb to supply insulin for nine years. 


| tion) and started exporting APIs. The 


| ciality Chemicals, GE and Alfred E Tief- 





PHARMA OUTSOURCING 


When multinationals have looked at 
manufacturing in India, it has mostly 





| been for the unregulated market. A rare 


exception is Chiron Corporation, which 
makes vaccines for Wyeth Pharmaceuti- 
cals for the Indian market. Recently San- 
doz, the generics arm of Novartis, set up. 
its third plant in India. Dedicated to 
manufacturing formulations, it is prob- 
ably the first plant of a multinational fo: . 
cussed on the regulated market. (See — 
‘India Will Soon Be...’ on page 30) 


Manufacturing — API 


Till 1988, nobody — neither MNCs nor 
Indian companies — had considered 
India as a possible basefor bulk drug ex- 
ports. That's the year Ranbaxy Laborato- 
ries Toansa plant was approved by ће: 
US FDA (Food and Drug Administra- 





plants of Pfizer, GlaxoSmithKline and. 
AstraZeneca catered to the unregulated © 
market only. When it came to feeding | 
the regulated markets, Mexico, Canada 
and Italy were the more favoured desti . 
nations for setting up plants. 

Initially, even the API supplied from: 
India was not bought directly by innova- . 
tors. Specialty chemical companies like -. 
the US-based Austin, Honeywell Spe- _. 


fenbacher supplied to the innovators, or 
it was generics companies which ldoked ' 
at the API opportunity for off-patent ` 
products. When they went around India 

scouting for opportunities, Aurobindo, 

Cipla, Torrent and Lupin hopped on to 

the bandwagon. Today; some of the 

world's largest generics companies -= 
Teva, Pliva, Ivax and Ratiopharm — 

have astrong presence in India. Teva, for 

one, owns Regent Drugs, an API manu- 

facturer near Delhi. 

Nowadays, multinationals aren't just 
looking at APIs — they are moving in 
with research and collaborative pro- 
jects. “We estimate that by 2010, half of 
our profits would come from licensed 








| Which the prospects lie. By Gina S. Krishnan 
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Source: Tufts Center for Study in Drug Development, February 2004 


products,” says Ranjit Shahani, vice- 


chairman and managing director, No- | 
vartis India. How much ofit will be from 


India? Well, Novartis’ parent is the only 
MNC to have licensed in three mole- 
cules from Indian companies — Jubi- 
lant, Torrent and Dr. Reddy's. 

"Post 2005, more work will flow in. 


India will move up the value chain — | 


from APIs to patented NCE intermedi- 
ates," says Viren Mehta of Mehta Part- 
ners, a US-based consultancy. 


Contract Research 


Oflate, a number of small contract re- 
search organisations in India have 


evinced interest in working on different | 


parts of the research value chain. Even 
smaller companies are claiming a piece 


of the pie because they too are armed | 
with the relevant credentials — trained | 


analytical and development chemists, a 
record for innovation, and manufactur- 
ing facilities approved by the US FDA. 
"These strengths enable Indian compa- 
nies to offer between 30% and 50% cost 
savings," says Palnitkar. 

One ofthe first Indian companies to 
begin as a CRO (in discovery) was Auri- 
gene, a subsidiary of Dr. Reddy's based 
out of Boston and Hyderabad. The Hy- 
derabad office offers a range of support 
services to the research done at Boston: 
structure-guided generation of hit mol- 
ecules for early-stage novel targets (if 
the target is validated), synthesis of 
drug-like molecules, and a drug library 
for early-stage discovery candidates. In 
biotechnology, й сап provide pure pro- 
tein expressed in bacteria, insect or 

.mammalian cells if the protein's se- 
“ quence information is available. 
: Similarly, Syngene, a Biocon sub- 


| sidiary, is doing contract research in 
custom synthesis and molecular biol- 
ogy. The Rs 35-crore company now 


into the areas of cardiovascular, dia- 
betes and anti-infectives. To attract 


| own intellectual property (IP). 
It's the same route that the Rs 52- 
| crore Suven Life Sciences is following. 


contract manufacturing, it is now devel- 
oping its own pipeline of molecules for 
the central nervous system segment. 

“We have filed 21 patents to establish 
| lead molecules that could go into clini- 
| cal development,” says Venkat Jasti, 
| managing director, Suven. Jasti has set 
| up another company — Asian Clinical 
j 

| 

| 

| 

| 

i 

I 





Trials — to conduct clinical trials. 
Then there are the small, new-gen- 
| eration companies offering research 
assistance in lead validation and 
| micro-array analysis — Magene, СУК 
Biosciences and Ocimum Biosciences. 





Investment required for one 


2.0r- $ billion 
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$1.1 billion 
1.0 


wants to move up the value chain — | 


higher-value work, it plans to develop its | 


| After starting with custom synthesisand | 





The escalating price. of Success 


Launch 


PHARMA OUTSOURCING 


Magene, a Hyderabad-based com- 
pany, is offering contract research in 
gene identification, protein expression, 
protein purification, product character- 
isation, assay development and charac- 
terisation, lead identification, protein 
identification and purification, and in 
vitro, cell-based assay development. All 
the processes, essential in discovery, are 
relatively simple — but they require 
time. Here, ІР isn’t an issue, but time is. 

GVK Biosciences has put up an R&D 
team of 275 scientists; it expects the 
team to grow to 500 by 2005. The.com- 
pany is extending beyond contract re- 
search into lead optimisation, lead 
validation, target validation, and pre- 
clinical and clinical development. It is 
also doing clinical trials. Within a year 
andahalfof inception, GVK Biosciences 
has bagged over 22 drug development 
projects. “This is not high-end collabo- 
rative work. But a beginning has to — 
be made,” says Sanjay Reddy, CEO of 
GVK Biosciences. 

"I expect Indian companies to come 
out with their own NCEs in the next 
three years. Like the Japanese model, - 
the NCEs may not be first-in-class mol- 
ecules, but they will certainly be good 
products," says Rajiv Gulati, chairman 
and managing director, Eli Lilly India. 

With increasing linkages with re- 
search labs in the US or Europe, work 
would segue more smoothly. Until now, 
it has largely been simple work that 
needs modification and iteration. But 
that's the only way to go: move up the 
value chain till you can build your own 
IP And then become licence-sharing 
partners in development, where returns 
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SANJIT KUNDU 


“India is 
being 
considered 
an attractive 
outsourcing 
destination 
by pharma 
companies 
at different levels” 


Utkarsh Palnitkar 
head (health sciences practice), 
Ernst & Young 





"To attract 
collaborative 
research 
projects, 

we have to 
develop 

our own 
intellectual 
property" 
Venkat Jasti, managing director, 
Suven Life Sciences 





"Our 
collaborative 
partnership 
programme 
is open 
only to 
companies 
in the US, 
Japan and India" 


Ranjit Shahani, vice-chairman and 
managing director, Novartis India 





"We hold the 

IP on the 

research on 

NDDS and 

formula- 

tions, and 

license them 

out to 

different companies" 


Ravi Shankar, president and CEO 
(India), Strides Arco Labs 





NAMAS BHOJANI 


come as royalties and milestone pay- | 
ments rather than transactional fees. 


Clinical Development 


Another attractive area is development 
outsourcing. Eighty per cent of the total 
cost of drug discovery goes in develop- 
ment — taking the drug through clinical 
trials. Trials for phases I, II and III ac- 
count for the maximum amount of time 
and cost. Enter India, with its heteroge- 
neous gene pool and the easy availabil- | 
ity of patients. Patient recruitment for | 
trials can take less than six months in In- 
dia, while it sometimes takes over two 
years in the US or Europe to get the nec- 
essary number of patients. 

"Phase III is the most expensive, as it 
takes the longest and involves a large 
number of patients," says Ferzaan Engi- 
neer, CEO of Quintiles India, the fully- 
owned subsidiary of the world's largest | 
contract research organisation. He | 
should know. Quintiles, which entered 
India in 1997, has already worked on 90 | 
international phase П and Ш projects. | 

Engineer says that the cost of a trial 
in India is at least 40% less. The CEO ofa 
CRO, which has been conducting trials 
for international companies for the past 
three years, claims an even sharper dif- 
ference: “We get Rs 3,000 per patient in 
India. In the regulated market, it could 
cost as much as $4,000-5,000.” 

No wonder then that Eli Lilly India, 
which started clinical research in 1994, | 
has completed over 18 clinical trials іп | 
phases П and Ш. Pfizer too runs anum- 
ber of clinical trials here. GlaxoSmithK- 
line and AstraZeneca are exploring the 
possibilities in this area. Even interna- 
tional CROs like Covance and Phar- 
manet have set shop in India. 


Software 


India offers other opportunities too. 
Ocimum Biosciences, started by the | 
husband-wife duo of Subash and Anu- 
radha Acharya in 2000, first offered | 
generic bioinformatics products. The 
company has since moved up the value 
chain to produce cutting edge tools like 
iRNAwiz, which assists in studying short 
interfering RNAs (ribonucleic acids). 
The 10 researchers at its Indianapo- | 
lis office and 70 scientists at its Indian 
office develop software for biotechnol- | 
ogy companies — both pharmaceutical 
and agricultural. з | 
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PHARMA OUTSOURCING 


“We provided the tools for research. 


| As research grew, we grew with it,” says 


Subash Acharya. “We found that our 
clients had some requirements we 
could fulfil— analytical diagnostics, fer- 
mentation services for biologicals and 
non-biologicals, and micro-array data 
analysis.” And so they did. When cus- 
tomers needed to validate fermentation 
processes, Ocimum offered the services 
at half the costs in the US. Then came 
post-fermentation processing — cell 
concentration, cell disruption and 
freeze-drying. 

Market Rx, a pharma marketing so- 
lutions provider headquartered in New 
Jersey, has an office in Gurgaon. It works 
with a pharma company, tracks the 
sales of its products, analyses the data, 
and prepares a blueprint for ‘effective’ 
sales and marketing services. 

Its 80 employees in India, drawn 
from management and statistical insti- 
tutes, leverage the time difference with 
their US office to service their clients 
around the clock, explains Subinder 
Khurana, president, Market Rx India. So 
far the company has provided solutions 
to more than 30 pharma companies 
based in the US, Europe and Asia. 

There are other models too. Pfizer 
set up a data management centre in 
Mumbai in 2000. Quintiles made Ban- 
galore its centre for excellence in data 
management. Mumbai hosts а centre of 
excellence for QECG (Quintiles Electro 
Cardio-Grams), where a 90-strong staff, 
trained in cardiology, reads ECGs of the 
participants of clinical trials. 

For IT companies with an interest in 
pharma, the market is not in the coun- 
try itself. Tata Consultancy Services, for 
one, has developed software for differ- 
ent international markets. Infopro, a 
Bangalore-based company, has Clini- 
copia — a software targeted at the clini- 
cal trials industry in India and abroad. 
HCL too has recently developed soft- 
ware for clinical trials companies. 

“Software which links different com- 
panies and allows work to be done from 
different parts of the world can be done 
out of India. The pharma industry will 
have to use it to cut down the time to 
market,” says David Shiple, senior ana- 
lyst at Forrester. 

Time, as we have noted, is a prime 
concern of pharma companies the 
world over. A time for India too? z 


WOMEN ACHIEVERS.... 
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Fq ime rests in her riotous curls. 
Placid lyricism turns to creative 
L rebellion. As the god of small 
things watches, love wanes, life moves 
on, and childhood fades. She too has 
experienced a lifetime. Yet, instinc- 
tively, Arundhati knows that when 
Rahel, the rambunctious seven-year-old 
was told to “Stoppit!”, the only logical 
thing she could have done was 
"stoppited"! 
Among People's ‘50 Most Beautiful 
People in the World 1998', Suzanna 
Arundhati Roy wanted to be a flower 
child. After growing up in Kerala, hon- 
ing her intellect in an informal school 
run by her activist-mother, Mary Roy, 
"watching life from the outside’, 
Arundhati traded home at 16 for a 
squatters' camp in Delhi, selling empty 
beer bottles. She went on to study ar- 
chitecture, married co-student Gerard 
Da Cunha, quit architecture to sell cakes 
on Goa's beaches but ‘could not take the tourists’ very long, 
and walked out of her marriage and Goa. Penniless again, she 
taught aerobics, joined the National Institute of Urban 
Affairs, and hired a bicycle to commute. 
She soon cycled into Pradeep Krishen's 
(now her husband) Massey Sahib, as a 
‘tribal bimbo’, 
Shortly after, in Italy on a scholarship to 
study monument restoration, she discov- 
ered her writing skills. Screenplays of /n 
Which Annie Gives It Those Ones and Elec- 
tric Moon brought acclaim, while The Great Indian Rape 
Trick—a feminist critique of Bandit Queen—fuelled contro- 
versy. Celluloid yielded to print. The God of Small Things 
emerged. Her hesitation over the ‘fragile, personal book’ was 
overrun by Pankaj Mishra’s undisguised praise: “I think | 
have found the new Rushdie!” 





Wise and imaginative, her debut novel was soon a rage. Vet- 
eran at wordplay, child at heart, she lured her readers into 
Aymenem's time warp. Blending experience and imagination, 
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Make a Professional Choice. 





a ^p Ж never 


rewrite a sentence 
because for me, my 
thought and my writing 


are one thing. It’s like 
breathing, | don’t 
re-breathe 


a breath! 99 


she included her f 





tence, written when she 
hate Miss Mitten and I thir 
ers are torn." Sad and funi 
like twin moods of the mom: Li 
the response retracted throug} 
Р поп or hostility. Some went 
\ her ‘extraordinary linguistic in 





ness’, others dismissed 
Pix: Rupinder Sharma English response was parti 

ist, Kerala's leftists objected to its 'anti-Communis I 

It even attracted a public interest petition for 'obs 

Meanwhile, Arundhati got a tidy advance of 
rupees from Random House. Boo 
rights were sold in over 20 
Released in April 1997, it s« 100,00 
copies globally by October 199 he 
Arundhati became the first non-exp 


triate Indian author and the first Indiar 
woman to win the coveted Booki 
Prize 

Time has whizzed past since, a whirlwind of intervie n 


readings. And now? "I'm waiting for the noise in 
stop." Must be quite a racket, with her intense acti n an 
writing—on nuclear weapons, the Narmada dam, terrorisn 


The End of Imagination, The Greater Common G Th 


Algebra of Infinite Justice High-profile peace acti 
day in prison, her fame draws attention and donat 
the causes. But she appears free of ambition. As if she kn 
that fame fleets. Just like time 


From 9 to 5, I'm nobody's wife, 


daughter-in-law or girlfriend. 





depth 


INDIAN pharma companies have re- 
cently got a toehold in the off-patent 
drugs markets of the US and western Eu- 
rope. And that has caught the attention 
of their rivals. Increasingly, foreign gener- | 
ics companies like Teva, Ivax, Pliva and 
Ratiopharm are tapping Indias cost ad- 
vantage and ‘reverse engineering’ skills to 
develop and manufacture off-patent 
drugs destined for the West.’ 

Among the multinational compa- 
nies, the $3-billion Sandoz, the generics | 
arm of the $24-billion Swiss multina- 
tional Novartis, has a head-start. Early | 
this year, the Austria-based Sandoz be- | 
came the first foreign generics company 
to file an application to market an off- 
patent drug in the US from its Indian de- 
velopment centre. (See ‘Sandoz Files 
ANDA From India’, BW, 22 March 2004). 
More recently, it inaugurated its first | 
large-scale formulations factory in Asia 
— a $13-million greenfield facility in 
Kalwe, near Mumbai. It has been built to 
meet US and European standards and 
will be dedicated to these markets. 

Gauri Kamath spoke to Christian 
Seiwald, CEO, Sandoz GmbH, on issues 
ranging from India's attractiveness to | 
Sandoz to the future of the generics op- 
portunity in the West. Excerpts. 
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ш What аге the reasons for Sandoz's 
enhanced interest in India? 
The experience we've had so far in India 


with our various operations — be it de- | 


velopment or production — has been 


very positive. In the generics business, | 


cost competitiveness is one of the key 
success factors. India can provide some 
significant advantages on cost. And you 
can get really top scientists — well-edu- 
cated, hungry-for-success people. 

India is also one ofthe largest gener- 
ics markets in the world today [їп vol- 


It's difficult for me to assess. To some ex- 
tent it depends on our success. When 
they realise that we are successful, they 
may want to copy this model. So I would 
not be surprised if other generics com- 
panies follow us. 


E How will you stay ahead of them? 
What is importants that we have a kind 
of time advantage. We started a few 


| years ago and you don't just easily build 


umes]. We expect this market to havea | 


significant growth potential. That 
makes it very attractive. 


E Is the performance of Indian generics 
companies outside India also a reason? 
Do you think they have an edge over you 
and you want that edge? 


That is correct. At least two Indian com- | 


panies have very successfully entered 
the US market — Dr. Reddy's and Ran- 
baxy. More may come. More recently, 
we are seeing that several Indian com- 
panies are trying to enter the more non- 
homogeneous and difficult European 
markets. You clearly have some advan- 
tages here — to remain competitive, we 
are making use of them. 


I9 Do you expect other global generics 
firms to leverage the India advantage 
better, now that Sandoz has led the way? 


become 


centre" 





CHRISTIAN SEIWALD, CEO, SANDOZ 


"India may 


our biggest 
development 


up know-how and expertise in a very 
short period of time. We have got very 
good people in our development centre 
and we will try to keep them. 


I Apart from cost, is there anything in 
the Indian operations that stands out? 
Speed. I wonder whether we could have 
built a facility like the one in Kalwe at 
any other place in the world within such 
ashort time — around 16 months from 
the start of construction to the opening. 
I think it's also the quality of the people. 
Their strong, winning spirit. Perhaps, 
people here want to show the western 
world in particular how good they are, 
and how successful they are. It's hard to 
admit, but sometimes we dont have this 
drive for success in western society. 


E Are there specific learnings from India 
that you can apply to the rest of your 
operations? 

As I said, it's the speed — how quickly 
people are moving. It’s 
their passion and ambi- 
tion. Execution is some- 
thing other countries can 
learn from India. 


E You have hired an 
Indian scientist to head 
global development and 
registration in Austria. 
Will you take on more 
scientists from India at 
the headquarters? 

We already have a lot of 
good people here in In- 
dia. It can be easily the 
case that one or the other 
will join Sandoz [global]. 
It's not only the question 
of what we want, but also 
whether people would 
like to work with us. It's a 
different environment, a 
different continent. 


Sandoz's new manufacturing 
facility — at Kalwe, near Mumbai 
— will cater to the US anc 






8 In what areas will Sandoz focus its 
investments in India in the future? 
Development is one of the areas we will 
focus very strongly on. We have decided 
to increase our development head- 
count significantly this year — by 
around 60 people. In total, we will have 
slightly below 200 [scientists]. That will 


make it one of our biggest centres. It | 


could even become our biggest. Sec- 
ond, depending upon the success of our 


Kalwe plant we can make additional in- | 


vestments in expansion. And last but 
not the least, I think our local business is 


not exactly as we would like to see it. It's | 


a tremendously competitive market 
and it may take some significant effort 
to catch up here. 


E Why would Sandoz want to look at the 
Indian market separately from Novartis 
India? This is a patent-free market. So 
how different can the approaches of 
Sandoz and Novartis India be? 

Globally, it [Novartiss pharma business] 
has highly innovative new products 
which can treat various illnesses by the 
most modern standards available. And 
as you know, innovation is usually alittle 
bit more expensive than generics, At the 
same time, Novartis, via Sandoz, has the 
opportunity to offer patients and doc- 
tors another choice: high-quality 


All in a decade's work 


€ Seiwald has been the head of Novartis's generics business since 
June 2001. He was appointed CEO of Sandoz in May 2003, when 
various companies merged to form one global brand 

© in October 1996, he was responsible for merging the 
pharmaceutical divisions of Ciba-Geigy and Sandoz. He served as 
head of Novartis Pharma until June 2001 

€ From 1994 to 1996, Seiwald held the position of regional 
director, Sandoz Pharmaceuticals Singapore, responsible for 
affiliates in 14 countries of the Asia-Pacific region 









generic products at reasonable prices. 
And we have seen that this model works 
pretty well as long as it is managed sep- 
arately, with a large degree of indepen- 
dence. There are synergies between the 
two, but there are also areas where we 
don't have the same interests because of 
the nature of the business. 


E Why did you build a manufacturing 
unit from scratch when there were a lot 
of Indian units available for sale? 

Of course we looked at other facilities, 
other sites. But [buying one] would 







have meant a lot of adaptation, renova- | 


tion, and upgrading. We decided to 
build a modern facility from scratch 
so that we could also have the chance 
of expanding further if we needed fur- 
ther capacity. 


ШЇ Are you looking at acquisitions in 
India to buttress your presence? 

We are always screening the market... 
But India is a very expensive place to 
make an acquisition for the time being. 


В In terms of valuation expectations? 
Yes, that is correct. If you see trading 


multiples, the leading generics compa- | 


nies in India trade almost at the same 


| level as the top US companies. They are 


really not cheap. 


21 


PHARMA OFFSHORING 


E Do you see the generics opportunity 
tapering off in the US and Europe after 
2008, with fewer blockbusters coming 
off-patent? 

From today’s perspective, to some ex- 
tent that is the case, But I personally be- 
lieve that there is significant growth po- 
tential even beyond 2008. First, it 
depends on which markets you are talk- 
ing about. In the US patent expirations 
are always later than in Europe. Second, 
you have a significant potential from 
bio-pharmaceuticals products. Be- 
tween 2008 and 2012, you will see a 
number of big bio-pharma products 
coming off-patent. Also, you should not 
underestimate the market, because a 
product that will become a blockbuster 
in 2010 may not be so now. 


E What is the status of your application 
to market the human growth hormone 
Omnitrop, which was to be the first 
biogeneric to be launched in Europe? 
There are rumours it was rejected... 

No, it's not been rejected. It's still an on- 
going process of discussion (between 
the European drug regulators and San- 
doz). There are still open questions with 
regard to the legal pathway. A new legis- 
lation came out and we were following 
an older legislation. We haven't settled 
this issue yet. 


E When do you expect the first generic 
of a bio-pharmaceutical to hit the 
regulated markets? 

Well, it's very difficult to predict. In the 
US, the Food and Drug Administration 
(FDA) wants to establish regulations in 
2004. In Europe, a legislation has been 
passed in December last year by the Eu- 
ropean Commission which will be im- 
plemented now in various markets... 1 
believe that in the next 18 months there 
should bea product in Europe. In the US 
it depends on what the regulatory 
framework will look like. 


E Do you expect the guidelines from the 

US FDA this year at all? 

Yes, thats what they announced. 
At least, I think (they would come out] 
for those products that they consider 
easy to register — like insulin and hu- 
man growth hormone. You must not 
forget that for many bio-pharmaceuti- 
cals, patent expirations are still far away 
inthe US. F 


tby noni chawl 


0 Feelings... nothing 
A more than feelings 








The author is a manage- 
ment teacher and advisor. 
He can be reached at: noni- 
chawla@omniconsult. biz. 


VOTED for Shiv Khera even though I | 


knewhe would probably lose his deposit. 
Many in my family asked me why I was 
wasting my vote. But I couldn't bring my- 


self to vote for a party some of whose | 
! candidates stand accused in the 1984 riots. Nor 


party has been defeated. I am happy that I live 
ina vibrant democracy. When compared to our 
neighbours, there is much that we have to be 
grateful for. But now what? And then the other 
colours begin to surface. 


I feel ashamed when I see my countrymen 
grovelling before Sonia, begging her to be the 
prime minister. 1 feel vicarious humiliation 
| whenIsee men and women of intellect morph- 
ing into sycophantic servants of a pseudo royal 


could I vote for the rabid fascists. I voted not 
from the left side of the brain, but with my co- 
nscience and my heart. Human beings are dri- 
| ven by feelings, not analyses. A vote based on 





I voted 
with my 





conscience is not wasted. Obviously, vast multi- | 


tudes of people also voted from their hearts. 
The media is replete with analyses of the 

election results. Statistical, psychological, phi- 

losophical — all kinds of analyses have been 


| done and will continue to be done. Convoluted | 


explanations will be offered. Pundits have been 
trying to analyse every little fact, figure and turn 
of events to look cleverer than the next analyst. 
Every newspaper and magazine has advice for 
the PM, the FM and the government. However, 
the odds are that, as always, the needs of the 


| man who voted will be ignored. Because most 
| politicians are only focussed on winning votes, | 
| not really doing anything for the people of the 


country. If the two objectives coincide, well and 
good. Otherwise, guess which one takes 
precedence? 

I probably speak for several million ordina- 


family. I feel disgust when those who were in 
power till yesterday threaten to shave their 
heads if Sonia were to become PM. Would they 
shave their heads to mourn for the thousands 
of people killed in communal riots by their own 
compatriots? 

I am saddened by the fact that millions of 
Indians are still so ignorant, so naive that they 
can be led to believe that only Sonia can save 
India. I am saddened by the ego and hubris of 
those who have won, by Pranab Mukherjee's 
small-mindedness when he turns down the fi- 
nance ministry on the grounds that he is senior 
to Manmohan Singh. A lesson in selflessness! I 
am disgusted by the wrangling over ministerial 
portfolios. Being an avid watcher of Discovery 
and National Geographic channels 1 am 
tempted to liken some of the politicians to hye- 
nas and vultures. I am saddened by the grace- 


h e art VS ry, hardworking, honest, sincere and voiceless | lessnessofthe BJP in defeat. 1am also saddened 

people. My feelings are like hundreds of multi- | that Congressmen still feel they have to con- 

and now coloured pills that fill a glass bottle. It is difficult | tinue to eulogise Indira Gandhi who, for politi- 

| — if not impossible — to decide which is the cal expediency and personal power, almost de- 

I am | most dominant colour. But a closer look will | stroyed the moral fibre of India and the 
show feelings of the following hues: happiness, | institutions that protect the ordinary man. 

happy, | anger, elation, sadness, disgust, shame, hope, | Politics is one profession where you need 

d d | frustration and fear. | neither qualifications пог any track record. 1 

and Sa , I am happy that nice guys don't necessarily | feel insulted by the political parties who put up 

an d come second. We have a prime minister who | actresses and actors as candidates. Obviously 

combines integrity, honour and intellect. This | ме аге taken to be morons (and maybe we are) 

angry, | israreina country where politics smells like a that we vote for the Smriti Iranis and the 

sewer. І ат elated that there is actually a politi- | Govindas of this world. Other than Sunil Dutt 

and cian who can see beyond herself and has the | whohas demonstrated his dedication to public 

| grace to renounce power fora larger cause. lam | causes and is an unusual actor in that he is 

SCare d | happy that the fascist, divisive, fundamentalist | intelligent, I dread to think what will become of 
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ing them firmly shut. But to ask a 
keep his mouth shut is 
ive on dryland. 
ve contributed 


ll Arun Shourie an 
terrorist. One has every 


К policies, but that government is 


гапа good sense. 
... Iam frightened when I see that 


them may in fact suc- 
carrying out his threat and 
become the PM, and then all of In- 
ia will be like Bihar! Does beinga 








commodated in positions 























le eople shoot their — 
when they should be keep- 
ubious practices to 
to agree or disagree with his - 
.now out of office. Maturity de- - 
mands that you exercise restraint - 
y of our ministers have charge. _ 


st them. L am terrified - 


ean that crooks have. 
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India's largest-selling business magazine is 
looking for: 


Head of Desk Ж. 


An exceptional person who will take complete 
responsibility for putting the edition to bed every week. 
With excellent command over English and the ability to 
work under tight deadlines. Needless to say, he/she will 
have to be a great team leader and coordinator, 

The ideal candidate should have headed the desk or 
been the deputy head of desk at a major business 
newspaper or magazine. This position is based in 

New Delhi. 


Sub-editors/Senior Sub-editors 


Persons who can edit/rewrite business copies crisply. 
Expected to significantly add value to the stories filed by 
reporters. Should be able to produce outstanding work 
under tight deadlines. Apart from having an excellent 
command over English, they are expected to know what's 
happening on the economic and business front. 

People with one or two years of writing experience would 
be best suited for the job, but outstanding men and 
women just out of college may also apply. All applicants 
will have to take a copy test at the Businessworld office. 
These positions are based in New Delhi. 


Finance Correspondent W. 


A person who writes clear and well-researched articles on 
banking, corporate finance, investment banking, money 
markets and central bank policy. Should have a feel for 
language and numbers. 

Those who have worked in the financial sector but have 
no previous experience in journalism are also encouraged 
to apply. This position is based in Mumbai. 
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| HE makeover of 26, Residency Road is al- 

“most complete. On this Thursday morning, 

Bangaloreans walking down this tree-lined 

avenue slow down to stare at the megalith 

that has replaced the old Victoria hotel. It's a 

sharp, new mall. The sort with escalators 

and huge grey metal flanks clamped to the 

walls outside. All around it, people are zipping around 

in what can only be termed as desperate hurry. 

Labourers are clearing the dirt from the cobblestones 

that surface the driveway. Nearby, a mason is relaying a 

slab at the fountain, Truckloads of merchandise are ar- 

riving. Most onlookers take all this in, correctly con- 
clude that the store is about to open, and walk on. 

Other, more observant, watchers notice a some- 
what nondescript man sitting on a ledge between the 
fountain and the steps that lead up to the mall. He 
doesn't seem to be doing much. Every few minutes, he 
pulls out a cellphone— one of three he carries — to ask 
about the latest election results, and how the stock- 
markets are doing. For, on this Thursday morning, the 
final election results are being tallied, and it looks like 
the Congress might win after all. But there are more in- 
teresting sights that engage everyone's attention, and 
the man escapes most people's scrutiny. 

That seems to be something of a running motif 
throughout Kishore Biyani's life. Ask people who In- 
dias largest retailer is, and chances are they will say 
B.S. Nagesh of Shoppers' Stop or RPG Retail's Raghu 
Pillai. And yet, itis Biyani whoisthe largest player in the 
Indian market today. This June, when he announces 
the 2003-04 results of his company Pantaloon Retail, 
his topline will be about Rs 650 crore. A clear Rs 100 
crore more than RPGS, the second largest player in the 
Indian market. Shoppers' Stop is in third place with 
revenues of Rs 400 crore. 

Back in 2002, when Businessworld last wrote about 
him, the 'bania'from Mumbai was in much the same 
position as the Congress Party was before the elections. 
Noone took him seriously. Biyani hung around the pe- 
riphery of the retail industry, which was dominated by 
personalities like the suave Nagesh, unlike whom, he 
was taciturn to the point of being tongue-tied. He fid- 
geted constantly during formal meetings, which made 
the task of carrying out any serious conversation with 
him quite an ordeal. Little wonder, he seldom received 
invitations to speak at industry seminars. 

No one quite liked him either, because the man 
strongly believed — and said so bluntly — that his 
peers in the retail business were mere copycats. “Most 
Indian retailers tend to blindly copy from Western 
models. I am looking for a pan-Indian model of retail- 
ing," he would say to anyone who cared to listen. His 
search for the ideal model also meant that he took 
colossal risks — something that scared away most fi- 
nanciers used to dealing with more conventional busi- 
nessmen. On top of that, Biyani made no bones about 
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the fact that he liked to run a one-man show. “I use people as 
hands and legs. I prefer to do the thinking around here,” he 
once famously said. As a result, both professional managers 
and investors avoided him. And few people gave him any 
chance of succeeding. 


Between then and now, a lot has changed. Biyani has 


moved centrestage. Today he has three highly successful re- 
tail formats: the Big Bazaar hypermarket; Food Bazaar, that 
straddles the food and grocery business; and his original Pan- 
taloons apparel stores. The property opening in Bangalore is 
his fourth model, a mall called Central, By the end of next 
year, he expects to have 30 Food Bazaars, 22 Big Bazaars, 21 
Pantaloons and four Centrals. Right now, he has 13 Food 
Bazaars, 9 Big Bazaars (the 10th is opening next week in 
Nashik), 13 Pantaloons and one Central. Between them, 
Biyani's stores occupy 1.1 million sq. ft of retail space. By the 
end of next year, they will occupy3 million sq. ft. 

With the opening of Central, Biyani says his portfolio is 
complete. Even as his competitors like the Rahejas (who own 
Shoppers' Stop) embark on new formats (food and grocery), 
Biyani says that his appetite for experimentation is now sated. 
"I will no longer try out newer formats. My focus will be to 
consolidate our operations." Don't take him too literally, 
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though. What he means is that he will continue 
betting on new opportunities ranging from gold 
to car accessories, but not on quite the same 
scale as, say, his first Big Bazaar or his first Food 
Bazaar. Instead, he will concentrate on ramping 
up each of his four main formats. 

Drawn by his growth, in the last two years 
well-known financial institutional investors like 
Goldman Sachs and Citigroup Global Markets 
have picked up stakes in his firm. And when the 
stockmarkets looked buoyant just a few weeks 
before the poll results, the Pantaloon stock was 
among the best performing on the BSE. It quotes 
at Rs 311 today, up from Rs 51.25 a year ago. 
Things are going so well now that Biyani has 
stopped talking about selling out to foreign re- 
tailers when they come in. 

"Things have really fallen into place in the 
last two years," he says. It is noon, and we are 
walking through the mall. Inside, the whole 
place is a mess. There are less than 30 hours to go 
before Bangalores newest and largest mall 
opens for business. And, so far, nothing is in 
place. The escalators are not working. The 
shelves are still coming up. The merchandise is 
still coming in. The stuff which has come in has- 
n't been unpacked yet. Cardboard cartons, plas- 
tic sheets lie everywhere. And yet, there is some- 
thing oddly relaxed about Biyani's demeanour. 
He wonders about the stockmarket. Why is it ris- 
ing? Can Manmohan Singh be the next РМ? 

Perhaps Biyani is in an unusually good hu- 
mour because he knows that the chaos will settle 
down soon enough. Just like ithas with his entire 
business. A big factor, he says, was Big Bazaar 
Mumbai. The format was a huge gamble, says 
Bala Deshpande, who served as ICICI Venture's representa- 
tive on the Pantaloon board. Around 2001, when the first Big 
Bazaar opened, Pantaloon's topline was Rs 180 crore. The 
company needed money to expand, but had just Rs 4 crore of 
profits. The share price was low (Rs 18), so it could not have 
raised much from the bourses. Biyani would also have had to 
part with a lot of equity — his family and he hold 40% in Pan- 
taloon today. Biyani took a Rs 120-crore loan that pushed his 
debt exposure to as high as 1.5. If Big Bazaar hadn'tworked, he 
would have ended with huge debts and a loss. 

But, as it turned out, the store clicked. In week one, the 
first Big Bazaar store pulled in over a lakh customers, and did 
a Crore in turnover. By the end of the first year, Biyani had 
opened three more Big Bazaars. Riding on the hypermarket, 
Pantaloon saw its turnover of Rs 286 crore (2001 -02) climb to 
Rs 445 crore (2002-03). Investors began to take notice. They 
also became more comfortable with the idea of him being a 
maverick. Says Biyani: “Investors look for growth. And there 
are not many growth stories in Indian retail. Most companies 
are growing very slowly,” 

Ithelped, also, that around the same time, Biyani began to 
pay a lot more attention to what the investors wanted, Says 
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Deshpande: “As the new investors came in, they told him that 
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he needed to delegate in order to grow.” And so, he went ona 
hiring spree. Biyani pulled in the head of Globus, Ved Prakash 
Arya, to handle operations; Jaydeep Shetty from Inox to create 
new brands; Sanjeev Agrawal to handle marketing; Kush 


Medhora from Westside to look after new store rollouts; Am- . 


brish Chheda came in to look after Food Bazaar and handle 
business development; Bina Mirchandani came in to look af- 
ter the merchandising; V. Muralidharan came in from 
Lifestyle to head Central... 

Persuading the professionals wasn't easy. Take Kush Med- 


: hora. Initially, he didnt want to join. "I thought the company 


was unprofessional from the way the first few stores looked. I 
had also heard that the company was a one-man show." But 
during the job interview, Biyani told him he wanted to abdi- 
cate everything except strategic planning and the selection of 
newlocations. That helped Medhora make up his mind. 
There is probably another reason why Medhora joined. 
He enjoys the adrenaline rush. His job, opening new stores, 


- keeps him on the road for 220 days in a year. It is this frenetic 
2 pace that drew him to Pantaloon. "We will be (worth) Rs 5,000 


е cash from his business, at the same time, he 
- is making that cash work harder. In the old 


crore by 2007,” he says. “Such expansion is fun. In a way, we 
are creating history.” Right now, he is running around — he is 
short of site engineers. His team has just one when it needs at 
least another three. He is also interviewing aspiring Big 
Bazaar store managers. In a break from regular retail recruit- 
ment, the company is hiring chartered accountants for store 
managers. Managing Big Bazaar is like financial tap dancing. 
The margins are slimmer. The business runs on faster stock 
turnarounds, and calls for a very different way of thinking 
from the other stores. And so, Pantaloon is looking for people 
with an eye for numbers. “Alternate Saturdays are holidays,” 
Medhora grins, “and so that is when we do our interviews.” 
As the company grows by leaps and bounds, it is discover- 
ing all the advantages of scale. In everything, from raising fi- 
nances to negotiating rates, the economies of scale kick in. To 
go from its current 1.1 million sq. ft of retail space to 3 million 
sq. ft by the end of 2005, Biyani estimates he will need an in- 


vestment of about Rs 250 crore. Of that, Rs 32 crore has been | ning to target the youth instead. His consumer insight is, like 


raised through a convertible debenture offer 
made in November 2003. Another Rs 60 
crore is being raised though debt. The cur- 
rent cash flows should take care of debt ser- 
vicing without much problem. Meanwhile, 
the rapidly growing profits can be ploughed 
back to fund the expansion. The company 
has an EBITDA (earnings before interest, 
tax, depreciation and amortisation) ofa little 
over Rs 65 crore. Right now, says С.Р. Toshni- 
wal, chief of corporate planning, “Our 
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turnover is around Rs 650 crore. But by next — Lifestyle 
year, the turnover will be Rs 1,300 crore. So, Westside 
we will have an EBITDA of Rs 130 crore, all of NM 

с which help fund the expansion." In contrast, RAO ЕР 
Shoppers’ Stop will throw up Rs 24 croreas — Piramyd 


EBITDA this year. 


Interestingly, even as Biyani gets more ` Globus 


days, he says, “I would have paid Rs 7 crore- 
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7.5 crore for a 50,000-sq. ft store and I would have done an an- 
nual turnover of Rs 35 crore. Now, I spend about Rs 4 crore for 
astore of that size, and do a business of Rs 50 crore-60 crore.” 

You can attribute that partly to the mall-making frenzy in 
this country. There is a shortage of anchor tenants in this 
country — at least ones that can pull customers in, and Biyani 
is exploiting that. Not only is he able to negotiate lower 
rentals, he has begun insisting that mall owners also develop 
the place for him. In the old days, he says, “We would buy the 
property, do the fittings and so on. Now, I just take a fully-ap- 
pointed building from them.” 














































AY two. Kishore Biyani is standing on a scooter, The Ви 

nessworld photographer is trying to get some elevation 
into the photograph. From that unsteady perch, he is talking 
about why he thinks the best is yet to come for his chain. All - 
his formats, he says, are seeing an interesting evolution, 

Take Pantaloons. This is the brand that started Biyani's 
transformation into a retailer. Backin 1997, Biyani was manu- 
facturing two brands, John Miller and Bare. Both were strug- 
gling. Even though his products were good, and the pricing 
was competitive, high distribution costs and margins were 
making the whole business unviable. And so he dec t 
up his own stores. That year, the first of these came 
Kolkata. At this stage, the plan was that the company w 
open another 2-3 such stores, no more. Recalls Kab 
Loomba, who worked with Biyani as a chief operating offic 
(COO) in that period: “When the first store came up, we di 
not know when the second store would come up.” But the 
Kolkata store was an eye-opener. Biyani had been hoping it 
would do about Rs 7 crore in its first year. It did Rs 10 crore. 
Loomba feels this taught Biyani an important lesson: the Inm = 
dian market was under-retailed. This was when the aggres- 
sive retail expansion started. 

Over the years, Pantaloons has been through a few 
makeovers. And right now, it is getting another one. Biyani is 
junking the old positioning of ‘India’s family store’ and is plani- 


Ahead of the pack 


Turnover Total floor 
(Rs 


ошын — 200445 2 


2004-05 figures are estimates *Pantaloon Retail: Current stores (2004-05)—-Pantaloons 14 (24), 
Big Bazaar 7 (16), Food Bazaar 10 (30), Central О (4) * RPG Retail: Current stores (2004-0! 
92 (100), Giant 2 (5), Musicworld 16 (17/18), Health & Glow МА, 


bens 1@... 


Source: Companies. — 










Чоу —— 


| always, a shade radical: “Within a family, people were think- | 
ing and dressing and acting very differently. Which is why I 
believe studying Indian consumers by demographics and | 
{ psychographics is a waste of time. We should look at commu- 
nities: techies, metrosexuals, etc.” 

So, Pantaloons will now be about affordable fashion. | 
‚ (‘Fashion from Pantaloons' is the new adline.) In the next two 

| years, says Biyani, Pantaloons will be the Indian equivalent of 
| Spanish fashion retailer Zara. 

Internationally, in this business of fashion retailing, while | 
the margins on individual garments are high, eventually, the 
E margins are low, That is because the unsold stocks have to be | 
| liquidated through heavy discounting. For instance, it takes 

| 90-120 days to design and ship, say, a newline of fashion mer- 
chandise. This means two things. One, the company will al- 
E waysbe forced to order in lots of 90-120 days, lestitrunsoutof | 

| stock halfway. Two, if the fashion changes, the company is | 
| saddled with inventory which then has to be liquidated. Says 
Biyani: “If the margins on every garment are 50%, but Iam go- 
ing to sell halfof them after a 12% markdown, my margins are | 
already down to 44%,” And so, the company is tryingtocrash | 
the time to market from 90 days to about 21 days. 

Zara has a neat model that lets it launch new lines in less | 
than 21 days. What made it possible is that it had its own fac- 
tories. Biyani is doing something similar. Faster manufactur- 
ing, says Anshuman Singh, who looks after the supply chain, 
will let the company keep less inventory, which will make it 
more responsive to market changes while reducing the | 
amount of stocks to be sold at a discount. At the same time, as 
fresh stocks hit the market faster, sales will rise. By becoming 
much more responsive, says Biyani, “We can up our margins | 
by 5-6%.” Right now, he has 
brought the time lag down 
from 90 to 40 days. 














The evolution of Kishore Biyani... 


Recalls Singh: “Pantaloons has jeans from Bare at Rs 695 and 
above. Newport, priced at Rs 599, was the cheapest pair of 
jeans in the market. So, we contacted Arvind Mills and asked 
if they could give us jeans at Rs 299 if we were willing to take 
100,000 units a month.” That is where Ruf-n-Tuf came in. The 
brand had been discontinued when Pantaloon first con- 
tacted Arvind. From now on, it will be available only through 
Big Bazaar. There is a similar deal for T-shirts. 

This will have to be a lean operation. Pantaloon will carry 
no stocks. They will lie with the manufacturer and replen- 
ished just in time. In businesses where there aren't any large 
manufacturers, like plastics, leather, food technologies, Pan- 


| taloonis trying to engineer its own low prices. For ketchup, it 
| has an in-house label for Rs 38 as opposed to an industry av- 


erage of Rs 58 for the same size. 

And then, there is the format that fascinates and worries 
Biyani: Food Bazaar. Right now, of the company’s topline of 
about Rs 650 crore, Rs 250 crore has come from Pantaloons, 
the apparel store, another Rs 230 crore from Big Bazaar and 
the rest (Rs 160 crore-170 crore) is contributed by Food 
Bazaar. Biyani worries that Food Bazaar is growing too fast. 
He says: “I could double the stores I have and still face no 
problem. But it is important to recognise that it should not be 
more than 30% of my topline.” (That is why, he says, “I have 
underplayed food in Big Bazaar.”) 

That flies in the face of conventional wisdom. Most retail- 
ers believe food is central to their retailing operations. If you 
look at the rival hypermarket format Giant from the RPG sta- 
ble, 50% of its revenues come from food. In contrast, Biyani 
doesn't want the share of foods to rise over 30%. He has a sim- 
ple explanation: in India, cost of modern retailing is very high, 
and food doesn't offer ade- 
quate margins. If cost of 
operations is 30%, food 





But fashion tastes in In- апа the company he runs margins are just 12-14%. In 

B diadont change that fast. As Blyani's thoughts on retailing evolved, his company changed. contrast, apparel and non- 

| Sotherealquestionis: what “This was an evolution born out of market needs. | think our food segments offer mar- 
| willittake to drive dispos- biggest strength today is our organisation's ability to change," gins of 25-30%. 

_ ability of clothes higher? пе now says. Part of his success is the 

B According to retail consul- ability to paint on a blank 


tant Devangshu Datta, that 
— is price. "Pantaloons will 
| have to really bring prices 
| down, by half or so. But that 

| might create a problem be- 
| tween Pantaloons and Big 
| Bazaar, for the latter is also 

i based on apparel.” 

‘As it were, Biyani's new 
strategy for Big Bazaar also 
| centres on fashion, but 

? witha volumes orientation. 
It will retail what Biyani 
‚ calls commoditised fash- 
| ion — blue jeans, white 
L| shirts. Biyani is planning to 
| buy these in very large 
E numbers, drive prices 

| down, and sell. Take denim. 
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canvas. Incredibly, when 
Big Bazaar was conceptu- 
alised, he put in place a 
team of four people, inclu- 
ding himself, none of 
whom understood the hy- 
permarket business. And 
one of the first insights the 
team had was that all 
neighbourhood markets 
are the same — each of 
them has a bania, a dry 
cleaner and a chemist. “We 
knew we would have to 
create that same mix of the 
mandi in whatever new 
format we evolve." 

Or take Food Bazaar. “1 
am going to change the 





face of food retailing in India,” promises Biyani. 
Right now, he is working on a new focus for Food 
Bazaar. He calls it ‘farm to plate’ — essentially, a 
plank to improve freshness in the products. 
Boasts Chheda, the chief of business develop- 
ment: “The Ahmedabad Food Bazaar has a full- 
scale dairy set-up in place with a capacity to pro- 
duce 1,000 litres a day. We make our own paneer 
and pasteurise milk. The company is also adding 
spice grinders and atta chakkis (flour mills)." 

It's an example of how earthy entrepreneurs 
think differently. Says Biyani: “It is obvious to 
everyone that what Indians prize most in their 
food is freshness. That is what I need to give my 
consumers. But most managers take that as a 
mandate to set up a cold chain in this country. 
But I wonder, why cannot I have a farm next to 
my store? Managers always complicate things. It 
is the MBA culture. B-schools teach you how to 
manage complexity, but I don't think that is nec- 
essary. Life is quite simple." 

Central is a smart concept too. It is a seamless 
mall. In other words, while there are lots of retail- 
ers under one roof, the look and feel is like that of 
a department store, down to the unified billing 
centre. And yet, all the stocks are held not by 
Biyani, but by the partners. By the end of Sep- 
tember, Biyani will add two more — a 210,000- 
sq. ft monster in Hyderabad, and a smaller one in 
Pune. A fourth one will come up by May next 
year. The four Centrals will do about Rs 360 crore 
in turnover in the first year. 

To continue innovation, Biyani has a new 
businesses team. Newly constituted under the 
charge of former Globus manager, Anand Jad- 
hav, it is trying to identify new businesses for the 
company. Says Jadhav: “In 4-5 years, same store growth might 
start to plateau. To keep that rate of growth intact, we are 
identifying new businesses we can expand into, or use to re- 
place less profitable ones." Right now, Jadhav and Biyani 
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come up with the ideas and Jadhav's team sees how each of | 
| any cabinets for his counter. We had to run to find carpenters. 


the areas can generate a topline of Rs 100 crore in two years. 
So far, he has zeroed in on footwear, music and car acces- 
sories. His mandate: to launch 3-4 business ideas every year. 


ALKING about managing innovation brings us to con- 
trast Biyani and Nagesh. Nagesh believes Biyani will have 
to give up on gut-feel soon. "Gut-feel is not consistent. He will 
just confuse his managers terribly. There is no doubt in my 
mind that Kishore will have to go in for tech-driven answers." 
In many ways, the two are poles apart. Nagesh is extre- 





mely systematic. He gets systems in place and then scales up | 


very fast. Biyani works the other way around. He believes in 
growth first, and that problems can be fixed along the way. As 
theIndian market evolves, it will be interesting to see who has 
the better retailing organisation. The scientific Shoppers' 
Stop, orthe serendipitous Pantaloon. It will also be interesting 
to see how Pantaloon retains its founder's intuitive spirit even 
asthe professional managers and systems take root. 
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Itis alittle after 6 p.m. The diyais lit. The ribbon is cut. And 
the mall opens for business. A lot of employees are hanging 
around, all eager to see how the mall does. Medhora is stand- 


| ing, grinning, near the entrance. "Five days before the store 


opened,” he tells me, “A tenant called to say he could not get 


We got the cabinets just in the nick of time." 

The mall begins to fill up. The first glitches reveal them- 
selves. The public address system is not working too well — 
the speakers are too high. And then, a few minutes after the 
mall opens, the power fails. The lights dim. The escalators stop 
moving. Opening glitches, shrugs Biyani. 


Postscript: Less than a week later, half the Pantaloon man- 
agers were back in Bangalore ironing out some of the bugs 


Postscript two: Another week later, I call Murali, the head of 
the mall. Business is good, he reports. Getting close to 15,000 


people on weekdays and 25,000 on the weekends. 


With reports from Irshad Daftari. 
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There is 

a hard 
reality 
behind 
the effort 
to unify 
the Asian 
countries 
— the 
increased 
financial 
and trade 
links 
between 
them 











Integrating the 
Asian economies 


HE buzz and excitement generated 
in the wake of the expansion of the 
European Union (EU) last month 
was not unexpected. It was good 
theatre. You could go around ask- 


| ingthe Czechs what they thought of the Ger- 
| mans. Yet, the media blitz seemed a bit over- 


done when compared to the deafening silence 


| that greeted an equally important step taken 
only a few days later at the other side of the 


globe, in South Korea. It's a step that could lead | 
| therestofthe world too has fallen dramatically 


to the economic integration of Asia. 


On 15 May, finance ministers from 13 major | 
Asian countries got together to do something | 
very boring. They inaugurated a website dedi- | 


cated to the Asian bond market, called 
www.asianbondsonline.adb.org. Analysts say 
this site will lead to the creation of a $1.3-trillion 
Asian bond market and then pave the road for 
the creation ofa common regional currency, an 


| Asian variant of the euro. (India is not part of 


the initiative.) 
Why is all this being done? The major Asian 


| economies run huge trade surpluses with the 





US and Europe. The result: their central banks 
hold $1.7 trillion or so of foreign exchange re- 
serves. Almost all this money is being parked in 
the US bond market. It helps finance the gaping 
budget and current account deficits of the 


| world’s largest economy. 


What Asia's governments have been asking 
themselves is this: can't the money be kept at 
home and used to fund development in Asia's 
poorer countries? And, besides the altruism, 
there's a scare playing at the back of their minds 
as well. Hedge funds had destroyed Asian cur- 
rencies in 1997 because no one central bank 
had the firepower to fight them. But an Asian 


| central bank protecting a common currency 


will be a tougher opponent. 


The financial integration of Asia maynotbe | 


an empty dream because there is a hard reality | 


that supports it — the increased trade and in- 
vestment links between the Asian economies. 
Asiasinitial economic boom was sparked off by 
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huge exports to the West. But this made coun- 
tries like Taiwan, South Korea and Thailand 
dangerously dependent on the business cycles 
in Europe and the US. Any problem there 
quickly rippled through Asia's economies. 

This dependence has reduced a great deal 
in recent decades. In the late 1970s, only 20% of 
Asian exports were to other countries in the re- 
gion; the rest went to the developed countries. 
By 2002, intra-regional trade accounted for 
4096 oftotal exports. The share of imports from 


— from 82% to 58%. And a recent IMF study 
shows that the business cycles of the major 
Asian economies are more closely correlated 
today than ever before. 

Therise of China is one obvious reason why 
Asia is integrating so fast. Just look at the way 
the fear of China has been replaced by a mad 
rush to do business with it. But there is another 
factor as well — the globalisation of production 
since the 1970s. The IMF says that the rise in in- 
tra-regional Asian trade is because of a rapid 
growth in intra-industry trade. Production 
processes have been dispersed across the re- 
gion, because of which Asian countries are sell- 
ing to each other. So the main chunk of trade 
between Asian countries is in intermediate 
goods. Most of the final demand still comes 
from the US and Europe. 

That will be the next big change. Asian eco- 
nomies will start generating more of the final 
demand for goods and services as they climb 
the ladder of prosperity. Around this time, the 
single currency could also kick in. Asia will then 
be an autonomous engine for the world econ- 
omy, far less dependent on the West. 

India has kept out of the Asian drama, until 
now. There have been a few free trade agree- 
ments signed, but they pale in comparison to 
the audacious plan to create a single Asian mar- 
ket witha common Asian currency, from Beijing 
to Yangon. The Indian government and compa- 
nies will have to figure out where they will stand 
in relation to this emerging common market. ii 
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In a Class cf 


INE hundred and thirty. At 

last count that was the num- 

ber of business schools in In- 

' dia. Then one more was set 

up in Chennai. Now yet an- 

other one is coming up in 

Bangalore. So that makes it 932. What's 
the big deal, you might ask. 

These two new schools are different. 
Both are backed by renowned Indian 
academics based in the US — Bala Bal- 
achandran and Jagdish Sheth. Bala's 
school, Great Lakes Institute of Manage- 
ment, opened in Chennai on 29 April 
and its degree will be issued in associa- 
tion with Stuart School of Business at 
the Illinois Institute of Technology. 
Sheth's school in Bangalore will open 
only in June 2006. 

B-schools are usually funded and es- 
tablished by either the government, or 
private trusts and institutions. It is un- 
usual for academics to plunge into en- 
trepreneurship, the exception being 
Kellogg-educated Lincoln Soo, who 
championed a venture in Hong Kong. 

But there are enough reasons why 
Bala and Sheth's entrepreneurial ven- 
ture will be closely watched. For one, 
while management institutes in India 
are a dime-a-dozen, most of them are of 
very poor quality. Two, except for the 


IIMs and a handful of institutes like | 


XLRI, very few have helped put India on 
the global management education 
map. In 2000, the Indian School of Busi- 
ness (ISB) was launched with great fan- 
fare in Hyderabad by Rajat Gupta (the 
then CEO of McKinsey), and a group of 
leading Indian and global companies. 
The idea was to build a world-class 
management schoolin India that would 
act as a magnet for students across the 
globe. But so far, weighed down by huge 





| 


overheads, the big-bang ISB experi- | 


ment has not delivered on its promise. 
Insiders say if the project were to start all 


over again, none of its high-profile cor- | 
porate sponsors are likely to put in | 


money. (See'A Heavy Burden.) 
So, if the ISB model failed to show 


Two leading US-based professors 
are pioneering a new kind of low- 
cost business school in India. Will 
it set a trend? By Neelima Mahajan 




























Betting big on research 
Jagdish Sheth, prof. of marketing, Goizueta School of Business, Emory University 


HETH is a well-known marketing guru and an authority on strategic 

marketing and global competition. He is a staunch believer in 
Porter's theory of clustering. And that's why he has chosen to open the 
Bangalore School of Business in, well... um, Bangalore. Confused? 
Listen to him: "Any top-class city in the world has two to three B-schools 
or universities. Look at Atlanta, San Francisco and Boston. Mumbai and 
Delhi already have several good B-schools. But 
Bangalore has only one — IIM-B." 

Sheth is looking at a research-driven 
school as he feels that is one area where 
India is lagging. "When | taught at IIM- 
Calcutta, | realised that this system 
doesn't allow one to do much research. 
Indians do very good research in the US but 
not in India," he says. 


the way, how can we set up world- 
class schools in India? Is there an 
alternative model? 

Maybe the lessons lie in the 
manner in which ISB was concep- 
tualised. Interestingly, as a close 
friend of Rajat Gupta and one of the 
senior-most faculty members at 
Kellogg, Bala was closely involved in 
ISB's planning and has been moni- 
toring the school's progress. He was 
quick to figure out the need for an al- 
ternative model. That's why both he 
and Sheth have avoided ISB's pre- 
mium strategy, settling instead for a 
low-cost model which they believe is 
better suited for the Indian market. 
Like ISB, the programme at Great 
Lakes is of one-year duration. Yet it 
will cost students just Rs 3.08 lakh, a 


TRIBHUWAN SHARMA 


B-SCHOOLS 


their wn 


little more than the IIMs’ (about Rs 2.5 | ferent from ISB's model, be it in terms of 


lakh for a two-year course), and way be- 
low ISB's Rs 13 lakh bill. Sheth agrees 
that management education is a costly 
affair: “The challenge is to make private 
education more affordable while main- 
taining the quality and integrity of the 
institution.” He too plans to keep his 
school's fees low, perhaps by creating an 
endowment that can provide fellow- 
ships to deserving students and take 
care of faculty salaries and research. 
This is the practice in most private US 
schools, including Harvard and 
Goizueta, where Sheth teaches. 

Like ISB, the schools that Bala and 
Sheth plan to build are integrated insti- 
tutes that will carry out research, execu- 
tive education and consultancy. 
Though, the way they hope to do it is dif- 
















| crore. Bala expects to achieve break- 





teaching assignments. However, the 
role that Tata and Narayana Murthy will 
play is not yet clear. 

Unlike Bala, Sheth hasn't finalised 
his budget yet, but hopes to raise funds 
from Bangalore-based firms. “There 
may be some industry participation in 
terms of donations. Companies like 
Wipro, Infosys and Titan have their 
headquarters in Bangalore and should 
be interested,” he says. 

As for Bala, he is managing his Rs 10- 
crore kitty prudently instead of commit- 
ting huge amounts to building a world- 
class infrastructure like ISB did. A 
B-school has three major heads of cost: 
establishment, faculty and operating 


faculty profile or research capability. 
Can these academics-turned-entrepre- 
neurs make their no-frills formula work? | 
Bala, who is on the board of several 
Indian firms, has leveraged his personal 
relationships with industrialists to raise 
funds. “I have been at Kellogg for 31 
years so I have great contacts in the 
business and academic world. Because 
of this, things have become easy for 
me," he says. In all, Rs 10 crore has been 
invested in the school. In the next two to 
three years, it is slated to go up to Rs 25 


even in a year's time. Apart from Bala 
himself, people like A. Mahendran, 
managing director, Godrej 
Sara Lee, and Jamshyd Go- 
drej, chairman, Godrej & 
Boyce, have pitched in with 
funds. And marquee names 
like Ratan Tata, М.К. 
Narayana Murthy, S. Ra- 
madorai and Venu Srini- 
vasan figure on the school's 
Business Advisory Council. 
Some will help in placements 
and internships and take up 





Returning to one's roots 
j Bala Balachandran, prof. of accounting information and management, Kellogg 


EACHING and consulting for companies are only two of Bala's 

vocations. And setting up B-schools, one would think, is one of 

his favourite pastimes. This veteran accounting professor helped 

kickstart the post-graduate programme in management at MDI, 

Gurgaon in 1991. After that he was involved in setting up ISB — 

you can't quite escape that if Rajat Gupta lives in your 
neighbourhood in Chicago! All along, Bala wanted to do something 
for his hometown Chennai. “Chennai is a 'knowledge city’ but it 
still doesn't have any world-class school," he says. 

And so he set up Great Lakes in April end. The school has 
people like Ratan Tata and N.R. Narayana Murthy on board. Roping 
in the two was not really tough. In 1995, Tata attended 
a programme Bala and his son conducted for Tata Motors in 
Pune. And Bala has known Narayana Murthy since 1996, when he 
invited him for the India Business Conference. Since then he has 
developed strong personal ties with Tata and Narayana Murthy. 
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expenses. On each of these, 
the ideais to keep costs down, 
without sacrificing quality. 

So Bala has leased a no- 
frills building in Chennai. The 
boys stay 'off-campus' in a 
building rented by the school 
while the girls are put up in 
three working women's hos- 
tels. The Tamil Nadu govern- 
ment has given Great Lakes 25 
acres in the Knowledge City 
butit will bea year or so before 
the campus is built. Itwont be 
as luxurious as ISB is, though. 
“We don't want to over-invest 
in real estate and infrastruc- 
ture. What is important is 
good faculty input,” says Ma- 
hendran, who is chairman of 
the school board. 

Neither Bala nor Sheth is 
hung up on attracting US- 
based Indian faculty. At ISB, 
the average salary of some 
US-returned professors was 
Rs 25 lakh-40 lakh a year; in 
comparison, an IIM professor gets 
about Rs 15 lakh a year (including vari- 
able compensation for consultancy as- 
signments, МОР», etc.). Besides, once 
they join, it is hard to retain the re- 
search-oriented US faculty as most In- 
dian campuses aren't yet conducive for 
research. That's why Bala's hunt for tal- 
ent is largely restricted to other schools 
in India. So far, he has hired executive 
director S. Sriram (from SP Jain Institute 
of Management Research, Mumbai) 
and R. Narsimhan (from Venkateshwara 
Engineering College, Chennai). Over 
the next three years, Bala plans to build 
up à faculty size of not more than 10-12. 

They will be aided by visiting faculty. 
Already Seenu V. Srinivasan (Stanford 
Graduate School of Business), Nandu J. 
Nagarajan (University of Pittsburgh), 
Krishnamurthy Surysekar (Florida In- 
ternational University) and John Fisher 
(chairman, Solid Systems Engineering) 
have committed to teach for free. 

The other big differentiation is cur- 
riculum design. Great Lakes has broken 
away from the traditional concept of 
functional specialisation and is offering 
industrial specialisations instead. Bala 
terms that as ‘business readiness’. Stu- 
dents will not specialise in marketing, 
HR or finance but in areas like manufac- 








VEN after four years of opera- 

tions, the Indian School of Busi- 
ness is not close to breaking even. It 
can do so only if it scales up from the 
present 280 to 500 students, a num- 
ber ISB's infrastructure can easily han- 
dle, says associate dean Shyam 
Viswanathan. That is part of the prob- 
lem. Despite former chief minister Chandrababu 
Naidu's offer of free land, ISB under-estimated the cost 
of developing and maintaining a world-class campus. 
Attracting US-based research faculty was also a big 
challenge. So while research endowments were set up, 
it didn't have the faculty to chair them. Students who 
had more than a couple of years of experience and had 
paid a hefty fee, had a hard time finding placements 
initially as Indian corporations were averse to lateral en- 
tries. (This year though, ISB has had a very good run.) 
To tide over its financial burden, ISB has now hiked its 
fees to Rs 13 lakh. Whether that will deter students 
from applying is still not clear. But it sure will make the 
task of marketing the school that much more difficult. 





A heavy burden 


turing management, entrepreneurial 
marketing and family business, finan- 
cial institutions and risk management, 
technology fusion and entertainment, 
and healthcare and hospital manage- 
ment. Students will get conceptual 
knowledge in the horizontals and do- 
main knowledge in the verticals. So you 
learn subjects like marketing, human re- 
sources and finance before specialising 
in, say, manufacturing management. 
"The idea is that the day a student joins 
the industry, he should start delivering," 
says Sriram. Also, given these verticals, 
firms can cut down on the time people 
spend as management trainees. 

But can Great Lakes deliver on its 
promise? There are a few areas where 
the school needs to be careful. Take fac- 
ulty. Excessive dependence on visiting 
faculty has its share of problems. To 
grow a proper management school, it is 
imperative to conduct certain activities 
ata high level of excellence. So besides 
teaching, there's research, consulting 
and executive education programmes. 
Butis all this possible with a permanent 
faculty of just a few people? 

Applied research will begin at Great 
Lakes in six months. “We are also look- 
ing at faculty who will come from 
abroad for sabbaticals and jointly do re- 
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search with the staff here," 
says Mahendran. Once again, 
the idea offusing research tal- 
ent from the West with per- 
manent faculty is novel. But 
research needs full-time 
commitment. 

Schools with high levels of 
visiting faculty also suffer 
from the problems of conti- 
nuity. As Mangesh Kore- 
gaonkar, former head of the 
Shailesh J. Mehta School of 
Management at IIT-Bombay, 
says: "How do you manage 
continuity between one set of 
visiting faculty and another? Visiting 
faculty can help and supplement full- 
time faculty but never substitute them." 
That is something ISB is grappling with. 
The school had relied heavily on some 
marquee names from the academic 
world. Things were fine initially, but 
from the third year onwards, a lot of 
those people stopped coming to ISB. 

Eventually, of course, the acid test of 
Bala's model will be whether the gradu- 
ating students find acceptance in the 
corporate world. Experts say that while 
the idea of industry specialisation is an 
interesting innovation, its positioning 
could get restrictive. Says Koregaonkar: 
"[ hope that doesn't become the basis of 
a niche school where students are not 
able to relate to what is happening in 
other sectors. Management is an inter- 
disciplinary study after all." Says Cos- 
mode chairman Dharni Sinha: "Even as 
far as the IIMs are concerned, firms hire 
students because of their general man- 
agement skills, despite their specialisa- 
tions in different areas. The concept will 
work only if the quality of students is ex- 
ceptionally good." 

Whether Bala and Sheth's experi- 
ments work or not, they are certainly 
bringing a whiff of innovation to man- 
agementeducationinthecountry W 
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“The shopping 
laboratory 


In a store deep inside Germany, an experiment 
is on to change the face of shopping forever 


INDRAJIT GUPTA 





HEINBERG is a sleepy little 
town near Duisburg in western 
Germany, hardly a place that 
would draw tourists. Yet, more 
than 10,000 visitors from across 
the world, starting with supermodel 
Claudia Schiffer, have flocked there 
since 30 April last year to witness an in- 
teresting, large-scale experiment. 

That was when Metro AG, Germa- 
ny’s largest retailer and the world's fifth 
largest, opened the doors of its new pro- 
totype, Extra Future Store. Local girl 
Schiffer was the first shopper at the re- 


modelled store; her presence caused a | 


stampede. Fortunately, it didn't take 
away from what Metro was trying to 
achieve: offer a glimpse of the future of 
retailing and how the supply-chain will 
be managed. The store is one of the big- 


gest live experiments of its kind, and in- | 


volves heavy hitters from the tech world 
like SAP and Intel. Among the new tech- 
nologies here, the one most people are 
betting on revolves around that magic 
four-letter word: RFID, orradio frequen- 
cy identification (See www.businesswo- 
ridindia.com/Jan1904/indepth03.asp). 
That's why even Wal-Mart, the wor- 
Id's number one retailer and one of the 
early adopters of RFID technology, is 
keenly monitoring Metro's results — to 
see ifthe new technologies have the po- 
tential to boost sales, lower costs and 
make operations more efficient. 
Needless to say, some of the new 
technology will work, others won't. But 
catch a glimpse of what's on offer. Allow 
the store assistant to fit a Personal Shop- 


The RFID tag (L) eliminates wait-time 
and queues. The Personal Shopping 
Assistant enables shoppers to scan 
products and get information 





ping Assistant (PSA) to the handle of | 


your specially designed shopping cart. 
The PSA isa touch-screen PC tablet, and 
it comes with a barcode scanner. This 
enables you to scan an item and get in- 
formation including price, description 
and special offers. It even relieves you of 
having to wait in queues. At the check- 
out, all you have to do is transfer the to- 
tal amount directly from the tablet to 
the checkout terminal. 

Then there are intelligent scales that 
automatically weigh and recognise 
fresh produce (like a tomato), and smart 
shelves that alert store managers when 
there is a need to stock a product or 
when an item is in the wrong place. And 
how about electronic shelf labelling, 
wherein the prices on the shelves are 


maintained centrally? This makes it | 


possible to change the prices ofall items 
in a matter of minutes. The self-scan- 
ning info terminals are sure to catch 
your fancy. Just how many times have 
you struggled to pick up the right bottle 
of wine? This terminal tells you every- 
thing about the wine as well as the foods 
that you could serve it with. 

The electronic shelves that stock 
Pantene shampoos are equally high- 
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METRO FUTURE STORE 





tech. When you pick up a bottle, the 
electronic display above the shelf plays 
a clip from the brand's ad. “The idea is to 
see how each of these emerging tech- 
nologies interact with each other to cre- 
ate a better shopping experience,” says 
a spokesman for Metro AG. (A tracking 
study by management consultants BCG 
suggests that adoption of such technol- 
ogy is improving rapidly, though at first 
glance it is impossible to tell. Most shop- 
pers still seem to stick to the old way!) 

Much ofthe more serious stuff — the 
RFID-enabled supply chain — is hidden 
from the shopper's view. Ten years from 
now, RFID tags will be ubiquitous. They 
will be on every product, and will help 
retailers track inventory even without a 
line of sight. So far, RFID tagging has 
been done mostly on pallets or on the 
cases. Until the cost ofthe tags falls, item 
level tagging is ruled out, except for se- 
lect products like Gillette razors, Pan- 
tene shampoo and Kraft Philadelphia 
cream cheese, as well as the CD, book 
and video sections. 

SAP's Christian Koch says they ex- 
pect at least 40-5096 reduction in losses 
due to theft and a 3-796 increase in sales 
due to better availability. Yet privacy 
concerns expressed by consumer grou- 
ps have forced Metro to install deactiva- 
tor machines, which mask the serial 
number of the chip and rule out any 
possibility of tracking the item after it 
has moved out of the store. "This is a 
sensitive issue and has to be handled 
carefully," says SAP's Koch. This isn't de- 
terring Metro, which plans to roll out 
RFID throughout its supply chain by 
November this year. All its 100 top sup- 
pliers' vendors have been asked to affix 
RFID tags to their pallets. That should 
set the cat among the pigeons. n 
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Tenacity, 
and not 
ability, 
often 
decides 
who 
succeeds 
and who 
does not 
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‘only this week’ 


URING one of my cubicle chats, | 
I met with a MindTree team 
working on a software develop- 
ment project. After asking them 
alot of questions, it was my turn 
to answer theirs. One question they asked me 
related to how my early life experiences have 
helped me handle what I do now. The truth is, | 
from a sheer work-content point of view, there | 
are few clear linkages. The work you do in your 
20s and 30s and 40s can be so radically different! 
But looking back, I do realise that the early years 
of one's life can have a deep impact in many 
ways. They go on to determine who one eventu- | 
ally becomes. Take, for example, learning the 
value of tenacity. It is a quality that is so critical to 
navigate the ups and downs of life and work. 
Tenacity, and not competence, often decides 
who succeeds and who does not. Sustained 
value creation is invariably led by tenacity. It is 
true at a personal level as much as itis at an or- | 
ganisation level. How does one learn it? 

The cubicle conversation took me back in 
time to when I was just about 18. Having gradu- 
ated and eager to be on my own, I had signed 
up for my first job as a lower division clerkat the 
state secretariat in Bhubaneswar. I met an ип- | 
usual person there. In a government office 
where most people are grumpy, lazy and hardly 
work, he was an exception. He came before | 
time, stayed late, was always busy and at the 
same time used to be the most cheerful person 
in the office. One day, I sensed he was some- 
what withdrawn. I walked up to him and asked 
what the reason was. The man was startled and 
embarrassed. He tried to tell me nothing was 
wrong, but after a little cajoling he opened up. 
His wife was suffering from cancer. “But then I 
could always handle it. The problem is, she is 
admitted in a hospital in Cuttack, as we do not 
have a cancer hospital in Bhubaneswar. So, I 
have to commute everyday." Pause. "I could 
handle that as well, but for this one week — the 
two kids at home have their annual examina- | 
tion." Pause. “I could handle that one as well, 
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except that my old mother has chosen this time 
to pay us a visit. But then, you cannot expect 
anything else from her; the poor thing has been 
mentally ill for many years now." 

There was no call for sympathy. There were 
no complaints. There was no trace of bitterness 


| ordespondence. Just а list of things that made 


coping a little more difficult. Only this week. 
The next moment, he was back to his moun- 
tain-pushing self. As an 18-year-old, that lesson 
in tenacity was ingrained deep into me and has 
stayed ever since, even though today I am miles 
away from where that man was. 

The very evening, after my meeting with the 
MindTree team, I was with another of our 
teams working on a time-sensitive project. It 
was past six when I landed up in their bay. 
When I arrived, I found 30-odd MindTree 
minds glued to their workstations. No one 
looked up. They were busy working on the next 
release — tonight would be another long night 
for them. I pulled the project manager aside, 
and we stood chatting in an adjoining room. Af- 
ter talking about the project and team mem- 
bers, I turned to a few personal questions. How 
far did he live from the workplace? How has he 
been coping with a rapidly growing team, a 
challenging customer, and the task of raising a 
family? Is there full-time help at home? 

He replied: “No, there is no full-time help at 
home.” And continued: “Normally, not having 
full-time help at home just hasn't been a huge 
problem. Except these days, my mother is hos- 
pitalised with a rather serious ailment." Pause. 
"That also I can cope with." Pause. "Except that 
there is a 35-year-old sister at home who suffers 
from the Down syndrome." Pause. But as if in a 
moment of quick self-chastising, the project 
manager quickly changed tracks and pulled me 
back to all the exciting things about the project 
and the impending visit of our customer the 
very next week. 

I was dumbfounded by the coincidence of 
the two conversations in the same day. We look 
for things outside that are often inside us. W 




















Аге Indian organisations 
тоге masculine? Aarti 
feels her organisation’s 
strategy is designed to 
dwarf the growth of women 


MEERA SETH 





AST week my boss, Sinha (VP marketing), 
read out a news item about HLL appointing its 
first-ever lady director on the board. “See?” he 
said. “I told you there is no gender difference 
in good organisations. HLL is like us.” I smiled. 
Like us? I said that at Frapps (our firm) the 
p gender glass ceiling is intact! Sinha was upset. 
R “Aarti, what is it that you want?” he asked. “You want me to ap- 
d pointyou on the board?" 

But that would take a lot of unlearning, I said to him. “Un- 
learning what?" he asked. And then I gave him some gyaan on 
Hofstede's theory. Hofstede defined culture as a mental soft- 
ware, built over time since childhood. These are patterns that 
get cut like grooves in your mind and determine how you 
think, feel, respond and act. And thus people in the same envi- 
ronment have similar patterns. Not that these cant be 
changed. But to change them, you need to first unlearn them 
before you cut newer grooves. | 

Sinha was pleased. “So you are planning to move to HR?” 
he asked. I said no. I was trying to understand our consumers 
better and change their response patterns. "Tell me more," he 
said. Hofstede, I explained, categorised cultures into five di- 

„mensions. But let me tell you about two which we need to un- 
derstand if we want to be like HLL. One is simply power-dis- 













tance, where, he says, in high power-distance countries, | 


` bosses аге autocratic. In low power-distance countries, subor- 
dinates challenge their bosses, and hence there is a consulta- 

; tive management style. Sinha liked this. 
| The second dimension of Hofstede's theory expresses 
goals on a masculine-feminine pole. Feminine values are 
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thoseofcaring, good interpersonal relationships, equality, etc. 
Masculine values in a culture are those associated with as- 
sertiveness, aggression, competition, success. So in countries 
where feminine values are important, employees cooperate, 
have good working relationships, work for betterment, etc. 
Where masculine values are important, people tend to value 
opportunities for earnings, recognition and growth. 

Sinha chewed his lip. Frapps, | said, is heavily skewed to- 
wards the masculine. Sinha thumped the table: “Just because: 
we don't have a lady on the board ?" No, I said, let me explain. 
Take the training programme. At Frapps you start off as a sales 
trainee under an area manager. After a year, trainees are 
shifted to sales or marketing. But not all trainees. Women 
trainees are transferred to brand management, or into safe 
roles like market development or market research, while male 
trainees are transferred as area sales managers. 

So when it happened to me, I questioned what they call 
‘time-tested practices. 1 asked "Why can't women go into 
sales?" There were no corporate reasons, just individual opin- 
ions aggregated over time to become ‘time-tested practices, 
Some mumbling happened about the fact that women can- 
not travel, that rural areas are so dicey. But Frappsisadurables. ` 
company and we tout ‘high growth in urban markets’! So 
women can be in urban areas! Another mumbler said, oh, we 
have no women’s toilets in our sales offices. So build them, I 
said. What's the issue? It is, again, an aggregation of the per- 
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sonal philosophies of the local Socrates and Platos: they be- 


| lieve you need an aggressive profile for that... | will come to this 
soon. But at Frapps, sales is masculine, marketing feminine, | 


by covert definition. Marketing is considered a sissy job — for | 


women and non-performing men. Sinha was embarrassed. 


four to five years pass and it's time to get promoted. So the | 


men in sales and the women in brand management both | 
come up for promotion. But at Frapps, the men are promoted | 


first because they have sales experience. Catch 22? This is 
where we can unlearn: if sales experience is needed for pro- 
motion, then it is Frapps’s responsibility to give women the 


which men have to have and own power, men have to have 
egos, men have to be looked after.... Then we say in the same 
breath that women are the workers, they are born into lives of 
service, giving, hardship (aurat ka janam),... which is also why 


‚ we promote fairness creams for women; which is why we are 
Phase two: The women grow as brand managers (BM), | 


very indulgent in ads when we show a man washing clothes. 
The power-distance between the genders in this country is 

reinforced culturally. Being a masculine society, we attribute 

power, aggression, risk taking, authority and the like to mas- 


| culine traits because traditionally these behaviours have been 


requisite experience, rather than transferring them to market- | 


ingand keeping them in limbo. Either the promotion policies 
change or equal experience should be ensured. 

So I was told that I cannot be promoted to marketing posi- 
tions A, B and C because I don't have sales experience. I was 
stunned. HR was annoyed that I was stunned. "Do you have 
sales experience?" they asked. "Of course I don't, and you 
know it," I said. "Then how?" they asked. They missed the 
point: I was stunned because I could see how the whole train- 
ingsystem was crafted. It's designed to make the women unfit 
for any growth at all. Sinha disagreed. "You've got it all wrong!" 


T’S not that we are a small fumbling company. We are big 
enough for men here to huddle and proclaim: "Wow, 
look! HLL has appointed a woman on their board!" What 
is it about women that causes disturbance and debates? 
The men at our table said: "Oh, Frapps should encourage 
women now." I said, that was too small a fig leaf to hide our 
core attitude to women. Men here are ultra-sensitive to 
women in management. Recently, when our client service 
team at Lexicon became all-women, Sinha asked their CEO to 
induct some men for what he called ‘diversity in ideation’! 
Frapps hires two women every year and the system en- 


sures their death and decay in a structured five-year span. | 


(Two women opted for marriage out of sheer frustration, and 
moved to newer locations and actually landed stellar jobs. 
Two others (last batch) fled the country! Now there are three 
of us left.) Why does Frapps hire women? It's the same head- 
line-seeking reason: to lend the image of a forward- 
looking organisation. 

Shradda, our account director at Lexicon, said: "Women 
are not recognisable resources which you can know and un- 
derstand, like you would a computer which is a necessity at 
the workplace. Hence the glass ceiling here. Whereas in ser- 


vice companies like ad agencies, research outfits, women are | 


respectfully acknowledged. Maybe it's because the men there 
are in touch with their ‘inner woman’ — the respectful, com- 
passionate side that people in service organisations possess. 


Also, women are insecure by nature, they do look for acknowl- | 


edgement from men. I guess in a chauvinistic society like ours, 
itis to be expected, the perpetual need for approval — from 
our dads, our brothers, husband and sons.” Truth is we have 
years of conditioning sitting in our DNAs. But grown men and 
women cannot be changed by will or desire. 


Yes, women look for acceptance and approval in India, | 
that's a truth. One, because we have no dignity of labour; two, | 


because we have a clear power-distance in our culture in | 


displayed by men, and men held the jobs. So ifa woman holds 
ajob she cannot be credited with those attributes, or if she has 
those attributes, we cannot credit her with co-existing femi- 
ninity. Frapps is caught in that dilemma: women are not 
smart; if a person is smart, then it cannot be a woman. 

It's good that women are more learning oriented than pro- 
motion oriented. Therefore women by nature are more devel- 
opment driven, evolution driven than men who are perfor- 
mance driven. Women are the preservers... of 
everything... from families to companies. 

Sinha choked. "Tell me," he said, “How 
are women different from men in the 
workplace?" 

Women just look at the issue at hand 
and want to solve it; men think around 
the problem. 

Men are more guarded in their 
speech, women ramble... and funnily, 
stumble on to the answer. Men are 
conscious of people, positions. 
Women are not touched by people or 
positions in the work place. Women 
will worry about the long term: ‘what 
will happen to the brand 10 yearslater' . ' 
and pine over it. Men look at the short 
term and how will it help in their promo- 
tion. Women are definitely out-of-the-box 
thinkers; men want to put everything in a for- 
mat. Men pander to lobbies; women dont... 

Funnily, HR at Frapps is quite women oriented. 
In the last six years there has been a tremendous attrition 
of male HR managers. The women have stayed on despite 
marriage, babies and husbands. While I think it's loyalty and 
nurturing quality, Sinha thinks women stick around for the 
‘bird in the hand’ advantage. But the girls in marketing have 
left even without a job, or taken a dilution of two years, or have 
gone back to sales to get that quantum leap into real market- 
ing. My loyalty theory was based on the fact that men left for 
better jobs and overseas postings. Men look for their big 
chance, women at least pitch tents. And women have objec- 
tives at a job — learning, value addition, input, etc. They wont 
move until these objectives are fulfilled. Sinha said: "Man is 
the traditional hunter and bread-winner. Of course, he has to 
stalk for better pasture." Read above: man and the short term! 

The gender-distance theory is deeply linked with the 
power-distance theory. At Frapps, marketing is considered a 
sissy job. Not powerful enough. So if you are in marketing it's 
either because you are a non-performer, a woman or you have 
been devalued. Parthiv, my colleague, was mortified about 
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getting into marketing after his training; because all the ma- | 
. cho guys he admired in the company were in sales and they | 
constantly derided the sissy marketing guys. At Frapps, mar- | 
keting is so ип-теп; it’s all talk and no walk; it is mental mus- | 
cle versus physical machismo; in sales you have results of your | 
work month after month, opposed to marketing’s justification | 
- -oflong-term benefits. That really is deflating for men. | 
Also, in.sales, you are away from НО straightjacket — 
decorum, formal dressing, polite conversation, reports, daily 
feedback... in short, the lack of freedom. And freedom is pow- | 
erful, (very masculine.) We use this ploy in our ads, "Put the 
power back into your life — buy Frapps, buy your freedom!" 
At Frapps, the centre stage is held by sales; loud talk pep- | 
pered with expletives. A lot like the only male child in an all- 
women household. So, marketing objectives are always aban- 
_. doned in deference to sales target achievement. Sinha hated | 
(= this. The flip side, I told him, is that there is the constant need 
to justify to sales, which makes the marketing people very | 
defensive. So when sales people join marketing, | 
they are always on the back foot because they | 
bh. . know how they are perceived by sales; hence | 
they start churning out sales promotions | 
rather than brand strategies. 
“What do you mean men pander 
to lobbies?” asked Sinha. I ducked 
that one, but at every Frapps party, it 
is usually Sinha in the middle, and 
all of us in a circle around him. He | 
relates stories about some heated | 
exchange with a dealerandhowhe | 
won. We have heard these numer- | 
ous times, but the guys laugh as if 
it’s the first time they are hearing it. | 
The women just walk away and look | 
at the art. Also, men call their superi- | 
ors ‘boss’; women use the firstname. | 
At Frapps, to qualify for a sales job you | 
^. need an ‘aggressive sales profile. Did Sinha | 
P  . think that women are not aggressive? “Oh no,” | 
~ said Sinha, "Where do we say women are not ag- | 
gressive?” But I will decode Frapps' definition of ‘ag- 
gressive profile’: dumping 'maal' by force on dealers, arm- 
twisting for payments, intimidation — the last lap being the 
pub. I told Sinha, women wont resort to loud conversations, 
but to long term value additions; women may not exceed tar- | 
gets this month or the next, but would have paved the path for | 
a positive relationship with dealers. See Raksha Vyas of Meyko, | 
our key competitor. A woman, VP (sales), and see how she | 
manages her dealers! A sore point at Frapps. Ihave heard men | 
_ here snigger and speculate about Raksha. And why? Raksha | 
happens to be a stunning looker too. At Frapps they call heran | 
‘Кет number’ Sinha looked away. 
“Try and understand, Aarti, It is intrinsic to being a man, | 
‘all this lewd talk,” he said. “But honestly, they don't mean | 
harm.” (Eh?) “You tell me, how can women area managers | 
‚ bond with the sales officers? At the end of the month, bonding | 
... usually happens in bars with all these dancing ladies. How | 
сап women manage that?"I repeated Hofstedes masculine- | 
` feminine theory, lest Sinha had forgotten. | 
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Sinha said: "But I like your point about women being evo- 
lution driven, the preservers of families and companies." That 
is true in very subtle ways, never to be comprehended by man, 
I said. The bonding happens only when you stick it out 
through thick and thin, which may explain why it's mostly 
men who crawl into extra-marital affairs, and rarely women. 


| One can even say that men of the 1970s were balanced in their 


male and female traits. They stuck by an organisation for 30 
years, and not because opportunities were less. 'My company, 
my family' made sense. Today it sounds limp. Shallow. 

And that's what the country did not prepare for when it 
opened the doors to competition. In came more employers 
and man the wanderer, adventurer, risk taker, pleasure 
hunter, did just that. He wandered and found new breeding 
ground, but told the press he liked new challenges... told his 
family he was doing it for them. Hofstede would say it's the de- 
sire for recognition, success and continuous challenge. 


INHA reiterated his'man the breadwinner theory, but 

soon asked: "Why do you say marketing behaves like it 

is subservient to sales?" In marketing, your boss is à 

few feet away from you and invariably pokes his fin- 

gers in all your pies. Sinha protested, but I went on. In sales, 
the boss sits at the state capital — Bangalore — while you are 
slumming it out in Dharwar. The area manager has only one 
responsibility — target achievement. In marketing, there is a 
lot of vague stuff in the job profile — designing POP. dealer 
schemes, advertising, etc., that needs approvals at all points. 
You end up writing reports to initiate new acts and reports to 
justify them. In fact and in the end, youare the bossofnothing. 
All this to justify your existence to sales, that you do good 
work, isn’t that why we give the job of arranging dealer melas 
to marketing? The marketing managers are thus reduced to 
mere event managers: hotel bookings, booze purchases, gift 
purchases, achievement certificates, and payments. At 


| Frapps, this is brand management, because didn't we profile 


marketing as ‘not a key result area’? Hence we dump our 
women there. Can you imagine this at HLL, wasting a month. 
for the sales conference and another for the dealer confer- 
ence? That is why their women make it to their board. 

Seven years ago, the Frapps team met us at campus. 
Sinha,the then senior product manager, was on the panel. 
Frapps was losing market share and the board was pushing for 
a sales-driven strategy, unlike its marketing-driven competi- 


| tors. Sinba had fought that and carried his fight to the campus. 


He initiated this discussion on sales-driven versus marketing- 
driven orgartisations and fed us with a lot of numbers to sell 
his point that real success lay in being marketing driven. 
“Frapps needs a shake out!” he had said. "It needs amazing 
long-term focus, relationship building with the network, sack- 
ingsome and lateral recruitments of pure marketing people. It 


| has to entail а total mindset shift across the organisation, so 


the perfect boss will have to be a marketing dictator, with an 
awareness of what can be achieved through marketing,” 

I fell for his amazing energetic vision. I had imagined he 
was the MD in waiting. He said: “So Frapps has formed a new ` 
‘strategic marketing’ department to hire whizkids. We want to 
have a TV in every household in India, we are exploring the 
phenomenon of interactive TV, we will change the face of 
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communications, we are even looking at nano technology... 
Sinha spoke, but in fact I heard him as Dhirubhai Ambani, 
telling Mukesh that mass telecom would work in India only 


if one could crack the Re 1 postcard. I bought into that vision | 
and handed my life to Sinha on a platter, with an unspoken, | 


'command me' appeal. 
The reality is: at Frapps, marketing flounders. BMs should 
be doing real branding activities, instead of mere dealer 


schemes. We were having lunch one day, when in walked the | 


sales manager. "Listen you guys, Meyko is offering dealers one 
14-inch TV free with the purchase of two 29-inch TVs. The 
market is ablaze! How will we ever sell? Humko bhi 29-inch pe 
kuchh dena padega; distributors are talking of leaving Frapps! 
Kuch scheme do, either foreign trip or even a gold coin!" So we 
sitthere and develop schemes for sales. Is this branding? 


lier misgivings, I try to work on serious marketing. Whenever I 
make a presentation on some serious branding activity, I am 
shooed and politely told: “That is phase two activity”. For ex- 
ample, when LG began to brand its refrigerators and TVs on 


the health platform, I knew it was time for Frapps to develop | 


its act. LG came up with the logic that their TVs emit rays that 


actually soothe the eyes and the body, and are ‘bio refreshing’! | 


All's fair in pitch and positioning, I reasoned. So, I said: “We 
need to build a long-term relationship with the consumer. We 
are eroding our brand equity with foreign trips and gold coins; 


Sore 





CASE STUDY 


we should have a pull strategy, make the consumer ask for it 
rather than the dealer pushing it; we should have a strong ser- 
vicing network, invest in company-owned exclusive show- 
rooms to promote our image of quality and service...” 

At the end of the presentation, the sales manager 
said:” Nahi chalegaa! Sirf schemes ya foreign trips." And the 
rest of marketing said: "No budgets for showrooms. Besides, 
benefits not measurable." The sales head said: "Frapps is in 
the red this season; if we want to remain afloat, sirf becho! Ig- 
nore LG, Samsung and their ilk: Our product is selling only by 
pushing iton the dealer... nobody is even asking for it!" 

Sinha said to me later: “Aarti, your ideas are nice, but I can- 
not take a sales break to get to relationship building. If only the 
last VP had thought about health and all that, we wouldn't be 


| parrying LG. Yet, I don't want to be the VP who took the com- 
Ihave stuck by Sinhas original vision, and, despite my ear- | 


pany down to last place. Maybe the guy after me can do that. 1 
have to deliver a good top line this season before the ap- 
praisal!" Recall man and the short term. 


HE last straw on the camel's back happened yester- 
day evening. Shruti, my younger sister, the saint of 
the family, was gushing to me about some wonder 
drug her company had launched for asthma. Her 
company is not one of those big names; it's a small, hard- 


| working, serious company. There I was trying to scramble her 





an egg and she said: “I am going to call the doctors to a confer- 
ence; educate them about the drug's promise; send them a 
monthly newsletter with new-age remedies and therapies; 
havea toll free number for queries, refills, complaints; and fo- 
cus on educating the doctors..." | 

I did a ‘Frapps’ on her: “All that won't work; no doctor 
wants to learn more. Besides, they get good gifts from other 
companies — torches, pens and diaries; you have to give them 
foreign trips, free mobile phones.” Shruti said: “But I don't 
want to bribe them, I want to build a positive relationship with 
them, be a brand that they trust, a brand which can be an in- 
tellectual partner! For that they have to buy into the treat- 
ments efficacy, they have to own it, Aarti!" 

I can't tell you how her words hit me. You have to have 
grown up with us to know what I mean. Our parents were very 
ordinary, simple folks. Life — despite its numerous problems 
— was always brought down to a single denomination: be- 
lieve in yourself. So Shruti’s words slapped me awake. 
Shocked me over the way my environment had influenced me 
insuch short a time to abandon my natural gender instincts. 

Women manage their ideals and ideas in evolutionary 
ways. Men use ‘gratification’ as a tactical motivator. Yes, I 
reached the glass ceiling because I was unable to imbibe 
Frapps' masculine ‘marketing approach’. But I was slowly 
adapting to that same approach! OK, I am a seen as a misfit 
owing to my gender. But I realised that I was seeking accep- 
tance — the old gender insecurity. I am to blame for being un- 
able to usher in the marketing approach of my gender, the 
evolutionary, developmental kind. There are too few women 
at Frapps to drive such a change. Worse, I had been brain 
washed to believe that the 'male-dominated' approach was 


| right. So 1 have been an unwilling learner, unable to climb the 


ladder, nor have I been able to usher dynamic new thinking. 
I quit this morning! a 
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ostudy analysis 1: Gayatri Yadav 


who remains the high watermark of hu- 
man intellect, said: “The unexamined 
life is not worth living... the unlived life is 
not worth examining.” So, in good So- 
cratic tradition, let us examine the four 
issues raised by this case. 
lll Gender — How are women different 
from men in the workplace? 
li Change — How do people ‘learn’ and 
| 'unlearn? 
Ш Marketing — In a short-term world, 
who is looking after the brand? 
И Integrity — How far should I compro- 
mise, before I lose myself? 
| The gender issue, I must admit, is a 
gender bender. To deny difference 
would fly in the face of nature and nur- 
ture. To accept difference could make us 
prey to the perils of oversimplification. 
What is required for sales and man- 
agement leadership in general? Are 
these talents exclusive to any specific 
gender? For help, I studied the Centre of 
Leadership Studies model, which states 
that there is no one prescribed style of 
leadership. It is a combination of task 





Diversit 
The author is marketing director of Gen- 
eral Mills India, the marketers of the 


Pillsbury brand in India. and relationship behaviour. The ideal 
balance is to strike a high-task, high-re- 
NEWSPAPER article reminded | lationship style, regardless of gender. 


me of the diversity of India. It 

read: “India has turned out to 

be a remarkable country. It has 
a Muslim president, who chose be- 
tween a Sikh and a Christian prime min- 
ister. Which other democracy can boast 
ofsuch secular inclusiveness?" 

This case examines the same 
themes of inclusiveness and diversity, 
but in a different context — the context 
of gender and the workplace. 

Aarti — until recently a disgruntled 
brand manager — has just quit. The rea- 
son was a classic ‘Catch 22’... her promo- 
tion was in limbo because she had no 
sales experience, and.the company 
did not encourage women in sales. It 
appears to her that the system is 
"designed to make women unfit 
for any growth at all". 

Her disenchantment grows 
with the fact that marketing did 
nothing more than "sit and de- 
velop schemes for sales". She asks 
the pertinent question: "Is this 
branding?" This is a far cry from the 
marketing-driven vision she signed 
up for. She realises that she was not be- 
ing true to herself, so she quits. 

My favourite philosopher, Socrates, 


A managers task is to set goals, or- 
ganise activities, measure progress and 
motivate/develop people. Great man- 
agers have little in common — they are 
of different genders, ages and races. 
However, they all share the vision of a 
| catalysing role. Men and women may 
approach this differently, but this adds 
diversity and quality to the outcome. 

Aarti's questions are in the right vein, 
yet even she falls prey to oversimplifica- 
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tion when she says that "women are 
evolution driven, men are performance 
driven", and risks losing her own objec- 
tivity. The challenge is not to see people 
as men or women, but as poor or great 
managers. The same challenge faces In- 
dia, to see beyond caste and community 
and align with a larger national identity. 

On the topic of change, Aarti refers 
to Hofstede's theory of culture as “men- 
tal software, built over time since child- 
hood." We learn by assimilation. The 
question is: how do we unlearn? 

I was surprised to learn the reasons 
thatareused to keep women out of sales 
like “there is no womens toilet" or “how 
will we go for an after-sales drink?" I 
must aver from my sales experience in 
rural Maharashtra almost a decade ago. 
The rural retailer is more sophisticated 
than most corporate naysayers think. 
They wouldn't bat an eyelid as I, a 
woman city slicker, would crawl out of a 
dusty sales van and proceed to book an 
order — at all times of day and night! 
We need to question the dominant logic 
and strive to create a paradigm shift. 

I have no one solution, apart from 
the fact that women will need to work 
hard to establish credibility in sales. 
Some positive stories are emerging 
about FMCGs aggresively recruiting 
women in sales to promote diversity 
and better reflect the consumer base. 

For the marketing issue, I relate to 
what someone once said: "Marketing is 
the root, and sales is the fruit." Both are 
required to build a healthy, vibrant busi- 
ness. Further, we have to persist with a 
bi-focal perspective, which balances 
shortterm and longterm in the building 
ofabrand. 

The integrity issue though, is at the 
heart of the case. Aarti had lost herself, 
and it took her sister's enthusiasm 
and integrity to bring her back. In 
the future the real decisive thing 
will not be age or gender, experi- 
ence or skill — it will be integrity 

of character. 
The way forward is to evaluate 
people on character and perfor- 
mance, not gender. Management 
is linked to task and relationship, 
and the talents required are gender 
neutral. Lastly, the differences in style 
between men and women should be 
celebrated as part of the diversity that 
enriches life and work. a 


apice 2: Matangi Gowrishankar 








Being a 
pioneer 


The author is the worldwide director of 
human resources for Holset Engineering | 
(a Cummins Group company) in the UK. 

She has held leadership positions in 

Standard Chartered Bank, Reebok, GE 
and Cummins in India. 





COUPLE of years ago, I at- 

tended a stunning presenta- 

tion by a Swedish professor of | 

marketing and business strat- 
egy. It was simply titled "The Business of 
Attraction. The point he made was fun- 
damental to the way we need to think. 
Allinnovation, growth and idea creation 
occurs with diversity of skills and capa- 
bilities, and the focus of everything we 
dois making ourselves, our product and 
our services, attractive. To survive and 
thrive in the business arena, organisa- 
tions need to focus on creating a truly 
diverse workforce — one where sim- 
ilarities and differences are valued. 
Equal opportunity is not a ‘nice to 
have'; it is a vital thing for both 
growth and attraction. 

That said, most organisations 
today also subscribe to the philos- 
ophy borrowed from GE's Jack 
Welch, "Control your own destiny 
or someone else will." This is a way of 
encouraging individuals to take 
charge of their careers — not leaving it 
tothe'bosses and HRto use time-tested 
tools and techniques. 





This is the dilemma at the heart of 
this case study. Frapps pays lip service to 
the concept of diversity and meritoc- 
racy, while at the same time its women 
feel unable to challenge the traditional 
approaches and carve out a world for 
themselves. The concept of women 


| fighting to succeed in a male-domi- 
| nated world is not just an Indian thing 


— it exists around the world, in young 
and old companies alike. What makes 
the difference is where women by their 
ability, integrity and congruence are 
able to impact the way leaders in the or- 


ganisation think about them and their | 


capacity to grow. 


After two decades in five companies, 


roles and functions, I can say this: suc- 


cess, growth and learning occur when 
there is a spirit of partnership between 
the organisation and the individuals in 
significant positions of influence. 
Demonstrating ability and asking 
for opportunities is the key. It is about 
understanding and working the system, 
i.e., finding creative ways to make our- 
| selves attractive for the roles we seek. 
Consider Aarti's position — she fought 
hard to make the system ‘listen’ to her. 


| Butshe could have tried a more creative 


way of meeting the organisation's re- 
quirements. For example, if women are 
forced into marketing, make a business 
case for why you need sales experience 
to be successful in the marketing role. 
Create an agenda to get the experience 


| through regular travel, build connec- 


tions, talk the language of the business. 


Then, at promotion time, show that you | 
| manager in Frapps, who would have 


have the knowledge and skills needed, 
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acquired the non-traditional way. It 
would be difficult to ignore that experi- 
ence. Working the system needs cour- 
age and determination. It also helps to 
identify the influencers in the system 
who value a diverse workforce. | have 
been fortunate to have had a few vision- 
ary mentors in my career who have nur- 
tured my desire for diverse experiences 
and growth; they have rewarded me 
with further growth and experience. The 
ability to work the system also creates a 
'safe' platform for the organisation and 
HR to take a flexible approach. 

Perseverance and commitment are 
vital for success. Given the way organi- 
sations have evolved, men feel women 
are given preferential treatment — al- 
most a quota system. Women feel that 
they have to be masculine to even be 
noticed. There will always be power 
wars, battles for supremacy. The chal- 
lenge, however, is to move it from a gen- 
der war to a war of talent and capability. 
If the organisation doesn't support її, 
someone has to be a pioneer. 

I wish Aarti had not quit. She had be- 
gun to lay the foundation for Frapps to 
think differently. Had she persevered 
with a desire to make a positive differ- 
ence she would have forced Frapps to 
change. She should have talked with 
more influencers than just Sinha. In 
fact, she could and should have gone 
right to the top. The focus is on creating 
and widening the circle of influence, of 
being heard because you are part of the 
solution and not the problem. She could 
well have been the first woman sales 


made the difference for women in 
Frapps who seek growth and success. 
Finally, you need to be confident of 
what you are doing, and why. 
Being effective and successful is 
about being authentic and congru- 
ent. You do not have to be a macho 
male — you have to be yourself 
and deliver results. Nothing suc- 
ceeds like results, and nothing 
helps more than being yourself. It 
is about being assertive — not ag- 
gressive. It is about presenting a 
business case — not about re- 
questing a handout. It is about 
working with integrity — not being 
manipulative. It is about believing you 
can compete with the best because you 
are committed to excellence. Lj 


RUNAWAY 








SUCCESS 


Our success just didn’t leave our competitors behind. It made them leave the race. 
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ICHOLAS Brealey is blanching at the thought of hir- 

ing more staff in the US. The American division of 

his London-based company already has an “alarm- 

ingly large number of people”, says the head of 

Nicholas Brealey Publishing (NBP), one of the top 

publishers of business books worldwide. The 
alarming number he is talking of is 10. 

You could put this down to Brealey-speak, the wry humour 
that is characteristic of a man who describes himself as “thor- 
oughly unreconstructed”. Brealey might just be that. He is a 
publisher who knows most of his authors personally, reads all 
the manuscripts and edits the books himself. However, NBP. 
the company he set up 12 years ago, is anything but unrecon- 
structed. NBP calls itself the world's smallest publishing MNC, 
clearly an inspiring model of independent publishing in a 
world of crushing multimedia empires. 

Brealey appears to be using the ‘80/20 Principle’ of one of 
his favourite authors, Richard Koch, whose runaway success 
is based on the ‘secret of achieving more with less’. The Lon- 
don operations are as lean and mean as you can get. The edi- 
torial and publishing departments are “in the back office of 
someone's house". The core staff (including Brealey) is just 
four, of whom only one is full-time. He employs 30 others as 
salespersons who work on commissions, Not what you would 
expect of a company that is among the top 10 publishers of 
business books. But then, he is an independent publisher, an 
astonishingly slight figure when pitted against the heavy- 
weights in the industry. NBP turnover: £ 3 million; McGraw- 
Hill profits: $688 million. 

Don't look for a clear cut business model in the Brealey 
method. He is dismissive of business plans (“It’s something 
you have when you start out and then tear up when you be- 

come successful.”) and relies heavily on gut feeling for 
his big product launches. Even so, he hasn't done too 
badly for himself. NBP’s success is the kind that makes 
some competitors gnash their teeth and others marvel at 
Brealy's ability to sense business trends — and sometimes 
to shape them. 
Although, NBP may still be what Brealey calls ‘a guerrilla 
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How small can an MNC get? 


Nicholas Brealey's goal is one 
for the books. By Latha Jishnu 
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BROWSING 
Ranjit Shahani 
MD, Novartis India 
I picked up an interesting book from 
the airport: THE $ 800 MILLION PILL 
— The Truth Behind The Cost Of 
New Drugs by Merrill Goozner. It 
challenges the industry's claim thatit 
needs large profits to invest in re- 
search for drugs of the future. The 
book delves, not too deeply though, 
into the various issues facing the 
pharma industry while taking the 
usual potshots at it. The other book I 
read recently was recommended by 
my teenage son: Rabindranath 
Tagore's A Grain of Sand. It isa com- 
pelling portrayal of the complexity of 
relationships and the turmoil that 
engulfs an entire family when a grain 
of sand gets into the eye. 

Ialso read books on management 
the latest being The Future of Compe- 
tition by С. К. Prahalad. и 


ALERT 
The Sorrows of Empire 


by Chalmers Johnson 
(Metropolitan Books) 





US president Dwight 
Elsenhower warned 
about the rise of the 
military-Industrial com- 
plex many decades 
ago. No one heeded 
this, and now the US 
military and foreign 
policy are hopelessly tied to Н. 
America's new empire consists 
not of colonies but military 
bases; there are 725 official 
bases, 969 in the US and others 
In secret locations. Johnson, а 
former CIA man, knows what he is 
talking about. @ 








The pace of 


CHARLES ASSISI 





S you dig into the The Slow 
Pace of Fast Change, it 
becomes obvious that this 
book is an intellectual tour de 
force. 1 say that for two rea- 
sons. The first is that Bhaskar 
Chakravorti takes the debate on inno- 
vation to a new level. The second is that 
the book is meticulously thought out 
and leaves very little room for ambigui- 
ty. To drive these points home, allow me 
to fall back on two classics that have 
fascinated people. 

The first one is Clayton Chris- 
tensen's blockbuster, The Innovators 
Dilemma. Arguably, this remains 
one of the finest books written on 
innovation. It articulated in very precise 
terms the kind of issues technol- 
ogy innovators have to 
watch out for. Christensen 
had argued that technol- 
ogy companies have to 
learn to ignore what cus- 
tomers say for a simple 
reason. Customers won't 
know whether or not they 
want an innovation until 
someone creates it and 
puts it into the market. For 
the innovator, this goes 
against all that he has learnt in 
management theory: create goods 
based on what the market demands. 

Christensen took traditional theo- 
ries by the horns and highlighted a 
powerful paradox that haunts all 
technology companies. If they inno- 
vate, the risk of failure is high. If they 
don t, the chances that another inno- 


vator, with nothing to lose, will take | 


the wind out of their sails is an ever- 
present danger. Economists have dis- 
sected the problem threadbare since 
the time Christensen first articulated 








it. That's why writers who wish to carry | 


the debate forward have a tough job 
on their hands. 

Yet Chakravorti is one of those rare 
writers who manages to take off from 
where Christensen left. Now that you've 
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innovated and everybody loves your 
great idea, what do you do next? 

Chakravorti, a director at the Moni- 
tor Group, uses his dry wit to explain 
the dilemma. " ...The pace of realised 
market progress is much slower than 
the blistering pace of technological 
prowess suggested by Moore's Law. ... 
Therefore, I would propose that we 
need a corresponding 'law' for real- 
ised progress: as a rule of thumb, tech- 
nology'simpact on the market will most 
likely proceed at only half the speed 
predicted by Moore. Inescapably, I must 
call this alternative mantra — if I may 
indulge in a final cinematic reference — 
demi-Moore's law." 

To explain how this works, Chakra- 
vorti uses the fictitious example of an 
11-year-old kid trying to figure out 
whether he should 


ES THE SLOW 
PACE OF FAST 
CHANGE 


By Bhaskar 


Chakravorti 


Harvard Business 
School Press 
Page ) 


price 


go for Sony's PlaySta- 
tion2, Microsoft's Xbox or Nintendo's 
GameCube. Mind you, though the 
example may be fictitious, people 
closely associated with the gaming 
business would say that it accurately re- 
flects the trauma that the business 
is going through. 

The 11-year-old would like to wait 
and see what his friends buy because 
that allows him a pool to trade his 
games with. His folks, who will fund 
the purchase, would also like to wait a 
while because they're sure these 
companies will get into a price war to 
getan edge over competition. For them, 
it is a question of saving money. But 
for companies, the issue is altogether 


| different. There is no way that they 


will reduce the pace at which they 





Innovation 





R PT 


N interconnected market can take an innovation In different directions, 

many of which are hard to control or even connect to the starting point. 
Mark Twain saw his first Remington typewriter in a Boston dealer's window, 
walked in, watched a demonstration of a woman typing 75 words a minute 
and instantly bought the machine. Targeted at lawyers, writers and clergy- 
men — who took pride in exquisite worksmanship — Christopher Latham 
Shole's writing innovation didn't catch on despite the famous early 
adopter. It took the advent of the telephone, the telegraph, and the rail- 
ways and the depersonalization and spreading out of businesses after the 
Civil War to create the right environment for what the Penman's Art Journal 
in 1887 described as the "monotonous click" to be heard in businesses 
around the US. Only after the typewritten word became more widely visible 
and acceptable and after the economies of scale lowered the prices did 
lawyers, writers and clergymen go out and follow the lead of Mark Twain. 


innovate. If they do so, they may end 
up losing because their technology | 
isn't innovative enough. | 

To get around this problem, argues | 
Chakravorti, innovators have to quickly | 
find 'equilibrium'— an idea first devel- | 
oped by John Nash, the Nobel Prize win- | 
ning mathematician. So how does a | 
player find equilibrium? Chakravorti ar- 
gues that this equilibrium can be found | 
when a player starts working on a few 
key questions. 

Ш Who are the players on the critical 
path to the innovation's adoption? 

B Whatis the nature ofthe status-quo 
to beunravelled? 

E What must happen for a new out- 
come to be created? 

E Whatare the innovator's levers? 

Іп answering these questions, the 
innovator will come face-to-face with 
two realities. One: the choices he makes 
will, to a large extent, depend on the 





BHASKAR CHAKRAVORTI is 
partner and thought- 
leader at the global 
strategy firm Monitor 
Group. He leads Monitor's 
practice, advising the top 
global companies on 
growth strategies through 
practical applications of 
game theory. Earlier an 
economics professor at 


choices of others — as illustrated in the 
war for the games market. Two: the 
more players that exist in a network, the 
more complex the choices become, 
because the dependencies multiply 
exponentially. 

Therefore, it is not enough to just 
build a blockbuster product; you also 
have to get people to buy into the idea. 
That takes time. To accelerate it, the in- 
novator has to spend an equal amount 
of time finding the right 'equilibrium'. 


| In the final reckoning, a lack of this un- 
| derstanding is why businesses built on 


the premise of fast change often go belly 
up, according to Chakravorti. 

That brings me to the second classic 
that explains why this book is a must- 
read: Thomas Kuhn's The Structure of 
Scientific Revolutions, which was pub- 
lished over 40 years ago. The book 
defines, in very precise terms, how 
science evolves. Kuhn meticulously 
explains how science is prac- 
tised in three-phases. Cha- 
kravorti has tried to do for 
innovation what Kuhn did for 
science. Over the 216 pages, 
he tries to build a framework 
so that innovators may ask 
the right questions that will 
eventually help them find the 
right answers. Lj 


the University of Illinois, 


Chakravorti also used to work in high-tech 
R&D as a game theorist at Bellcore labs. 





Charles Assisi is editor, 
Intelligent Computing CHIP 
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SELECTION 


Fast times 
at IIT 


HETAN Bhagat may not achieve 

anything with FIVE POINT SOME- 
ONE (Rupa & Co), but he will be cred- 
ited with writing the first IIT novel. 
Bhagat's tale is a bit of everything: a 
coming-of-age novel, a buddy novel 
and a romance lite. 

The story is simple. Three guys — 
Hari, Alok and Ryan — make it to IIT 
Delhi thinking they are whiz kids. 
They soon realise that the course is 
demanding and there are guys who 
are far better than them. Our heroes 
then resign themselves to spending 
their time in the middle of the acad- 


emic normal curve. This is where the 
title comes from: their cumulative 
grade point average is 
5, while the maxi- ^w 
mum is 10. i 
Once the three- кю, 
some reconcile with уи 
their academic 7 
level, they decide 
to live it up — 
hence the subtitle 
Whatnottodoat | 
IIT. Hari falls in m Shane 
love with the j 
head of the depart- 
ment's daughter. Ryan starts puffing 
the magic dragon and spends his 
time in a haze. And Alok, the least 
privileged of the three, does the right 
thing: studies like crazy to get a 
dream job to help his family. 
Bhagat's book is comic at times, 
but he fails to create any memorable 
characters or lines. The saving grace 
is an extremely simple story told 
fairly well, along the lines of Anurag 
Mathur's The Inscrutable Americans. 
Of course, the laughs are fewer here. 
The nub of the book is the part 
where the lead characters debate 
the mechanical approach that IIT 
follows. Exams, exams, and more 
exams get pride of place, but not 
original research. One empathises 
with Ryan when he asks: "How many 
great engineers or scientists have 
come out of IIT?" Yet the novel 
needed a richer social backdrop, 
such as the opening up of the Indian 
economy in the 1990s. This could 
have made it more worthwhile. W 
SHISHIR PRASAD 
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OPINION iti ыж ш 
7 Exemptions have to go 


HE Common Minimum Programme (CMP) 

numbers don't add up. For a start, under the 

Fiscal Responsibility Act, the United Progres- 

sive Alliance (UPA) should have reduced rev- 

enue deficit to zero by 2007-08. Instead, using 

the unconvincing argument that the UPA has come to 

power in 2004-05, the zero-revenue deficit target has been 

pushed back to 2009-10. Vijay Kelkar has reportedly sub- 

mitted a plan to the finance minister suggesting how the 

5.83% revenue deficit to GDP ratio in 2002-03 can still be 
reduced to zero. 

While this is not in public domain, it presumably is on 


the lines indicated by Kelkar in the 2004 K.R. Narayanan | 


Oration. As per this roadmap, the direct taxes to GDP ratio 
increases by 1.5%, excise duty 
to GDP ratio increases by 2%, 
VAT contributes 1% of GDP, 
and subsidy reduction and 
user charges contribute an- 
other 1%. Lower interest 
payments save 0.5% of GDP. All 
this is, however, contingent on 
the removal of direct and 
indirect tax exemptions that 
was outlined by the two Kelkar 
Task Force reports. Of course, 
one shouldn't forget that the 
CMP constrains the UPA to 
increase expenditure on 
assorted heads, while prevent- 
ing any subsidy cuts. Yet, in the 
short term, the scope for 
expenditure reduction is lim- 
ited — for any FM. And for a 
UPA finance minister, it is limited even in the medium 


For a UPA FM, the scope to 
reduce expenditure is limited. 
Nor is there scope for non-tax 
revenue through privatisation 





term. Nor is there much scope for non-tax revenue | 


through privatisation. 

Mr Chidambarams mind will, therefore, have to turn 
to taxes. With the economy and industry doing well in 
2003-04 and revenues buoyant, this is not an immediate 
problem in the current fiscal year although, eventually, it 
will become a problem. With the accolades of the dream 
budget tax reductions still echoing, he will be reluctant to 
increase tax rates, the Left pressure notwithstanding. 
Mr Chidambaram may argue that what will be imposed is 
acessand nota surcharge, the difference between the two 


being that a cess is earmarked for a specific purpose. But | 


that's neither here nor there. 


When out of government, he repeatedly argued that | 
money is fungible. Besides, a cess alone won't solve the | 


revenue problem. And this brings us to the UPAS view of 


tax reform, as set out in the CMP What are these tax refor- | 


ms? A partial VAT is possible, and more service sectors 


may be brought into the tax net, but without integrating 
them into VAT. However, removal of exemptions, both di- 
rect and indirect, is difficult. The existing number of per- 
sonal income tax assessees is between 30 million and 
34.4 million, there being some divergence between the 
figures of the finance ministry and that of the Central 
Board of Direct Taxes. Without the rural sector being 
brought in, the taxpayer base cannot increase. But that is 
not the entire problem. Income tax assessees don't de- 
clare their true incomes — thanks to exemptions. In- 
creased tax compliance and efficient administration are 
both contingent on removal of exemptions. 

However, because exemption removal is unlikely in 
the short term, the FM is certain to plump for special 
schemes to unearth black mo- 
ney and assets. The Left will tell 
him that 40% of the GDP is 
black money. It is a different 
matter that most instances of 
illegal transactions are transfer 
payments for national income 
accounting. And taxes, direct 
and indirect, are not paid by 
more than 15% of India’s pro- 
ducers. So how can tax evasion 
contribute 40% of GDP? Besi- 
des, the reform logic rightly 
concludes that the best antido- 
te to black money is low rates, 
transparent procedures, and 
reduced ambiguity and discre- 
tion, not just for taxes but also 
for land and real estate tran- 
sactions and electoral funding. 

However, Mr Chidambaram will remember the Volun- 
tary Disclosure of Income Scheme (VDIS) from his earlier 
stint. VDIS 1997 was a revenue success, leading to pay- 
ment of Rs 10,300 crore of taxes. What distinguished it 
from eight earlier schemes since 1951 was not just the ad 
campaign. There was also the amnesty and the flat tax rate 
of 30%, an idea not endorsed then by the present prime 
minister. Neither the CAG nor the Supreme Court liked 
the amnesty or the low penalty, and the Kelkar Task Force 
argues that the 60% penalty has a low deterrence effect. 
Nor are such schemes close-ended, although in 1997 the 
government had assured the Supreme Court that another 
such scheme would not be introduced. The FM is, there- 
fore, likely to introduce some product differentiation. Per- 
haps higher penalties of 100%, specific targeting of 
money stashed abroad, no amnesty, and a longer time 
frame than the nine months that VDIS-97 had. 

But all said and done, there is no getting away from the 
fact that removal of exemptions is the core of the issue. Bi 
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Now, access your Microsoft Outlook mailbox on 

your Hutch phone - anytime, on the move, even while 
you roam. You will get SMS alerts the moment you 
receive an email in your Microsoft Outlook inbox, 
enabling you to read, compose, forward, delete entire 
mails and even open Microsoft Office attachments. 


works on any phone 
From the most basic to the advanced, this service works 
оп all phone models using SMS, GPRS or Activesync. 


Depending on your handset features, this service works in 
the following ways: 


via SMS 

= You get SMS alerts the moment you receive an email 
in your Microsoft Outlook inbox. 

* You will get the sender's email address, subject and 
first few lines of the email. 

= You can read more of the email, and also reply, 
forward, delete and compose mails via SMS. 


via GPRS р 

= You have complete access to your mailbox, which 
allows you to read the complete mail as Well as reply, 
forward, delete and compose mails from your Hutch phone. 


Microsoft Outlook 
mailbox now on 
your Hutch phone 


via Activesync 

= Your phone screen looks and functions just like the 
Microsoft Outlook screen on your computer, allowing you 
real time access to emails, contacts, calendar and tasks. 

* You can open Microsoft Word, Excel and PowerPoint 
attachments. 


you require 
This service can be availed of by any organisation having 
a Microsoft Exchange server, 


charges 

= Through SMS; Pay just Rs 49 per month. Receive 
unlimited SMS alerts for free. All SMS sent by you will cost 
Rs 2 per SMS, 

= Through GPRS: Pay just Rs 99 per month. 

= Through ActiveSync: Pay just Rs 499 per month. 


From now on, take your office with you. To subscribe, 
email at hutch4business@hutchindia.com, or log on to 
www.hutch.co.in 
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Beaten Again 


О Your cover story shows that 
China is beating India hollow 
again, this time on the 
globalisation front. Jehangir 
Pocha writes that Chinese 
leaders plan to have 10 
companies in the Fortune 
500 list by 2010. If only the Indian 














government would hold such lofty goals, and make the 

commitment to support business not just through words, but policy as 
well. Considering China's successes, maybe India needs a communist 
government — albeit a progressive one — after all! 


Arjun Sarap, via email 





THE MANUFACTURING MANTRA 


BWhas advocated manufacturingfora | 


long time. It seems the new govern- 
ment has heard you. Р. Chidambaram 
said that he will give special emphasis 
to manufacturing, and the CMP draft 
talks of creating a National Manufac- 
turing Competitiveness Council to 
bring ministries and industry players 
under one umbrella. But I have one 
question: will this ‘special emphasis 
come through increased taxes on the 
service sector, or other commodities? 
Neeraj Pahuja, Mumbai 


PROTECTING SMALL INVESTORS 
‘Rough Road Ahead’ (BW, 24 May) 


shows the miserable position that In- | 


dian investors often land їп, The most 
surprising fact is that these coupon rate 
cheaters are government-backed org- 
anisations. And this is not the first time 
they have done this. Before, UTI's 
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US-64 scheme caused a lot of middle- 
class investors to lose their life savings. 
As the author says in the last para- 
graph: “Regulators like Sebi, EPFO, RBI 
and DCA have done little on this point.” 
We need to take big steps to check this, 
so that investors, especially small ones, 
keep investing in government-backed 
organisations. Because unlike big in- 
vestors, small ones can't afford to go to 
court to seek justice. 
Alok Dubey, via email 


DEMOCRACY'S DISADVANTAGE 


| ‘Reforms Must Deliver’ (BW, 24 May) 


asks: why did Chandrababu Naidu fail? 
This question was answered long ago. 
Democracy is the rule of the stupids. It 
gives importance to quantity, not qual- 
ity. That is why reforms have been 
ruined, and the Congress has won. 
S.K. Das Araria, Bihar 


WORKING LATE 

First I looked for a job paying 10K. That 
went up to 20K after my postgrad- 
uation (‘For Whom The Clock Ticks, 
BW, 24 May). Two years later 1 was 
spending all my waking hours at the 


| office. Now І spend more time at 
| airports than I spend at home! I ask 


myself: is it worth it? I guess I am too 
busy to even bother answering that 


| question! All the same, thanks for 


reminding mé to ask it. 
Sridhar Rajiv, posted on BW website 


editor@bworldmail.com 


JK Tyre, 
the chosen 
one. 


JK Tyre is India’s only tyre brand to get the coveted Superbrand status, and to 
feature in the Superbrands Publication. The Superbrand award is decided by the 
Superbrands Council, comprising eminent Indian advertising and marketing professionals. 
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COVER STORY 32 


Are Priorities 
Changing? 


A new coalition is in power at the Centre with 
its own Common Minimum Programme, 
Businessworld looks at how this is changing 
our political economy. 





32 The Role Of Government The general 
election verdict has started a political rethinking 
on the role of government in the economy. 
What this could mean. 


36 Rollback Rota A look at the 
two chief areas in the economy where 
policies are likely to be reviewed — 
disinvestment and power reforms. 


Б 












IN THE NEWS 


г Policy Aerodynamics 


Civil aviation in India is a mess. 
The airports need to be 
modernised. Indian Airlines and 
Air-India must stop bleeding. And 
the civil aviation policy has to be 
toned up. So what does minister 
Praful Patel propose to do? 


~ 


Praful Patel: His take-off in the 
ministry hasn't been smooth 


10 Job Reservation i: is a reality for Maharashtra 
private sector, but it's unclear how it will be implemented. 





14 M.S. Swaminathan “Food will have to be used as 
acurrency,” feels the godfather of India’s Green Revolution. 


16 Flextronics The company is bidding to become a 
strong original design manufacturer in the telecom sector. 


18 Urban co-op Banks Will the government concur 
with the RBI's proposal to stop issuing fresh licences? 


20 NIIT Technologies Is NIIT's newly-formed soft- 
ware company overvalued in relation to its peers? 


| duringthe bear phase that 


IN DEPTH 


2 New face of broking 


Ashakeout is about to begin in 
the broking community. The 
writing on the wall has changed 


oe kotak 
oa Sharekhan con 


Indiabulls _ 


52 IT Services Indian companies click on change ma- 


followed the highs of year 2000. 
How the new dynamics are 
affecting players big and small. 


| nagementto make the transition to outsourcing smoother. 


56 Letter From The US India must look beyond 
mere outsourcing, and make itself a hub of innovation. 





IN VOGUE 

se! Cyrus's Twin Worlds 

Ч 1 allop into the world of Cyrus 
кмш vn Р 


Poonawalla, who owns one of 
|] ж 


rs 





India’s best stud farms. He also 
happens to be the world’s largest 
maker of low-cost vaccines. 





4 Poonawalla's formulas work 
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38 Whither Deficit? Fiscal fundamentalists 
are raising the spectre of doom. But our 
calculations point to а manageable reality. 

| 

















41 Focus Agriculture After a long time, the 
agriculture minister has control over all respects 
of food — from production to distribution. On his 
plate are a number of larger issues too. 


42 Reading Reforms Have reforms failed 
Indias poor? There is a consensus across the 
country that they have. But the real answers lie 
in the numbers. 


44 Marxist Capitalism At the Centre, they 
are firmly on the political Left. In West Bengal, 
where they rule, they are closer to the economic 
centre. The Leftist leaders explain the schism by 
pointing to ‘realistic decisions’ for development. 


46 Dual Guard With the setting up of the 
National Advisory Council, will the power 
centre of the government shift from the Prime 
Minister's Office? 






64 Bookmark India’s macro fundamentals are strong. 
Butits external and financial policies need mending. 





COMMENT 


22 Omkar Goswami How direct sales 
agents are systematically destroying the reputa- 
tion of companies they attempt to promote. 


ON THE CONTRARY 
50 Mahesh Murthy the wayto higher 


revenues on the Internet was always staring at 
you in the face— the search engine! 


THAT’S IT 


58 Mala Bhargava Digital gadgets are 
eating away into each other's share of the pie by 
doing things they've never done before. 
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 Dontlose heart yet 


OU will spook the markets again," said a col- 

league of mine when he saw this week's cover. So 

let me put the cards on the table right away. I 

dont think it is a given that this government will 

reverse the move towards more open markets 
and less meddlesome governments. It is a possibility, yes, but 
by no means a certainty. 


Thequestion posed on the cover, however, isa valid one to ask 
because the surprise electoral verdict last month is causing 
political parties across the spectrum to rethink the role of the 
government. Many of them are coming around to the view 
that reforms are not saleable in the electoral marketplace. So 
there has been a flurry of statements and announcements in 
recent weeks that have made marketmen nervous. | believe 
these are knee-jerk reactions to the verdict, and that calm, 
sober reflection will reveal that the only way to address rural 
poverty is to take reform to agri- 


culture, not to junk it. Reform Es 
may not sell well, but lack of re- Busi nessworld 
form may not sell at all. КУ mee 


irae. 


new x 


There's a reason for this confi- 
dence — to know what that is, 
read the story on page 44, on 
how the Marxists of West Bengal 
are making their state investor- 
friendly. The bark of the Left, it 
seems, is worse than its bite. The 
ideologues of the Left in New 
Delhi may be giving nightmares 
to investors around the country, but they are not getting their 
way with even their own comrades in Kolkata. The reason is 
simple: the rulers of West Bengal know that they are answer- 
able to the voters and that if they stick to the old dogmas, they 
will not be able to deliver. Maybe Finance Minister P Chi- 
dambaram should ask West Bengal Chief Minister Bud- 
dhadeb Bhattacharjee for advice on how to keep leftist ideo- 
logues in check. 








The NDA government wasted nearly half its term fighting its 
own battles with the swadeshi lobby. Let's hope the UPA gov- 
ernment will take less time to settle in, and take reforms to an 
area where it hasn't gone before — agriculture. In the mean- 
time, it will have to remember that obvious solutions are often 
not the correct ones, Focussing on generating short-term em- 
ployment may, in fact, divert attention from the far more im- 
Portant task of raising productivity and thus, incomes. 


a 


TONY JOSEPH, EDITOR 
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INTERVIEW/ PRAFUL PATEL, MINISTER FOR CIVIL AVIATION 


Т1 take a liberal view’ 


A DAY after he announced the govern- | sons will be absorbed by the AAI. 


ment's new model for privatisation of 
airports, Union civil aviation minister 
Praful Patel was visibly relaxed. Having 


taken all parties — including the CPI, the | 


CPI(M) and the workers’ unions — into 
consideration, Patel was confident that 
he had done the right thing and was de- 
termined not to back down from any- 
thing, including the lower foreign invest- 
ment cap of 49%. He spoke with BW's 
Anjuli Bhargava about this and other is- 
sues even as the unions staged a dharna 
outside his office in protest. Excerpts: 


i8 Why was it necessary to cut the FDI 
cap from 74% to 49% in airport moder- 
nisation? Was it a political decision? 
The previous government formulated 
the policy for modernising airports, but 
in their model anyone could hold 74% 
equity. They had been completely in- 
sensitive to the fate of the Airport Au- 
thority of India (AAI) employees who are 
working there. There were some secu- 
rity concerns too about airports which 
are sensitive for the country’s security. 
These were not given a serious thought. 
We do need equity to modernise the 
airports as that kind of money isn't avail- 
able otherwise. But the scenario is dif- 
ferent from 10 years ago. Today we have 
domestic financial institutions which 
are flush with funds, we have corporates 
which have the financial muscle to par- 
ticipate, we have engineering compa- 
nies which have the financial and tech- 
nical abilities. That's why I felt that a 
judicious mix of foreign and Indian eq- 
uity will be right. Indians who have the 
capability should also participate — we 
encourage a foreign partner for techni- 
cal expertise — not so much for equity. 
We want a minimum 25% equity by the 
Indian partner. This will address all con- 
cerns — the Indians get a chance to par- 
ticipate, security concerns will be ad- 
dressed and so will the concerns of 
employees. In the changed guidelines, 
the newentity will absorb at least 4096 of 
the existing employees; it will try to ab- 
sorb more than 4096 and any extra per- 


Also, to ensure that AAI's financial 
health is maintained, we will work on an 
arrangement that provides leasing in- 
come to AAI equivalent to the current 
income it earns from these two airports 
(Delhi and Mumbai account for a big 
chunk of AAI's revenue). The income 
from the two will cross-subsidise buil- 
ding of new airports where they don't 
exist orwhere they need to be improved. 


ш Has this got Cabinet approval ? 

This policy has been discussed by the 
Cabinet. We have also discussed it with 
the alliance partners — I took the initia- 
tive to speak to the CPI and the CPI(M) 


Коз and the employees’ unions. Within 





DINESH KRISHNAN 


the CMP framework and the concerns 
of the employees, we have found an ac- 
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ceptable model that was not mooted by 
the previous government. 


ш And what kind of deadline are you set- 
ting for this initiative? 

We will complete this exercise in the 
current calendar year itself. 


ш You have talked of strengthening Indian 
Airlines (IA) and Air-India (Al). Isn't it nec- 
essary to infuse equity into the two com- 
panies for this to happen? 

The infusion of equity in IA is under dis- 
cussion. The finance ministry has linked 
it with the compensation of Rs 325 crore 
for grounding Airbus 320s. The infusion 
of equity is also linked to the acquisition 
ofa new fleet by the carrier. Rs 325 crore 
will be made available by the govern- 
mentin lieu ofthe compensation for the 





grounding at the time of acquisition ofa 
new fleet. There is no immediate discus- 


sion to infuse equity into AL The govern- | 


ment will give a letter of comfort for the 
fleet acquisition. 


E Borrowing terms for the carriers will be 
easier if the debt-equity ratio is lowered... 
I appreciate this. That's why we have 
made a case for both IA and AL For IA 
there isan in principle agreement. For 
Al, it'snotclear yet since its fleet acquisi- 
. tion plan is at the board level. Once it 
comes to the government, we will ap- 
proach the finance ministry, 


8 The Naresh Chandra committee had 
suggested at least Rs 500 crore of equity 
infusion in Al... 

That's very reasonable for an airline of 
the size of Al and we will make every ef- 
fort to make it happen. 


8i Will you look at corporatisation of the 
two carriers — letting them operate with 
independent boards like MTNL or BSNL? 


То be honest, we will not be interfering 





| 


| 


with the two airlines. I don’t know how it 
has worked in the past, but in my time | 
am in favour of more autonomy. Having 
said so, the first priority is to strengthen 
the two. The solution here will not lie in 


selling, privatising or giving them only | 


autonomy. Both the airlines, especially 
Al, have shrunk dramatically. This sce- 
nario needs to change. Much has been 
said; nothing has been done. For a start, 





planes. We will priceit2595lowerthanAL ^. 


В Are you willing to allow the private air- 
lines to fly out of the country ? 

Гат trying to the work out the overall 
scenario, After Al and IA grow, we have 
to see how much connectivity they can 


| offer and how much of the bilaterals 


the two carriers are going to lease | 


| planes. But leasing is not the best op- 


tion. You don't get new planes. You need | 


capacity with a good product. 


8 Would you look at any stage at disin- 
vesting Al and 1A as both have consistent- 
ly incurred losses and your government 
has no problem selling such companies? 

I don't see losses as the only criterion. 
Even if am to look at this, I have to first 
strengthen the two carriers, Make them 
more profitable, viable. Then if I talk of 
giving out some equity — whatever the 
methodology — it will make sense only 
if сап get a good valuation. І have to 
first put my house in order. 


8i You are not ideologically opposed to 
selling equity or disinvesting the two... 
There is no question of ideology — first 
we have to put our house in order, That's 


| defines the roles. 


| 18 What about allowing foreign equity in 


| ing field in the country, To go oi 
| bea considered decision. We 


they can utilise. With that overall per- 


| Spective and the projected growth оѓ. 


traffic — I am under pressure from the 


commerce, tourism and finance min-..— ss 
istries to provide more Seats— thereare. = oo 





no seats even in this seaso s heres 










Thats not correct; they havea leve, 


out with a comprehensive polic 


the domestic airlines? 
Some guidelines are already there, Any: 


| thing that is short of majority control, 1 


am not against, broadly speaking. Таш 
not going to commit myself. But Гат 


| notagainst some infusion of foreign eq- 


why Lam first focussing on fleet acquisi- | 
| regard to foreign airline equity, we need 
| to takea view which will be announced 
| with the comprehensive aviation policy 
The process of ordering the planes will | 
be completed by the end of 2004. The | 


tion and gettingthe two on track. 


I When can we see the new fleets? 


delay has been 16 years in the case of IA. 
Al gotits last new plane in 1992-93, 


@ Al argues that unchecked granting of 
bilaterals has also weakened it... 


rally, someone else will come and take 
your place. Two nations decide how 
many flights will go each way; if we don't 
use the bilaterals, someone else will. We 
can't afford to have less connectivity, 
whether you have India offering the ca- 
pacity or someone else. 

I plan to examine the issue, but at 
the end of the day we have to ensure that 
there are enough seats in and out of In- 
dia. Thave announced a low-cost carrier 
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uity which strengthens the airlines. With 


by the end of this year, My theme is to 
expand the sector. We have a country of 
over a billion people but we have just 


| 150aircraftfor both domestic and inter- 
| national operations. It is ridiculous. We 
| need to expand the sector and todo so! 
| don't mind taking aliberal approach. 

Theairline has been made to shrink You | 
dont let it grow, don’t give it new planes | 
— theres no capacity expansion, Natu- | 


That will be the working document, but 
I will speak to all concerned. 


8 The entire wheel will be reinvented? 


| Yes, but it need not take too long. I'll be 


able to finalise it by the end of this year, 


H That's a lot — airport modemisation, 
fleet acquisition and a new aviation policy 


| — hy the end of 2004... 
— AT Express — to meet the competi- | 
tion from Gulf airlines, It will use leased | 


Yes, [have a long task ahead but I should 
be able to deliver. E 








JOB RESERVATION 


Mandal Pvt. Ltd 


IFTEEN years after the Mandal Com- 





Many corporate chiefs have already met 





BREAKING NEWS 
An unusual 
hat-trick 


mission’s controversial report, affir- | chief minister Sushil Kumar Shinde to voice HRYSCAPITAL, a 
mative action, this time inthe private | their concerns. “This law, when enforced, private equity/ven- 
sector, has become a hot issue again. | could affect the productivity of companies. ture capital fund, 
It has found its way into the Common Mini- | They will then find ways of avoiding follow- has done a Harbhajan 
mum Programme of the ruling UPA as wellas | ing the law very easily," says a senior corpo- Singh. It has managed to 
into the President's address to Parliament.In | rate executive. Till now, only Videocon has raise its third fund, which 
Maharashtra, however, itisalreadythelaw. | comeoutin support ofthe new law. is its largest yet. No other 
On 29 January, the state passed a Bill that On the other hand, there was another del- Indian venture capitalist 
sought to reserve 52*6 of jobs in the private egation that met the chief minister a bit later has raised even its sec- 
sector for scheduled to ask him to plug a loop- ond fund. 
castes, scheduled tribes, ww hole. The law includes in- Says Ashish Dhawan, 
denotified tribes, noma- dustries that are “recog- senior managing director 
dic tribes and other back- nised, licensed, super- and co-founder, 
ward castes. What's more, vised or controlled by the Chryscapital: “We wanted 
a third of all promotions government" They asked to raise a $200 million, 
too will be reserved. Says Shinde to drop the licen- but strong demand from 
a senior bureaucrat: "Any ce requirement so that investors has allowed us 
industry or company even unlicensed compa- to increase the fund size 
that has received any sort nies come under the law. to $250 million. We have 
of concession from the The battlelines are raised almost all the 
government is hypothet- drawn. Meanwhile, the money. We will close the 
ically under the purview state bureaucracy is puz- fund finally in a month's 
ofthis law." zled. Some bureaucrats time." He adds: "This 
It's still not clear how told BWthey were caught fund too, like the previous 
the reservations will be & unawares when the Bill one, has the mandate to 
imposed, but large sec- was passed and there is invest across sectors and 
tions of industry in the state are worried. Ma- | no clarity about how companies are to be po- deal sizes." 
harashtra Economic Development Council | liced. One possibility is that there might be Chrysalis' first fund of 
president M.N. Chaini says: “The Actisaret- | one government inspector to examine the $65 million was very 
rograde step for industry. It is sending out the | monthly roster of companies, which could successful and, till now, 
wrong signals to local and foreign investors end up as another channel for bribes. the company has in- 
who want to invest in Maharashtra.” Adds Meanwhile, with the assembly elections vested 80% of its second 
S.S. Bhandare, former CEO of Bombay First: | in September, the Congress and the NCP are fund of approximately 
“Although this move is very well-intentioned, worried about the inroads being made by the $200 million. a 
it must be remembered that the organised | BSP among the dalits in Maharashtra. Does SNIGDHA SENGUPTA & 
sector employs only 8% of India's labour | that explain the hasty enactment? = SHISHIR PRASAD 
force. It'll not ensure jobs en masse." IRSHAD DAFTARI 
BREAKING NEWS: AURIGENE sign. It was to work both on internal 
and collaborative research projects. 
Coffee & one way from BOSTON Te decision to cos the Boston 
operation comes on the heels of other 
URIGENE, the wholly-owned India. "We are redefining our business | bits of bad news, beginning with the 
Ac of Dr. Reddy's, has strategy," says G.V. Prasad, vice-chair- reversal of the decision on amlodipine 
closed down its research oper- man and managing director, Dr. maleate in favour of Pfizer by the US 
ations in Boston. It will now function | Reddy's. The Boston centre was set Court of Appeals. In the last quarter, 
through its India research centre. up in 2002 with an investment of $20 DRL incurred a Rs 30-crore operation- 
None of the scientists at Boston, most | million as a drug discovery company al loss, though net profits were up. BM 
of them American, are relocating to with expertise in structured drug de- GINA S. KRISHNAN 
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NOKIA 


CONNECTING PEOPLE 


New Nokia 6820. Get used to saying more. 


Words flow so easily on the two-handed integrated messaging keypad of the Nokia 6820, you could just 
go on and on, be it on SMS, MMS! or email. Elegant and compact in design, it's also enhanced with features 
such as triband for global roaming, EDGE for higher performance, mobile email! for connectivity on the 
go, and Bluetooth"? wireless technology for convenience. And don't just say more, do more - get organised 
with Personal Information Management (PIM), improve productivity with presence-enhanced contacts?, 
and enjoy a multimedia experience! with the integrated camera, video and voice recorders, and 
XHTML! for richer browsing. Once you've started on the Nokia 6820, there'll be no stopping you. 


1. GPRS, WAP. HSCSO, EDGE XHTML, email data transfer speedy and other Mobile services are network operator and content зегисе podis dependent MMS-related services are се 
md the content formats MMS, email, WAP browsing and other related features in our products operate using TCP/IP technology and thus wil! only be Avalia! 

Muetooth 1$ a registered Of Bluetooth 516, Inc. Devices need to ft Bluetooth wireless technology Nokia 6820 i: compliant with and adopts Bluetooth 5 

Wuetooth wireless technology is not guaranteed and depends on compatibility For оп the compatibility of the phone with other products that supe 

hat the MMS-related services and Presence-enhanced Contacts аге dependent on the network as well as on the compatibility of the devices used and the 


ways insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty ts applicable only for 
thones imported by Nokia India Рут Ltd. email us at: nokia ebag@no com 













































LL eyes are now focussed on 
the coming budget. How will fi- 
nance minister P Chidambaram 
- spend money on the various social 
sector initiatives that feature in the 
. United Progressive Alliance (UPA) 
wish list while keeping the deficit 
down at the same time? It'll be a 
ә tough act: politics and economics 
=< may soon be in conflict. 
Economists often talk of a politi- 
cal budget cycle — the process by 
* which purse strings are loosened as 
"4. elections approach. There has been 
«C enough empirical evidence in recent 
. years to support this view. But a re- 
cent paper by Adi Brender and Alan 
Drazen demolishes this view. 
pal They say that global studies 
2€ show the existence of a political 
«< budget cycle because they do not 
-4 distinguish between different types 
of democracies. The two econo- 
mists show that this cycle is very 
strong in new democracies but not 
at all significant in the established 
ones. The global cookie-cutter stud- 
ies are thus misleading. 
They say that fiscal manipulation 
‚ may work in new democracies where 
, the electorate is still not experienced 
. enough. "Once a country becomes 
' experienced in electoral politics, the 
. scope for a political fiscal cycle at 
. the aggregate level should be dimin- 








^ Voters, in other words, 
^£ become fiscal conservatives. They 
4 can't be bought. Perhaps this is 
© something some sections of the 
> UPA should realise. 


Æ 


NYWAY, do social sector initia- 

pe tives need more funds or more 
0 efficient use? At the recent Stanford 

= india conference, International 

у 4 = Monetary Fund (IMF) acting manag- 
æ% ing director Anne Krueger made the 

‚ following observation: “Often, the 


| funds. Corruption and mismanage- 
| ment play an important part too.” 


| show that across India 25% of 
| teachers are away from school on 
| any given day. The figure rises to 


à 

E 

| 

| 

| by Niranjan Rajadhyaksha | 
E 

| 

| 

E 

| 


| Jharkhand. 


| money currently being spent is not 
| frittered away? 





| could threaten the global economy. 
‚ about as well. Morgan Stanley's 


| out waming signals that the current 
| American policy mix — low interest 

| rates and high deficits — is a recipe 
| for trouble. 


| ing piled up by American families. It 
| is now more than 85% of GDR. "In 

| my jaundiced view,” says Roach, “it 
| will take nothing short of a miracle 





| tious on two policies that are over- | 

| due but will hit overleveraged Ameri- | 

| can families very hard — increasing | 

| interest rates and taking some air 
out of the US housing bubble. 


| growth: from $1,462 in 1991 to 


shortcomings in public service provi- 






sion arent about a shortage of 


Recent studies, says Krueger, 


3896 and 4296 in Bihar and 





it's very fine to say that public 
spending on education should be in- 
creased to 6% of GDP But wouldnt 
it also be a good idea to see that the 


es 


HERE have been widespread 
worries that the high price of oil 


But there are other things to worry 


Stephen Roach has been sending 


And there is the debt that is be- 


to extricate the self-indulgent Amer- 
ican consumer from this mess." No 
wonder the US Fed is being so cau- 


Ж 
HE IMF says that India’s per 


capita GDP at purchasing power E 
parity will be $2,849 this year. It was 

| $1,393 in 1991, the first year of 

| economic reform. This means that 

the average income of an Indian has | 


more than doubled over this period. 
Satisfied? Then look at China's 


$5,299 in 2004. 
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BSE 
The more, 
the merrier 


HE Bombay Stock Exchange has 
come up with an innovative 


scheme to attract new members. 
Itis issuing 100 deposit-based member- 
ships for Rs 1 crore each instead of sell- 
ing the traditional cards, which com- 
mand a price of anywhere between 
Rs 65 lakh and 90 lakh at present. 

Inthe newscheme, the cost of mem- 
bership will be Rs 1 crore, of which Rs 95 
lakh is refundable if the member wants 
to get out. Apart from Rs 75 lakh as de- 
posit, there will be Rs 10 lakh each as 
guarantee fund and minimum capital. 
There is a non-refundable fee of Rs 5 
lakh. BSE says there have been 105 en- 
quiries so far. 

The advan- 
tage of a deposit- 
based member- 
ship is that the 
broker remains 
unaffected by a 
fall in the market 
value of the card 
since he can get 
back his deposit 
by simply exiting 
thebusiness. 

On the timing and reason for the 
scheme, the BSE says the equity cult is 
growing at a faster pace in newer and 
faraway cities and centres as against es- 
tablished places like Mumbai, Delhi, 
and Kolkata. 

Applicants for deposit-based mem- 
bership of BSE's equity segment can op- 
erate in the debt segment (both whole- 
sale and retail) if they meet the net 
worth criteria. The initial contribution 
of Rs 3 lakh required for membership of 
the derivatives segment is waived if cash 
segment members apply for that mem- 
bership within three months of getting 
their registration certificates from Sebi. 

As stockbroking is consolidating 
and smaller brokers are getting margin- 
alised (See ‘Brokers, Take Stock’, page 
26), it would be interesting to see how 
this new membership drive is greetec 
by the community. a 

А ASHISH AGGARWAL 





Will your Enterprise Solution cramp 





What happens when you buy out a competitor? Or 
decide to engage ina totally new line of business? 
Will your Enterprise Solution be able to cope with 
all the changes required? Or will you simply decide 
that its too much trouble and keep everything 
Separate. 


With Ramco Systems, you visualize the Enterprise 
Solution that translates your strategic objectives 
into action. You actually see how your solution 
works even before we begin to implement it. And 
keep refining it till you are completely satisfied. 
Even after implementation, making modifications 
is a breeze. On any scale. Whether you need to 
respond to new business demands. Or to counter 
competition. 


Hard to believe? Ramco Systems has already 
implemented several such Enterprise Solutions for 
customers around the world. On its revolutionary 
Software platform called VirtualWorks, Ramco 
Systems builds and assembles comprehensive 
Solutions. To meet the unique needs of your 
business. And adapts and modifies the solution as 


your business evolves. What's more, you are free 
to choose just about any technology available 
Without worrying about getting tied down to it 


We deliver all this in remarkably short time- 
frames. If you are wondering how to integrate that 
company you have just taken over or 
contemplating a new line of business, you know 
whom to call. 


To find out more call: 1600 44 2345 or 


e-mail: info@rsi.ramco.com 





Running the next generation of business 


OAP 


your ability to diversify the business? 


FOUNTAINHEAD - 4848 - Ол 


TO be asked to lead the charge for a sec- | 


ond time, four decades after the first, is a 
call of duty that comes the way of few 
men. M.S. Swaminathan, godfather of 
India’s Green Revolution in the 1960s, is 
once again in a position to revive the 
country’s crisis-ridden 
stunted in its yields and productivity,and 
facing the onslaught of cheap imports 
from efficient farming across the globe. 
On 2 June, Swaminathan, 74, agreed to 
head the National Commission on 
Farmers, after working out with agricul- 
ture and food minister Sharad Pawar а 
new framework for the committee that 
was set up by the previous NDA govern- 
ment. That was soon after he submitted 
the report of the Task Force on Applica- 
tion of Agricultural Biotechnology that 
he chaired from May to December last 
year (See ‘Era Of Bio-Happiness). 
Swaminathan, a plant geneticist by 
training, has received over 40 honorary 
doctorate degrees from universities 
across the world and is a fellow of the 
leading scientific academies. He has held 
umpteen positions in the UN's food and 
agriculture programmes. But that’s not 
what makes his chairmanship signifi- 
cant; it’s his deep understanding of how 
agriculture in India works — or doesn't. 
His M.S. Swaminathan Research Foun- 
dation in Chennai, where he holds the 
Unesco Cousteau Chair in Ecotechnol- 


agriculture, | 


ogy, is doing pioneering research on sus- 
tainable agriculture and has an overar- 
ching goal: to wipe out hunger in India 
by15 August 2007 through an agricul- 
tural strategy that combines good tech- 
nology and ecology with good business. 
In an interview with Latha Jishnu, he 


| outlines the basic problems ofagriculture 
and what can be done to tackle these. 


| a Differentiate between a small farmer 
and a small farm 

Nearly 80% of the country’s 110 million 
farming households are marginal. That 


Era of bio-happiness 


S. Swaminathan believes 

there are uncommon op- 

portunities for farmers if 
the government can tap the synergy 
between biotechnology and public 
policy. By strengthening our techno- 
logical capability and the regulatory 
framework along with facilitation and 
mentoring, India could be placed on 
the pathway to what he quaintly calls 
“an era of bio-happiness”. 

The report of his task force on 
biotechnology has come up with 
some significant proposals for 
streamlining the regulatory process, 
primarily the creation of an apex 
body, the National Biotechnology 
Regulatory Authority (NBRA), that 
would put an end to the multiplicity 
of overseers such as the Genetic En- 
gineering Approvals Committee 


1/ 
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(GEAC), a grouping of bureaucrats 
with little knowledge of biotech. 

The GEAC’s processes have 
come under fire from the multina- 
tional seed lobby, pharma compa- 
nies and environmental groups and 
by BW, although for differing rea- 
sons. The Swaminathan task force 
says NBRA will have a common chair 
but two separate wings — one deal- 
ing with food and agricultural 
biotechnology and the other with 
medical and pharma biotech. 

The setting up of an autonomous 
and professionally-led regulator is 
essential for deriving the full benefits 
from this fast-growing area of sci- 
ence, says the task force set up by 
the previous government. 

Will the present government act 
swiftly on its recommendations? 
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need not be a handicap because China 
and Japan have smaller holdings. The 
important thing is to understand the 
difference between a small farm and a 
small farmer. The latter is one without 
access to credit, technology, support 
services and marketing. Production by 
the masses is not mass production. 


ш The most urgent tasks 

The primary requirement is credit. After 
so many committees and task force re- 
ports there's no true understanding of 
the difficulty that the farmer faces in 
getting money at the right time. We 
should ensure that every one of the 110 
million families has access to Kisan 
Credit Cards linked to health and agri- 
cultural insurance. We must cut trans- 
action costs by a network of rural ATMs. 
Self help groups are a good conduit for 
increasing credit to the rural sector. 


ви Indian common market 

A primary requirement is a common 
market, which means we have to re- 
move all restrictions and monetary 
costs in inter-state movement of farm 
produce. This also assumes the creation 
of a countrywide chain of storage, pro- 
cessing and transportation facilities, 
specially for perishables. The corporate 
sector has a huge role to play. 


ш The big challenge for policymakers 

Its absolutely essential that we create 
off-farm employment opportunities for 
the army of unskilled farm labour. 


ш Power of scale to small farmers 

We must develop mechanisms for giv- 
ing the power of scale to small produc- 
ers both in the production and post har- 
vest phases of farming. The mismatch 
between production and post-harvest 
technologies should end. 


ш The link between low productivity and 
hunger 
Low productivity is linked to poor calo- 
rie intake. Our farmers will produce 
more if they can consume more. Food 
will have to be used as currency by de- 
veloping a National Food Guarantee 
Programme that integrates some of the 
principles of the food-for-work pro- 
gramme and Maharashtra’s Employ- 
ment Guarantee Scheme. a 
LATHA JISHNU 
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FLEXTRONICS’ BUYOUT OF HUGHES SOFTWARE SYSTEMS 


A design on handsets 


NCE it had decided on 
the deal, Flextronics 
moved really fast. It took 
less than two weeks to 
buy Rupert Murdoch's 
55% stake in Hughes Software Systems 
(HSS). Flextronics has now assembled 
all the important elements in the cell- 
phone handset manufacturing busi- 
ness. The $15-billion Singapore-based 
company is the largest electronics con- 
tract manufacturer and makes the Xbox 
for Microsoft, wireless base stations for 
Ericsson, routers for Cisco Systems and 
cellphones for Sony Ericsson. 

Over the last 12 months it has made 
India a very important part of its strat- 
egy. Its India development centre man- 
ufactures for Motorola and Tejas Net- 
works. Flextronics will be investing $15 
million in the centre. In April 2004 it in- 
vested $10 million in inSilica, a semi- 
conductor design firm based in Banga- 
lore. And now comes the $300 million 
acquisition — after the open offer — of 


HSS. "Hughes Software Systems fills a | 


huge gap in our portfolio," says Ash 








Bhardwaj, president (ODM products | 


group), Flextronics. In the last four | handset and handles logistics. But Flex- 
years, his company has acquired more | tronics is still small when compared to 
than 39 firms, many of them suppliers | players like BenQ, Compal, Arima, Pan- 
and competitors. tech and Lite-On technologies. BenQ 
Flextronics is making a major | makes 80% of handsets for Motorola 
push towards becoming a and also supplies to Chinese brands 
strong original design Konka and Haier. 
manufacturer (ODM) in Flextronics figures that most of 
the telecom sector. The its competitors have great strengths 
ODMs are transforming in hardware circuit and design, but 
the mobile handset in- not in software. Increasingly, more 
dustry the same way they and more features of handsets are 
did the PC industry by putin the software for easy up- 
delinking branding with grades. This is why Flex- 


















manufacturing. Dell tronics did the deal. HSS 
markets PCs but gets can give it an edge over 
them manufac- the other ODMs and 
tured by ODMs in firms like Sanmina- 


SCI, Solectron and Ja- 
bil Circuit, contract 


Taiwan. In mo- 
bile handsets, 


Sony Ericsson manufacturers trying 
does the to become ODMs. 
branding Both Solectron and 
while Flex- Jabil Circuit have a pres- 
tronics de- ence in India but not 
signs the cir on the same scale as 
cuits, Flextronics. а 
manufactures the SHISHIR PRASAD 





OR pharma companies, it is a vir- 
Е tual drought as far as innovation 

is concerned. The almost $500- 
billion global pharma industry is strug- 
gling to contain the crisis of shrinking 
pipelines. The number of new molecule 
entities (NME) in the US has been slip- 
ping for the last five years. In 
2003, only 23 submissions were 
made — half of what was filed in 
1995. The number of approvals, 
too, has gone down significantly. 
The combined 38 NME ap- 
provals of 2002-2003 is less than 
what the US Food and Drug Au- 
thority (FDA) cleared in 1996. 

In 2003, the pharma industry 
submitted 119 new drug appli- 
cations (NDA) tothe FDA, upfor | 
the second consecutive year and M. 
an increase of 21% from 20015 $ 
98 submissions, the lowest fig- 3 _ 
ure in over a decade. However, ё |. 









NDA submissions include filings not 
just for NMEs, but for new esters, salts, 
derivatives, and formulations of previ- 
ously approved drugs as well. So they 
are not as pure a measure of innovative 

drug output as NME submissions. 
Pharmaprojects reported that 31 
new active substances (NAS) 
were launched in 2003, up from 
29 in 2002 but down from the 43 
introduced in 2000. Eight out of 
the 31 NASs were first-in-class 
therapies. Significantly, pharma 
firms are exploring other mar- 
kets besides the US for drug 
launches. In 2003, the US had 
the most new drug launches, 
notching 50% (but down from 
58% in 2002), Europe garnered 
27% and Japan 7%. But 10% о! 
the new drug launches һар: 
pened in Russia. ai 
GINA S. KRISHNAN 
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Rich fil-a-fil anti-crease, all-day cotton shirts worn on eamless 


Business Classic trousers, That's the unbeatable look. From John Miller - 
a range of contemporary shirts and trousers stvled for the executive 


who clinches it everv time 


EXECUTIVE ATTIRE BY 


JOHN MILLER 


Available y at 





CO-OPERATIVE BANKS 


_ Aban too 


HE Reserve Bank of India bow- 


led a googly when there was no 

one at the crease. Will it be cal- 

led ano ball? Late last month it 
said no more licenses will be issued for 
urban co-operative banks (UCB). Fur- 
ther, to tighten surveillance, on 26 May it 
extended the Offline Surveillance sys- 
tem (OSS) to all non-scheduled UCBs 
with deposits of Rs100 crore or more. 
The OSS returns would come into effect 
from the quarter ended 30 June 2004 for 
the non-scheduled UCBs. And RBI has 
modified the OSS returns to increase the 
breadth and depth of information being 


obtained. But will the new government | 


allow the RBI to take such a step? 

The propensity of the co-op banks to 
get into financial crises has always wor- 
ried the RBI. The bad loans of UCBs rose 





soon? 


are under liquidation and 636 
had turned weak/sick. But any 
effort to reform this sector has 
met with resistance from the 
political class. UCBs have stro- 
ng political patronage in Ma- 
harashtra and Gujarat, where 
most of these banks exist. For 
example, the biggest co-opera- 
tive bank in Maharashtra, the 
Maharashtra State Co-opera- 
tive Bank (MSC) has Ajit Pawar, 
Sharad Pawar's nephew, at its 
helm. The co-op banks are often used as 
war chests for political battles and hence 





| patrons do notwantany reform. 


Two events have influenced RBI's 
stance: Home Trade and Ketan Parekh. 
Pune-based co-op banks were involved 
in the Home Trade scam and the Gu- 
jarat-based Madhavpura Bank in the 
Ketan Parekh scam. The RBI has been 
trying to monitor of these banks since 
then. The problem is that these banks 
are regulated by the registrar of state co- 
op banks. The duality of regulators has 
often allowed the banks to slip through 
the cracks of supervision. Since the RBI 
cannoteliminate the risk posed by these 
banks, it went for containment and the 
‘no more UCB’ rule when the govern- 
ment was changing. Now with Pawar in 
the new government, will RBI have to go 





from 11.8% of their advances in 1997-98 | slowon the reform road? 
to 21% in 2002-03. Of 2,104 UCBs, 176 ASHISH AGGARWAL 
SEBI PAY 


Promises, promises! 


about Rs 4,000, all the compensa- 

tion overhaul Sebi can offer its offi- 
cers? (That too after the RBI announced 
the same allowance.) Surely that wasn't 
the only thing G.N. Bajpai had promised 
when he took office as Sebi chairman 
two years ago. There was talk of cost to 
company-linked pay of Rs 8 lakh-10 
lakh a year. But now, as Bajpai's term 
nears its end, the average pay of Sebi of- 
ficers remains at Rs 12,000 a month, 


I: 125 litres of petrol a month, worth 





with a maximum of around Rs 14,000. 
Over the last six months Sebi has hired 
200 officers, a lot of them trainees at Rs 
8,000 a month, some sharing a flat with 
six other officers. 

Sebi officers are not alone in their 


| angst. Apparently Bajpai himself was 


trying to get his salary to equal that of 
the RBI governor. Nothing much has 
come of that either. When contacted 


| Sebiofficialsrefusedtocomment. W 


VIKAS DHOOT 
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DISNEY 


Action 
stations 


'ALT Disney and its India 
plans are the staple of 
Mumbai's broadcasting 


buzz. From its three channels, to its 
attempts to poach people from 
other broadcasters, to the 60 people 
it plans to hire, everything is news. 
Disney isnt talking, but reports 
confirm that Asia-Pacific marketing 
director Hema Govindan is in Gur- 
gaon and on a hectic hiring spree. 
Then there are the unconfirmed re- 
ports that both Sunil Lulla of Sony 
and Ravina Raj Kohli of Star News 
(owned 7496 by BW's owner ABP) 
were approached for top jobs. Lulla 
says he is "very happy at Sony" and 
refuses to answer a "hypothetical 
question" and Kohli was away on 
vacation. In typical Disney style 
everything is taking time. Part of the 
reason is Disney is more cautious 
after its disastrous venture with the 
Modis got over last year. So it is still 
agonising about its distribution 
deal with Star to be signed any day 
now. It will be along wait before the 
mousebeginstoclickinIndia WI 
VANITA KOHLI-KHANDEKAR 















































that he was still the face of CA. The 
search a new CEO is on. a 


www.emiratesindia.com 


Experience everyday New Vork. 
Daily non-stop flights from Dubai. 


Keep discovering. ай 


The five boroughs of New York all connect in different ways. Travel to Brooklyn from 
Manhattan and you'll encounter the famous Brooklyn Bridge. It has been immortalised 
in books, televisions and movies. But none have truly done it justice. Experience 
the Big Apple from a local perspective and discover a very different New York. 


Enjoy up to three complimentary nights at the Emirates 


Ritz Carlton New York for travel until 31st August. Over 70 destinations worldwide 
Non-stop daily flights | "M 
Private suites in First 


Conditions apply. For more details contact your local travel agent or Emirates in Mumbai 2879 7979, Delh 
Hvderabad: 5523 4444 Kerala: NAAA ола 2090 ыл. a aan aannam 
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NIIT TECHNOLOGIES 


Is it overvalued? 








On track now 


HE man behind the Skybus, 
HE demer- Rs 123.6 crore, while B. Rajaram, is on a mission to 
ger of NIIT's the software business prove his sceptics wrong. The 
education generated Rs 141.4 Skybus comprises two air- 
and software crore, Yet, the operat- conditioned suspended coaches 
businesses was long ing profits were signifi- that will run above the regular road 
awaited, and now that cantly different, just traffic, except that they will hang 
it has been an- Rs 11.5 crore for train- below the rails and slide on them. It 
nounced, will pave the ing as opposed to has been rejected by most urban 
way for the company Rs28.8 crore from soft- transport planners on the grounds 
to unlock the value of ware solutions. that it is based on untested 
the software busi- i The NIIT stock technology. The prototype exists but 
' nesses. "For a long (that combined edu- it hasn't ever operated live. 
time, the educational cation and software) To silence his critics, Rajaram 
' business, which was wastradingataP/Eof decided to create a 1.6 km test 
lagging badly, was vijay Thadani: focussing on 33. Since most of the track in Goa, and run the Skybus 
bringingdowntheval- the verticals profits — around 72% live. After many delays, the track is 


uation of the overall 

business, due to which the software so- 

lutions also suffered,” says Tarun Siso- 

dia, director, Anand Rathi Securities. 
The problem is that NIIT Technolo- 

gies, the software firm, may already be 


overvalued relative to its peers and be- | lutions, which trade ina P/E range of 15- can take a dekko at http://www. 

ing a small mid-cap firm with little dif- | 20. Analysts expect this valuation level konkanrailway.com/website/ 
ferentiation, its task may be more diffi- | to decline further. In a recent research skybus_status.html. a 
cult than it appears. In the quarter | report, Ajay Mathrani, analyst, Edel- SUPRIYA KURANE 


ending September 2003, NIIT's training 
business garnered global revenues of 








— were delivered by 
the software business, we can conclude 
that it was driving up the valuation. This 


| isin contrast to most of the IT mid-cap 


stocks like MphasiS BFL, Mastek, Hexa- 
ware Technologies and iGate Global So- 


weiss Capital, expects the sector valua- 
tion to settle at a P/E of 13 next year. 
So can NIIT Tech- 


set to be completed and the first 
Skybus will run in end-June. 


Rajaram has installed webcams 


at the site that take live pictures 


every minute and updates them on 


the Konkan Railway site. You too 


Cash in trash 























nologies preserve its high QM techniques can bring 
Horses for courses valuation? It can if it is Тет 
able to increase its mar- times, as ICICI Bank found 
HE changing scene in the IT services sector gins and sales growth to out. Last year as part of its 5S 
has had its ripple effect on the IT training the level of top-tier com- initiative (sort, stabilise, 
sector too. First, Indian IT firms no longer panies — an unlikely shine, standardise, 
act as mere technical support firms, but solve event as of now. sustain), and 
business problems for their clients, organising NIIT says it has spurred by chief км) 
themselves as verticals to do so. Second, they strengths in a few verti- Kamath, everyone 


are moving afield from application development cals that it will exploit. at the Bandra Kurla 





to areas like BPO and infrastructure manage- “We will focus on the ver- Complex (BKC) 

ment. This has made NIIT change its curriculum. ticals that we have an ad- office worked 

Starting this week, GNIIT, NIIT's flagship training vantage — insurance, overtime to 

programme introduced in 1992, will move from road transport and re- make sure their 

generic content to offering specialised skills. So tailing,” says Vijay Tha- files were in order. 

instead of paying Rs 80,000 for a generic IT train- dani, chief executive offi- The junk sold yielded Rs 5 lakh! 
ing programme, where every student goes cer of NIIT. That figure has now become part 
through the same modules — learning Java, Since almost 50% of of company folklore, finding its way 
C++, -Net and so on, students can choose an Indian companies are into the PowerPoint presentations 
area of specialisation — software engineering, in- strong in precisely these of senior managers. Not surpri- 
formation systems management or business verticals, NIIT Technolo- singly, this year too employees at 
process management, to name a few. E gies will have a tough the BKC office could be seen 


MITU JAYASHANKAR time. throwing out junk with vigour. — Wl 


IRSHAD DAFTARI 
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consulting and economic 
advisory services. He can 
be reached at omkar. 
goswami@ cergindia.com. 


Direct 
sales 
agents 
are 
actually 
ruining 
the image 
of clients 
they 

seek to 
promote 


y omkar goswami 














Tis 11.30 am on a weekday. My concen- 
tration is at its peak and I am deep in 
work. Suddenly the mobile phone rings. 
Unknown number. But I often get im- 
portant calls from unknown numbers, 
so I take the call. “Good morning, sir. I am Sar- 


ita, speaking from the XYZ Bank. You have been | 


selected to be a special Gold Card holder of our 
new credit card programme where you pay 
only Rs 2,000 as the annual fee, and will get the 
12,000 free miles on Air Madagascar, and the 
add-on membership for Rs 500 per member, 


| and balcony tickets for the Kal Ho Naa Ho..." 


There are five invariable characteristics of 
such calls. First, almost every sentence will 
have at least one extra article in the form of a 
meaningless ‘the’. Preferably two. Second, there 
is no pause in the period-less sentence. Third, 
these calls are unfailingly made during peak of- 


| fice hours. Fourth, there isn't the slightest sense 


of apology for having invaded the privacy of the 
person at the receiving end and disturbing 
him/ her during work. I can't report a single in- 
stance where a Sarita, Ranjita, Priyanka, Parul, 
Ashish or Sanjay said: “Good morning, Mr 
Goswami. I am Sarita from XYZ Bank. I am 
sorry to call you on your mobile. Would you 
have some time now, or could I call you on any 
other number at your convenience?” 

The fifth characteristic is the most devastat- 





ing and, in my book, plays the most crucial role | 


in destroying corporate reputations. It is the 
complete lack of homework about the poten- 
tial client. I have taken calls from direct sales 
agents (DSAs) of a particular bank who have 
tried to sell me credit cards, without knowing 


| that I have two Gold Cards issued by the same 


bank; sell me housing loans without bothering 


| to find out whether I have a housing loan from 


that bank; and, most recently, a car loan with- 
out knowing that I had taken precisely the same 
kind ofloan two months earlier. 

What is happening is actually quite terrible 


| andhasallthe makings ofa really bad business 


| strategy. Itis nothing other than disgraceful ver- 
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bal spamming on your mobile phone, and 
works a bit like this. Either officially or other- 
wise, banks, non-banking financial companies, 
and credit card companies ask mobile opera- 
tors for names and numbers. So the retail divi- 
sion of XYZ Bank will procure a set of names 
and numbers for, say, South Delhi who have 
roaming facilities and whose average mobile 


| billis above Rs 2,500 per month. This data set is 


then passed on to the bank's DSA. Sometimes, 
the more enterprising DSAs will directly pro- 
cure the numbers. 

In their hurry to make their "hits", neither 
the bank nor the DSA bother to ascertain how 
many of these phone numbers have accounts 
with the bank, or have purchased their finan- 
cial products, Then the underpaid Saritas of the 
world are given different parts of this list with 
the mandate to secure business. These un- 
trained young women and men are thereafter 
letloose on us. The entire model is based on a 
sheer numbers game. For every 100 credit card 
calls the poor girl makes, she will at best get five 
positive responses; and if each of these actually 
translate to a new card, she will get a maximum 
of Rs 50 per pop. So, Sarita's objective is simple: 
make as many calls as she can to get a certain 
number of hits, and the hell with the 95% who 
tell you to shove off. 

Such carpet-bombing is a lowest-common- 
denominator mass marketing business where 
financial service providers don't create inte- 
grated CRM systems for their DSAs. It is based 
on banks and credit card companies 'nickel- 
and-diming’ their sales agents who, in turn, 
have no incentive to invest in quality. It may 
bringin the numbers, but it eventually has to be 
a lousy strategy — for it alienates virtually all 
medium-to-high net worth customers. 

Surely, there have to be better ways of tar- 
geting people. Until that happens, why don't we 
take a leaf from those who support this govern- 


| ment from the outside and form an All-India 


DSA Murdabad Union? Membership is free. 
Care to join? т 
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EM Tejuja of Mumbai ven- 

tured into stock broking in 

1998, when he was 20 years 

old. Broking was not his fam- 

ily business. That didn't deter 

him — the stockmarket was 
at the beginning of a bull cycle, But 
within a few years of setting up Krishna 
Investments, reality sunk it, Business as 
a small player was not only getting 
scarce, but tough. Worse was in store — 
after the bust of 2000, it got down to a 
question of survival, with just 30-odd 
clients in hand. Looking at the way the 
tide was turning, in 2002 he turned his 
firm into a franchisee of big broking firm 
Sharekhan. Today, with 185 clients 
(most of them high net worth individu- 
als, or HNIs), Tejuja is one of the bigger 
franchisees of Sharekhan. 

Unlike Tejuja, 40-year-old Hitesh 
Lakhani was a sub-broker (to a broker 
with a net worth of Rs 5 crore) for 15 
years in Mulund, Mumbai. Unable to 
grow any other way, he became a fran- 
chisee of Investsmart India two and a 
half months back. “For the last two 
years, I was seeing the need to associate 
with a big brand to succeed in the long 
run. This business is changing. Clients 
are looking for quality guidance, re- 
search and products like portfolio man- 
agement schemes (PMS), which a big 
player can provide, Earlier, only persons 
known to me or my clients came. I am 
hoping to raise my client base by half." 

In the last two years, India's 9,000- 
plus brokers have seen their industry go 
into a consolidation mode. Many on- 
the-brink brokers have traded the com- 
fort of independence for the rigours ofa 
franchisee. In the face of aggressive 
branding by bigger, corporatised 
broking houses, the trend is intensifying 
among the likes of Tejuja and Lakhani. 

The numbers tell the story. On the 
National Stock Exchange (NSE), the 
number of brokers has shrunk by a fifth 
over the past seven years. Over the same 
time, the number of trades has soared 
fourteen times. While business is boom- 
ing, the number of active brokers are 
falling. And more business is going to 
the larger brokers. The top 100 brokers 
on the NSE account for 64% of trades to- 
day, compared to 46% seven years back. 
The consolidation is even sharper in the 
online segment, where the top five com- 
mand more than 90% of the market. 


| 
: 


£ 


How they stack up 
9,368: The total number of share 
brokers in the country 

12,681: the number of 
sub-brokers 

1,500 or less: the number of 
active brokers now 

1,013: the number of NSE brokers 
in March 1997 

800: the number at present 
46%: the share of trades 
accounted for by the top 100 NSE 
brokers in 1996-97 

64%: the top 100's share now 
90%: the share of online trades 
clocked by the segment's top five 
70%: the share of the country's 
trading concentrated in Mumbai, 
Delhi and Kolkata 
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The reasons behind this transforma- 
tion are simple. 

First, the push came from technol- 
ogy. The regional bourses were rendered 
redundant by technological advance- 
ments. So, their members had to shift 
business, shut shop, or become sub- 
brokers of NSE or BSE brokers. 

Second, the obsolescence of the re- 
gional bourses encouraged the larger 
brokers to look at a national play more 
enthusiastically. Thus players like ICICI 
Web Trade (owner of ICICIdirect.com), 
HDFC Securities, Sharekhan, Indiabulls 
Securities, Karvy Consultants, IL&FS In- 
vestsmart and Motilal Oswal began to 
expand nationally. Now, the biggies are 
getting bigger, while the smaller players 
are getting marginalised. 
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The bigger players are facing fiercer 
competition. The smaller players are 
trying hard to stay on. How 
technology, competition and 
corporatisation are re-writing the 
rules of the game. By Ashish Aggarwal 


Third, branding has become very | 


importantas firms try to cut through the 
clutter with the help of a differential. 


cope with the expenses of research, in- 
vestor seminars, and aggressive adver- 
tising — things that are commonplace 
in today's broking business. "The qual- 
ity of research we provide is the core 
value proposition,” says Motilal Oswal's 
vice-president (equity advisory) Satish 
Nair. His company’s research services 
are branded as ‘Inquire’. 





і 


| 
| 





Fourth, broking commissions have 


| gone down (from 1% to about 0.5% in 
| five-six years), making the survival ofin- 
Smaller players have found it difficult to | 


dependent brokers difficult. Lower 
margins mean small brokers have be- 
come even more dependent on day 
traders. Most small brokers even in- 
dulge in their own trading to bolster rev- 


| enues, leaving them exposed to the va- 
| garies of the markets. Many have 


supplementary businesses too. 

And last, the rules of the game have 
changed. In 1992, brokers were allowed 
to function as a corporate with limited 
liability, but there was no major incen- 
tive to corporatise. In 1997, the al- 
lowance of capital gains exemptions on 
becoming a corporate broker removed 
the major disincentive towards corpo- 
ratisation. The change is evident: out of 
the 800 current members of the NSE, 
just 78 are proprietorial or partnerships. 
Corporatisation encouraged profes- 
sionalism. Indiabulls' head of national 
marketing and sales, G. Banga, proudly 
says that 95% of his team consists of 
postgraduates. Pay packets have also 
become variable and success-driven. 


The Big Get Bigger 

The evolution of India's broking busi- 
ness is mirroring the developments in 
the US markets from the 1970s through 
the 1990s, when the top five brokers — 


“Charles Schwab, E*Trade, Merrill Lynch, 


Dean Witter and Smith Barney — 
rapidly expanded market shares and 
gained control of almost half the retail 
trading volumes. In 2003, Schwab's trad- 
ing volume was equivalent to more than 
a quarter of the total Nasdaq volume. In 
India too, this sort of consolidation is 
well on its way. 


Hem Tejuja, a Sharekhan franchisee in 
Juhu, Mumbai, says he couldn't have 
survived as a small outfit. Ergo, the 
alignment with a biggie 
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STOCK BROKING - 


The changing 
face of — 
the business - 


POSITIONING 


Specialised share advisory and 
trading: Build research and 
advisory as the core 
competence and concentrate 
only on specialised products 

like portfolio management. 
schemes, and short- and 
long-term equity investi 
Many claimants, few pre 











Financial super-mart: Sell all - 
kinds of financial produc 
along with shares — mutt 
fund schemes, insurance, - 
bonds, fixed deposits, and — 
commodities, Most big players 
are getting into this zone fu 


Wealth management: Offer. 
solutions, not products. It's an. 
area that requires high skill, 
and quality control is difficult — 
here. The larger players are 
aspiring to capture this space 


STRATEGY — — 
Stress on branding: it's the | 
thing that attracts numbers. — 
Offer premium services for high — 
net worth clients _ 


Upgrade infrastructure: expand. 
operations, increase market _ 
share, and reduce cost per - 
employee (See ‘Size Matters’) 


Catch every need of the 
customer: enter new - 
businesses and cross-sell. 
Supplement organic growth 
with strategic tie-ups and 
acquisitions 


Leverage all channels: use —— 
online trading or call-and-trade 
services to create a wider 
market; use branches where — 
tighter control is required; to. 
expand fast geographically, go _ 
through franchisees 








In India, the smaller players started 
running for cover during the two-and- 
a-half-year bear phase that followed the 
bull run of 2000. Bigger players used this 
as an opportunity to consolidate. In this 
time, the Hyderabad-based Karvy Con- 
sultants became a major financial 
house. Now, it plans to rapidly expand 
its network of over 200 branches (in 150 


cities) to 350. Another player, KotakSe- | 
curities, claims a presence in all the ma- | 


jor cities with 43 branches and over 170 
franchisees. Kotak Securities’ regional 
head, Jayanth Ranganathan: “We are in 
talks with a few NSE brokers who have a 
network of five or six branches each for 


possible consolidation.” Similarly, the | 
Mumbai-based Sharekhan, which had | 


30 sub-brokers and presence in 10 cities 
in 2000, is now present in 90 cities with 
28 branches and 153 franchisees. 

In order to grow, two of the biggies 
themselves are hitting the market soon. 
One of them, the Mumbai-based India- 
bulls, has added 41 branches in the past 
12 months to take the tally to 72 
branches in 60 cities. The other initial 
public offering is from IL&FS Invests- 


mart. It has 23 branches and 46 channel | 


partners spread over 37 cities. The bulk 
of them — 36 channel partners, to be 


| precise — were added in 2003-04. By the 
| end of this financial year, the company | 
| wants to be in 50 cities. In its IPO 
| prospectus, the company talks about | 
| the possibility of bringing їп a strategic 
| partner for enabling growth. “The 
strategic partner would be in place in 
next few months,” says Sandeep Press- 
wala, head (retail), IL&FS Investsmart. 

Technology, especially electronic 
trading, has played the biggest role in | 
| the rapid growth of corporatised bro- 
kers at the expense of smaller ones. 
Among the players who are betting 
heavily on online trading are ICICIdirect 
| and HDFC Securities. 

Anup Bagchi, chief operating officer 
of ICICIdirect, says, “Of the 4,00,000 
clients we have since April 2000, 


| Rs 750, an existing ICICI Bank account 
| holder can open a demat and trading 


40,000 are HNIs who have signed up for 


access to qualified relationship man- 
agers (RMs) who handle specific ac- 
counts and give personalised advice. 
ICICIdirect employs 200 such RMs. In 
the online model, the physical network 





Size matters 
THE REAL PROFITS ARE IN BIG OPERATIONS 


МОР Bagchi, chief operating officer of IClCidirect, hit 
the паї on its head: “Stock broking has been a cottage 
industry, attributed by.strong distribution, a good price 
proposition, anda 'know-me' culture. Corporate brokers — 
with deeper pockets, emphasis on branding and nationwide 


presence — are changing all that." 


* The players —- whether big or small — get all of 330 min- 
utes to trade every trading day. But in the same time, bigger 
players rake in much more money per employee than smaller | 

players. A bit of arithmetic can explain the divide. 

Mass market: : In а mass market model, a maximum of 
: 450 orders can be placed by a single dealer in a day. The deat- 
ers employed, who are not supposed to offer advice, are not _ 

| -very expensive. The big players have more terminals —they _ 


| generate more volumes, and hence, higher profits. he total | HS 


-The offering here would be online trading, with a limited _ | 
' r a 'call, place order, thank you’ kind of service. 
virili inima UE 
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account — but commission charges are | 
steep, at 0.85%. Of the total lot, around | 


the premium service, which gives them · 
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is not important, but infrastructure like 
call-and-trade facilities are essential for 
making sure that customers stick. Typi- 
cally, 20 calls a month are allowed for 
free and the rest costs Rs 25 each. 
ICICIdirect and HDFC Securities 
have also been aggressive in marketing 
their online offerings. Branding be- 
comes more critical because of the im- 
personal nature of online trading. 
Clearly, such positioning and the re- 
quired investments are out of bounds 


| for smaller players. There's one option 


though: the small, standalone players 
can provide their customers online 
trading through NSE's dotexplaza.com 
platform. Twenty-eight players, out of a 
total 70 offering online trading on the 


| NSE, areusing this facility currently. 
1,50,000 were added in 2003-04." For | 


Another issue stifling the smaller 
players is the Securities and Exchange 
Board's tightening compliance and risk 
management norms, which have be- 
come tougher of late, and increased 
business costs like support staff. As a re- 
sult, sub-brokers infamous for their lack 
of compliance for basic stuff like books 
of accounts and issuing proper contract 
notes have suffered. The same has 
helped the bigger players differentiate 
themselves. It is possible for a large bro- 
ker-franchisor to reduce costs by cen- 
tralising the back office, research and 


nce ects par огоі tania ameli коре. Wsthebig. 
player who can plough back big money and expand. > 
For premium service, qualitative advisory is offered. A big 
brokerage house employs relationship managers (RMs). 
Other costs are infrastructure and support. Big brokers can. 
employ many RMs. The common costs, which include adver- 
tising, infrastructure and: research, get spread over and the: 
profit per employee goes up. A qualified RM, costing up to 
Rs 3 lakh a year, can earn the company Rs 12 lakh a year. 
How? Ву aggressively targeting НМ. Big, branded brokers 


ват Rs 12,00,000 a year or п 
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D.S. Bhandari, COO of Elite Stock 
Management, Delhi, says smaller 
brokers are finding it tough to attract 
new customers, especially the youth 


marketing functions. The broker can 
then process far more trades at much 
less incremental costs. 

Others players like Sharekhan, 
Karvy, Indiabulls and Investsmart be- 
lieve that online trading can be just one 
part of their strategy. (Indiabulls, for 
one, gets a third of its revenues from on- 
line trading.) That's because customers 
also want to visit branches and discuss 
their investments in person. 

There are two schools of thought on 
physical roll-outs. Sharekhan and Kotak 
are expanding via both own branches 
and franchisees. “A strategic combina- 
tion of branches and franchisees allows 
us to expand quickly and monitor qual- 
ity, as the branches become nodal 
points,” says Rajeev Prabhakar, head of 
marketing at Sharekhan. On the other 
hand, Indiabulls’ Banga believes that 
delivering the desired customer experi- 
ence is not possible through the fran- 
chisee route. Instead, he focuses on a 


company-owned branch network. | 
That's also true for Karvy, which has | 


mostly stuck to the branch route. 


The increasing domination by the | 


big players has been aided by the fact 
that 70% of the share trading in India 
takes place in just three centres: Mum- 
bai, Delhi and Kolkata. Why then is a na- 
tionwide roll-out important? There are 
two good reasons for this. First, the cut- 
throat competition; second, the easy 
availability of brokers and sub-brokers 
of the regional stock exchanges as fran- 
chisees. But getting the right one may 
not be that easy. Investsmart's Presswala 


explains: “For us it's a cultural issue. We | 


look at people like retired bankers who 
want to become our franchisees. An ex- 
isting broker or sub-broker is not neces- 


sarily a good choice, as it might be very | 








Big 


STOCK BROKING 


or bust? 


THE SMALL BROKER HAS FEW OPTIONS 


D 


ЕІ НІ -BASED Elite Stock Management knows what it is to be a small player 
in a highly fragmented market. It was one of those who spotted the chang- 
ing trends early on and started ramping up operations. The company 


started operations in 1990 in Delhi's Mayur Vihar when Ravinder Prakash Seth, an 
electronics engineer, became a business associate of the broking firm Prabhudas 
Lilladher. As early as 1995, managing director Seth took the company public and 
gotan NSE card. Anticipating an onslaught from the biggies, the company became 
a directory participant with the National Securities Depository in 2000. Then it took 
a series of steps to ramp up the number of customers: in 2002 it got into distribu- 
tion of financial products, in 2003 it opened eight branches in Delhi and one each 
in Gurgaon and Noida. The company plans to set up shop in Mumbai too. 

As a mid-sized player now, Elite sees a niche for itself —something that may al- 
low it to co-exist with the biggies. “They (larger players like Motilal Oswal, Kotak Se- 
curities, Sharekhan) are relatively new in the retail business. We have now grown to 
over 5,000 clients and have 120 employees,” says Bhandari. 

Another way of making good in a small size is to follow the route taken by the 
Delhi-based Quantum Securities. It has built competitive barriers by carving out a 
niche as a ‘boutique shop’. It has a branch in Mumbai and caters to about 500 
clients — most of them HNls and a few institutions — to whom it offers portfolio 
management and research. Though small, the firm has been able to build a strong 
brand — director Sanjay Dutt can be spotted often on the tele, sharing his views. я 


difficult to change their mindset.” 

The next step, of course, is to be- 
comeaone-stop financial intermediary. 
Investsmart and Karvy have positioned 
themselves as all-in-one financial 
shops. Sharekhan and Kotak are also 
into distribution of other financial prod- 
ucts like insurance and mutual funds. 
With the setting up electronic ex- 
changes for commodity trading, the big 
equity brokers are also able to offer 
commodity futures trading to clients. 
This has picked up in the last six 
months. For example, the Kerala-based 
Geojit Financial Services has built some 
strength in commodities trading and is 
leveraging it to compete nationally. 

Brokers are also trying to get into in- 
vestment advisory and wealth manage- 
ment. It's a new area where they will 
compete with other wealth manage- 
ment players and private banking divi- 
sions of banks. It's a specialised area and 
brokers without strong expertise will 
not be able to offer this effectively. 


The more aggressive ones are not | 


stopping just there. Indiabulls proposes 
to use a part of the issue proceeds to di- 
versify in segments like housing fi- 
nance, consumer goods lending, non- 





The company has already forayed into 
insurance through its subsidiary. 


The Challenge From Outside 


Asstockbrokers are venturing into other 
territories, other financial service provi- 
ders are moving into the broking busi- 
ness. The broker-franchisor faces his 
biggest challenge yet from banks, who 
can get into broking using their network 
of branches. The latest breed to wake up 
to opportunity are the PSU banks. 

Among the PSU banks, Bank of Bar- 
oda (BoB) is leading the charge. PS. 
Shenoy, chairman of BoB, has said the 
bank is in talks with four large stock 
broking groups and is likely to finalise a 
deal in a matter of months. “Our vast 
network and brand name provide us an 
excellent launching pad. Other banks 
too would follow,” says A.S. Khurana, 
chief general manager, BoB. Jammu & 
Kashmir Bank had earlier tied up with 
IL&FS to offer stock broking. 

Banking houses like ICICI, HDFC 
and Kotak have already become en- 
trenched players in this market. It woul- 
dn't be long before others spot the op- 
portunity. Watch out for more tie-ups, 
mergers and acquisitions in this indus- 


bank deposits and insurance services. | try. The shakeoutis just beginning. W 
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WOMEN ACHIEVERS.... 








HING TE 





ime would bank with her if it 

could. She invests life with a 

sense of purpose, of urgency. 
And it all comes back to her, many 
times over. Banking guru Naina Lal 
Kidwai is today one of the three 
women in India’s billionaire club. 
Counted among India’s foremost busi- 
nesswomen, she features among 
Time’s ‘global influentials’, Fortune's 
‘powerful businesswomen in Asia’, 
and Forbes’ ‘World’s Top 50 Corpo- 
rate Women’. 
Perhaps her management instincts were 
sharpened in mobilizing corporate 
support for Lady Shri Ram College’s 
first-ever inter-college festival. Perhaps 
the world became her home while she 
studied in Harvard Business School, 
the first Indian woman on their rolls. 
Already a chartered accountant, Naina 
joined ANZ Grindlays Bank in 1982. 


A meteoric rise through a string of 


merchant, retail, and investment bank- 
ing assignments culminated in her big 


rr 
A244 


From 9 to 5, 


break—heading Morgan Stanley's In- 
dia operations in 1994, As she ex- 
panded Morgan Stanley's impact in In- 
dia, she sensed the potential and ag- 
gressively pursued information technol- 
ogy opportunities, winning the ac- 
counts of Wipro and Infosys, getting 
Wipro listed on the New York Stock 
Exchange, and brokering a path-break- 
ing joint venture between AT&T, Tatas, 
and Birlas. 

Thinking big and imagining far—with 
an unerring instinct for spotting a deal 
and an uncanny ability to predict mar- 
ket trends—Naina has masterminded 
some of the biggest mergers and acqui- 
sitions in corporate India. 
no way HSBC could ignore Naina when 
they needed someone to lead their in- 
vestment banking, 
and research operations in India, which 
Naina took over in November 2002. She 


There was 


securities trading 


also advises various committees on sci- 
ence and technology, 
search, and policy reforms, encompass- 
ing not only cutting-edge issues like the 


economic re- 
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digital divide but also grass-roots con- 
cerns like sustainable livelihoods for 
rural women. 

A shrewd negotiator with a talent for 
anticipating new growth sectors, Naina 
has crashed through the glass ceiling in 
the male bastion of investment bank- 
ing. She has closed several mega-deals, 
including Tatas' acquisition of VSNL 


fairer or weaker sex. 
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['m not your 


and initial public offerings of giant 


Maruti and Bharti Televent 
spirit of India should be judged thr 
its capital markets,’ she believes 
as she believes that, in her o 
vay, she can 'contribute to Ind 
progress’ 

Her spirited womannood ather 
posing a challenge to her profess 
advancement, facilitates her su 
she feels. ‘It is easier for me to su 
as a working woman in India thar 
for my female counterparts else 


in the world. First, women her 


cepted as another element in à di 
workforce comprising many ethnic 
religious groups. Second, the extend 
family of mothers, sisters, and mot 
ers-in-law steps in along 


available domestic help 





Even as she is celebrated among In 


most powerful investment b 
turing 


invests time in nu 


life, in her love f 





or classical music 
in her fascination for the Himal 
their wildlife. A break from 
rate jungle, did you say? Or 





retreat to help focus her thought 
attempt to decipher the futur: 


away from time it 
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dia can be seen as the sum of two parts, if you 
don't mind the errors of simplification. From 
1950 to 1980, the Indian state kept expanding 
into every nook and corner of its citizens' eco- 
nomic life, while per capita income growth 
crawled along at 1.396 a year on average, one of 
the lowest rates on earth. More or less everyone bought 
into the consensus that the government's role was to con- 
trol the commanding heights of the economy and from 
there, direct investments and distribute whatever little 
wealth there was. The government was mai-baap, the 
generator of wealth and the guarantor of equitable distri- 


bution. Generation of wealth was important, but its distri- 


bution was even more important. 

Then from 1980 to 2004, as other countries started 
leaving India behind, the state started having second 
thoughts. At first guiltily and stealthily during the Indira 
and Rajiv Gandhi governments, and then with increasing 


boldness during the Narasimha Rao and Vajpayee govern- 


ments, India’s rulers started reassessing the role of the 
state and withdrawing from many ar- 
eas of economic life, giving more 
space for private enterprise to flour- 
ish. The result was a doubling of the 
yearly increase in per capita income 
growth. A new consensus, it 
seemed, was emerging, in which 
the role ofthe state was to be the 
facilitator and the rulemaker, 
not the game player. Distribut- 


HE post-Independence economic history of In- 





















MAKING SENSE OF THE POLITICAL CLIMATE 


ing wealth was important; but what was even more im- 
portant was generating it. And you couldn't do that with- 
out unshackling the ‘animal spirits’ of free enterprise, as 
Manmohan Singh once put it. 

Then a month ago, a general election happened and 
rulers who were seen to be fervent reformers were kicked 
out by the electorate. The political class sat up, took note 
and arrived at a definite conclusion: reform doesn't sell. 
People want their old mai-baap government again. This 
interpretation is based on thin facts — reforms, in fact, did 
reduce poverty (See page 42) and there's nothing really to 
show that the election results were a revolt of the poor 
against reform. But political theory abhors a vacuum — in 
the absence of any other easily graspable explanation, the 
poor-revolting-against-reforms-for-the-rich thesis has 
captured the imagination of the politician, irrespective of 
the party he belongs to. 

Thisis an important point — the change in mood is 
not the result of a change in government at the Centre 
alone. It is the result ofa particular interpretation of the 
electoral verdict that seems to have found general favour. 
Dr V. Maitreyan, Rajya Sabha MP and member of the 
AIADMK, which got wiped out in the general elections in 
Tamil Nadu, puts it this way: "The verdict may make the 
political parties rethink on the reforms process, at least in 
the short run. For example, in Tamil Nadu, when we took 

over the state was on the verge of bankruptcy and we 
had to do alot of fiscal reforms, raise power tariffs and 
so on. Our performance was appreciated, but not re- 
warded. So political parties will start rethinking that if 
by doing all these reforms, they are not in a position 
to come back to power, then why should we do it? 
There is no other way but to rethink.” What about the 
BJP itself? It is careful not to blame the defeat on the 
reforms; the elections were influenced by the political 
environment in each state, says BJP general secretary 
Arun Jaitley. But read be- 
tween the lines and you 
see a certain disappoint- 
ment that good work does- 
n't sell. “In Indian elections, 
when you conduct a cam- 
paign, you invariably suc- 
ceed on a campaign of neg- 
ativism," said Jaitley in an 
interview, adding, "the Vaj- 
payee campaign in Delhi, 
the Naidu campaign in 
Andhra, and the Krishna 
campaign in Karnataka were 
identical. All three claimed that they have done 
a good job.” All three, of course, lost. The Marx- 
ists can't hide their glee: “The issue was the spe- 
cial variety of reforms which the NDA pursued. It 



















































































































































































CHANGE ACROSS THE COUNTRY. BY TONY JO 


_ benefitted a small, exclusive section of society at the cost 
. ofa vast majority. The people revolted against this," says 
- the leader of the CPI(M) in the Rajya Sabha, Nilotpal Basu. 
. Nosurprisethen, from Jayalalithaa in Tamil Naduto 
.... Rajasekhara Reddy in Andhra Pradesh to Sushil Kumar 
Shinde in Maharashtra, everyone is busy drawing a new 
_ relationship between the state and its citizens. One that 
looks much like that of the 1960s and 1970s. Within days of 
the election results, Jayalalithaa was throwing financial 
,  cautionto the winds, jettisoning an entire set of pro-mar- 

- . ketpolicies and doling out free power and free bus passes. 
 Rajasekhara Reddy, too, set the clock back on reforms by 
offering power free to farmers. Shinde, in the meantime, 
was asking for job reservations in the private sector —à 
demand that finds mention in the UPA' agenda as well. 

even talkof directed lending — the government 

banks to support various rural lending pro- 

m he Centre, almost every existing initiative to 

reduce the role of the government is under review, with 

. theMinistry for Disinvestment disbanded and the Elec- 

- tricity Act, which visualised a greater role for the private 
sector, put under review (See page 36). Nobody is talking 
about rightsizing government anymore. 

















LL this brings us to the most important question before 
dian polity today: after a quarter century of market- 
friendly policies that redrew the role of the government in 
the economy, is the pendulum swinging back? Is the era of 
big government here again? Oris the state merely taking a 
breather before getting back on the course it has been? Af- 
ter all, the NDA government too came to power with seri- 

_ ous reservations about the economic policies of its prede- 
ors. And it wasted a good couple of years tryingto 
e swadeshi lobby within. By the middle of its 
gh, the NDA had marginalised the swadeshis 
ernment was back on the chosen path, with 
Ithan any other previous government. Is the 












; UPA government then going through the same process of 








ft that it has to try and appease? 
|. . Thisargument has merit, especially since the Left, un- 
like the swadeshis, have had on-the-job training in gover- 
nance for many years now and are far more market- 
__. friendly than their ideologues make them out to be (See 
_ page 44). But the dangers this time are higher. The 
г Swadeshilobby’s concerns were limited to fending off for- 
_ eign companies from the domestic market. Which meant 
the danger was that tariff protection levels would remain 
high and foreign investment clearances would get stuck. 
Bad as this was, the damage this could do was reversible. 
` The danger this time is that the government could lock it- 
sselfinto an irrational spending spree that could hobble 
government finances for years to come. Subsidies and 
pork barrel schemes, once started, are notoriously diffi- 

















| tending funds is the easy part: a swish of a ministers pe 


| growth in industry or service was not 
| funds, but the withdrawal of the heavy government ha 


| indeed needs a correction, but that correction is totake 


| must come face to face with the reality", you know that < 


| has ће potential to upset the fiscal balance, if pursued. 






























| cult to roll back. And there seems to be alot: 
works — interest rate reduction on farm loans an 
outs for everything from textile renewal to Bihar: 
The Employment Guarantee Act alone, which pri 
provide 100 days of employment to the poor ever 











The new government has stressed its commitment 
eliminate the revenue deficit by 2009 — not 2007, as 
planned earlier — but it will have to choose either this or 
the commitment to sharply increase spending. There аге. 
ways of getting around these twin commitments, such as : 
passing the burden on to public sector institutions or sub- 
stantially increasing tax collection. See page 38 for all the | 
optionsbeforethegovernment. —. — 

Is there another way out? There is. That is to kat: 
challenge before the government today as that of'exte 
ing reform’ to the neglected rural sector, rather tha 
tending funds. There isa difference between the tw 





enough to funnel hundreds of crores of rupees int: 
half-baked scheme or the other, Extending reform will: 
quire painstaking attention to policy-making to ensure 
that laws that stand in the way of enterprise — from price 
controls to restrictions on movement of goods and inves 
ments — are done away with. After all, what jumpstarted 
an infusion of publi 
Governments, especially those in the states, will defi- 
nitely need to spend far more on rural infrastructure — 
roads, communications, schools, healthcare centres — 
butthey will also need to worry about strengthening the 


| urban-rural markét linkages. And some of the key solu- 
| tions may not liein agriculture at all; a faster growing retail 


industry, booming textile exports and a healthy processed 


| foods industry may do more to uplift rural incomes than 


multicrore schemes with fancy names. The people ate 


| asking for bigger incomes and it will be a mistake to give 
| them a bigger government instead. Higher incomes will 
learning, except that instead of the swadeshi lobby, itisthe | 


require higher productivity, which requires new technolo- 
gies, better infrastructure and frictionless trade. Precisely 
the areas where markets have a big role to play. Worrying 
about how to make India the world’s food factory might 
increase rural incomes faster than worrying about how to 
guarantee a million new jobs a year. India's reform story 









reform to agriculture, not to stop reform altogether. E 
So to answer the question posed on the cover: is big 
government back? It could be. But it need not be. When 
the Marxist chief minister of West Bengal admits to Busi- 
nessworld that “theories and dogmas willnotwork;we _ 





hope is still alive. 
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e dreaded 
rm rollbacks 


PI general secretary A.B. Bardhan thundered in front of televi- 
sion cameras not so long ago that Arun Shourie and his disin- 
vestment ministry could go to hell. Part of his threat was car- 
ried out when the new government disbanded the ministry in 
a hurry; it is now a mere department. Meanwhile, an impor- 
tant piece of legislation cleared by the BJP-led National Demo- 


_ GOVERNMENT — 





DISINVESTMENT cratic Alliance (NDA) regime — to widespread acclaim — is under the 
AND THE scanner. The new Electricity Act is under review, says the government. 
ELECTRICITY ACT These are the two areas where most observers expect the United Pro- 
— ARE IN A BIT gressive Alliance (UPA) to slow things down, if not fashion a complete 

U-turn. Reformers can be more sanguine about other areas such as fiscal reform or 
OF TROUBLE. telecom. Nobody has tried to undo what the Vajpayee government did there. And 
BY ANJULI BHARGAVA & then there are other areas where the UPA may actually go further than the NDA and 
LATHA JISHNU implement long-overdue reforms, in critical sectors like agriculture. 

Privatisation: RIP? 


We will, we won't, we will... the statements being tossed up in the air every other day 
have been extremely confusing. Here's a quick recap. 

Soon after the government took charge, it made its first, definitive statement on 
the disinvestment issue under pressure from the Left — there will be no sale of 
profit-making PSEs. A few days later, the Prime Minister said such enterprises 
could be sold if it was in national interest. Soon after, the disinvestment ministry 
became a department. Then, the common minimum programme said that "gener- 
ally speaking, profit-making PSEs will not be sold". But later, a minister said that if 
the Cabinet approved, profit-making PSEs could be sold. Earlier this week, the 
President's speech said each privatisation case will be considered separately. 

"In other words, there is no clarity. We have to wait for a final statement in the 
Budget," says a senior disinvestment department source. But that does not neces- 
sarily mean that the government will completely halt sales of PSU equity. 

It may only halt the big-ticket ones. "Don't expect HPCL, BPCL or Nalco to be 
put up for sale. Once the dust settles, there will be smaller, less controversial sales," 
says a source. Others say there won't be much change from the previous regime's 
policy — the NDA made its last strategic sale in May-June 2002. (Maruti and IPCL 
were the last major sales.) "The pace of disinvestment had anyway slowed down in 
thelast two years ofthe NDA government — HPCLand BPCL sales had been stalled 
by Supreme Court judgements. People are overestimating the damage,” says a dis- 
investment department official. Sales can be resumed next year, once the govern- 
ment consolidates its position and works out a policy acceptable to all its partners. 

Officials point out there is nothing to stop the government from selling its stake 
(as long as it retains 5196) in listed companies like Gail, ONGC and BHEL through 
the market. The NDA regime had planned to raise Rs 26,000 crore from such sales. 
Similarly, the government can also list non-listed companies. "Out of the 240-odd 
non-listed public sector companies, many can be listed," says one official. 

Then there are several loss-making companies that can be hawked off, for in- 
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stance, Hindustan Copper, Braithwaite and Company, 
Rashtriya Chemicals and Fertilisers, NEPA, Instrumentation 


Ltd and Tyre Corporation of India. In the past, strategic sales of | 
loss-making firms like Jessop and Paradeep Phosphates have | 


worked out well, even for the companies. 


But will there be enough takers for government compa- | 


nies soaked in red ink? As a senior analyst with KPMG asks, 
“Who will want to buy all these loss-making companies? 


There have been cases where the disinvestment ministry sim- | 


ply couldn't find buyers.” And if the government wants to sell 
its equity through public issues, will it find enough buyers for 


companies that are to remain under its control? “One reason | 


the market is keen on buying public sector shares is because it 
expects the eventual control of the company to pass into pri- 
vate hands. If this incentive goes, the appetite to absorb such 
issues may be lower,” says a consultant with Accenture. 


Power Cut? 


Power to the politicians flows from free power to the people. | 
That seems to be what the chief ministers of Andhra Pradesh | 


and Tamil Nadu have figured out after the election carnages in 
those two states. They have decided to give electricity free to 
their farmers. And it is this populism, rather than any specific 
statement in the CMP that has sent a current of anxiety that 
power sector reforms could be halted — or even reversed. 


PM. Sayeed, the new power minister, has made one thing | 
clear: there will be no going back on reforms, even ifitsa Con- | 


gress government in AP that is supplying free electricity to its 
farmers. The bill for that will work out to around Rs 430 crore a 
year, apart from a one-time waiver that will cost Rs 1,200 crore. 
Delhi will not be picking up either of those tabs. That much is 
certain. For the rest, it is a toss-up of what the review of the 
Electricity Act of 2003, promised in the CMP will entail. 

What exactly is under threat? The CMP only says that there 





will be a review "in view of the concerns expressed by a num- 


| ber of states”. That would cover the unbundling of state elec- 





tricity boards (SEBs) and the issue of tariffs, which has strained 
relations between the ministry and the Central Electricity 
Regulatory Commission (CERC), and also with the states. Say- 
eed will have to play the diplomat as he reassures stakeholders 
that he will go by the spirit of the Electricity Act while formu- 
lating tariff policy. This could further delay the reform agenda. 

The slowdown, in fact, has already begun. The mandatory 
10 June 2004 date for unbundling and replacing the SEBs has 
been extended. And around half a dozen SEBs have been al- 
lowed to take another 6-12 months for restructuring their 
boards. Sorting out the tariff tangle could also take time. 

States, regulators and the Centre have been at loggerheads 
over the draft tariff policy, which the CERC said had ignored its 
proposals. In August, the N.K. Singh committee's recommen- 
dations on power sector investment and reforms were pushed 
through the Cabinet, once again without discussions between 
the states and the Centre. 

Sayeed's primary task, and the focus of any ‘review’ of the 
Electricity Act, will be to reassure stakeholders that new poli- 
cies would be fair to all. He will also have to reassure the mar- 
ket that the government will not encroach on regulatory turf. 
Undermining the regulators is a deterrent to private funds. 

There is another fractious issue bequeathed by the Singh 
committee. It had recommended that the state-owned Na- 
tional Thermal Power Corporation (NTPC) be split into five in- 
dependent generating companies. An aggrieved NTPC had 
brought in a consultant to show this would emasculate the 
profit-making PSU, which planned to hit the market with a 
10% equity offering. Latest reports indicate NTPC will cut this 
down to 5%. But even at this level, it would be a whopping 
Rs 1,500-2000 crore issue. That is the only good news in a sec- 
tor that’s been waiting for the big bang effect since 1992. 8 


BUSINESSWORLD 37 21 JUNE 2004 





THOUGH SOME FISCAL 
FUNDAMENTALISTS 
PREDICT A CRISIS, THE 
DEFICIT NEED NOT 
BECOME A PROBLEM. 

BY AVINASH CELESTINE & 
ANJULI BHARGAVA 
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Balancing 


UPA promises 

e Guaranteed 100 days of 
employment to each member 
of a poor family 

e Massive public investment in 
agriculture, infrastructure 

€ More public expenditure on 
health and education. 


$ e Social security schemes 
i unorganised sector workers 










ecu RNMENT 


rhe fiscal hope 





HE United Progressive Alliances common minimum programme seems to 
bea fiscal fundamentalist's worst nightmare. The government plans to raise 
spending substantially on a range of programmes like health, education, 
poverty eradication and employment. With the combined deficit of the 
Centre and states running at around 1096 of GDP this kind of spending, say 
the fundamentalists, could make the deficit spiral completely out of control. 

Whatis the kind of spending we are looking at? Let's take three of the biggest 
promises of this government — health, education and employment: 

lll The government proposes to raise public spendingon education to at least 676 of 
GDP and on health to at least 2-3% of GDP. Raising spending by the Centre and 
states on health and education to a combined 8% of GDP by 2008-09 means in- 
creasing spending under these heads by Rs 40,000 crore every year over the previ- 
ous year (assuming a nominal GDP growth of 896) till 2008-09. That per year in- 
crease is about 5% of the total amount spent by the Centre and states in 2002-03. 

E The government promises to guarantee 100 days of employment on public 
works programmes to a member of each household at the bottom of the social 
scale. It is difficult to know how much that legal guarantee is going to cost, buta look 
at the government's food-for-work programmes (which will be scaled up) can give 
some indicators. In 2002-03, the government spent around Rs 5,000 crore to gen- 
erate 30 lakh man-days of employment under its food-for-work programme. As- 
suming it allots three times that amount to provide the 100-day legal guarantee, 
that's still 296 of total expenditure by the Centre and states combined — and yet 
nowhere near what the government needs to create that kind of employment. 

Yet, the problem, surprisingly enough, may not be as bad as it seems. 

First, many of these large expenditure proposals are essentially meaningless, a 
fact that was probably obvious to those who framed them. That's because the bulk 
of expenditure in areas like health and education is done by the states. On educa- 
tion, for instance, the Central government spent around Rs 9,700 crore in 2002-03, 
while the state governments spent around Rs 62,000 crore. "There's not much the 
central government can do in areas like these," points out economist Bibek Debroy. 

Second, the government can follow the National Highways Development Pro- 
gramme method and use a cess. The UPA has already talked about a 2% cess on 
taxes to fund expenditure in health and education. P. Chidambaram can also use 
what Jaswant Singh called 'public- private partnerships' for funding, which basi- 
cally means getting financial institutions to foot a part of the bill. 

On the revenues side, the government could finally attempt to increase the 
coverage of the service tax and remove as many exemptions as it can in the tax 

structure, both of which were part of the 
Kelkar committee recommendations. Some 
the budget economists even feel that if this happens, 


Money sources the government may be able to reduce the 
e Taxes, after removing revenue deficit to zero by 2008, another 
exemptions Kelkar committee recommendation. In fact, 


if the government were to implement all the 
recommendations, government coffers 
would be richer by around Rs 80,000 crore 
(if tax rates are not lowered), according to 
one estimate. 

So, we may not see a fiscal crisis in the 
next five years, and it is undoubtedly clear 
that the government will grow bigger. m 


© Financial institutions, which 
will be asked fund a part 
of the investments 

€ Cess on direct taxes to fund 
investment in health and 
education 

е Implement Kelkar report 
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__UNREFORMED AREA OF 


AGRICULTURE, SHARAD 
PAWAR AND HIS 
MINISTRIES WILL HAVE 
TO WORK OVERTIME. 
BY LATHA JISHNU 








20 WR N M EN T 


HARAD Pawar is a powerful minister. He controls every aspect of food from 

its production, procurement, domestic distribution and export — the first 

time since the Green Revolution era of C, Subramaniam that the portfolios 

of agriculture, food and civil supplies, consumer affairs and public distribu- 

tion have been entrusted with one man. This is probably the most direct re- 
sponse of the new government to an election verdict that has been interpreted as 
the vengeance of the neglected farmer. 

Thus, the small farmer and the rural sector (which gets patchy attention from 
minor ministers handling different aspects of development) is now on centre stage 
and, apparently, the nub of the United Progressive Alliance's (UPA) agenda. Going by 
the UPAs common minimum programme and Pawar's initial statements, there will 
be a dual approach to revitalise the farm sector. The government clearly intends to 
step back in some critical areas, while it will play big brother in other sectors. 

On the one hand, all controls on the movement, storage and trade of farm pro- 
duce will be lifted. Rules will be repealed so that India becomes a common market. 
But in overhauling the great unreformed area of agriculture, which accounts for 6595 
ofemployment, Pawar's ministries are expected to be working overtime to prime the 
sector. Take its No. 1 priority: doubling agriculture credit from the present level of 
Rs 73,600 crore over the next three years. Banks and non-banking financial compa- 
nies are likely to be nudged firmly in the right direction until innovative avenues of 
credit delivery are put in place. Rural co-operatives will come under the spotlight as 
efforts are made to revive this ailing sector. 

The second priority is investment in infrastructure, mostly in irrigation, and in 
setting up integrated marketing facilities. Then, there is also the vast network of ex- 
tension services that is in urgent need of toning up. The private sector is expected to 
be roped in to provide much-needed know-how to the legion of small and marginal 
farmers who make up the backbone of Indian agriculture, 

Historically, private investors have been discouraged by the phalanx of market 
regulations and licensing requirements that restricted private storage and move- 
ment of farm produce, and limited the scale of food processing plants. All that could 
change dramatically with incentives to bring in capital and expertise. 

Pawar' plate is full, heaped over by the vast menu of farm modernisation — im- 
proving productivity (which means getting other ministries to create off-farm em- 
ployment), bringing the latest seed and harvest technologies, and putting together 
special packages for dry land farming, But there is a limit to what Krishi Bhavan can 
pull off on its own. Agriculture is a concurrent subject, and barring the issues of sub- 
sidies and food procurement, all other aspects (rural infrastructure and irrigation) 
fall within the purview of the states. 

The minister's overriding task will be to prod the states into following a list of 
good practices. He will have to browbeat the states into providing a roadmap for 
agriculture reform that is broadly consistent across the country, much like the Elec- 
tricity Act, says Subir Gokarn, chief economist of Crisil. The power sector model of 
reform, with its system of rewards and penalties, should be replicated in agriculture. 

Bibek Debroy, director of the Rajiv Gandhi Institute of Contemporary Studies, 
also believes that the Centre's role will be limited. “It can, of course, insulate the 
farmer against the impact of global trade through the trade policy. It can step up 
R&D and disseminate technology through public extension services, and it can help 
get the restrictions on movement lifted. But primarily, it can shape the credit policy.” 

For a clearer idea of what to expect, one will have to wait for the budget outlay 
and the eminent scientist M.S. Swaminathan' report that is expected to usher in “an 
evergreen revolution". @ 
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A HOT DEBATE RAGES, 
BUT THE ANSWERS LIE IN 
COLD NUMBERS. 

BY NIRANJAN 

- . RAJADHYAKSHA 








, PF rra 
dave reforms 


the poor? 


BOUT fifteen minutes away from the Bandra Kurla Com- 
plex, where some of the country’s largest companies are 
headquartered in towers of steel and glass, is a nondescript 
little lane called Machhar Galli. Here, a rundown chawl 
houses workers from the now-defunct Swadeshi Mills. One 
worker, Deepak Patil, jumped in front of a train about a year 
ago. The local newspapers reported what he wrote to his wife in the 
suicide note: “1 ат dying because my mill has shut down.” 

Elsewhere, the heart of Mumbai's textile area is being torn down 
and rebuilt to house fancy offices and apartments. And further away 
into the hinterland, in sharp contrast to the euphoria about the tele- 
com revolution or rising equity prices, there is the steady trickle of grim stories from 
villages that have been wrecked by drought. It is these dark realities that have fed 
the popular fear that economic reform has not helped our country’s poor. 

But how justified is this fear? 

There is no doubt that the corporate restructuring of the past 10 years has been 
harsh on workers like Patil. India still has millions living in absolute poverty; this is 
also an indisputable fact. But the individual stories of distress do not add up to the 
the giant, heart-rending tale of rising poverty and inequality that circulates today. 

In fact, the cold numbers show a far warmer reality. Indians are much better off 
today than they were in 1991. Poverty rates have dropped dramatically. Inequality 
may have increased — but only marginally. Most of the loud anti-reform rhetoric 
that one hears today is largely baseless. 

Economists have long argued that rapid economic growth is the best antidote 
to mass poverty. Indias economy inched ahead between 1950 and 1980. Per capita 
incomes rose by a mere 1.2% a year. There was no appreciable decline in poverty 
during those stagnant decades. But since 1980, when the first tentative reform 
measures were introduced, incomes have increased at around 4% a year, leading to 
huge drops in the poverty rate despite some increase in inequality. 

Indias GDP growth has averaged over 6% between 1991 and today. The average 
real income of an Indian has risen sharply by 53%, from Rs 8,074 to Rs 12,416. 
Higher incomes have helped pull well over a 100 million Indians out of poverty. 

Poverty rates are calculated from the regular surveys conducted by the National 
Sample Survey (NSS). The 55th round of the NSS was conducted in 1999-2000. It 
showed that the percentage of Indians living below the poverty line fell to 24% 
(compared to 36% in 1993-94). This means that around 120 million Indians 
climbed out of poverty within six short years. The number would undoubtedly be 
far larger if the entire post-reform period is considered — from 1991 to 2004. 

The data thrown up by the 55th NSS round was controversial, however. It 
sparked off many academic battles because the method used for this survey was 
different from those used earlier. These battles have been part of a wider disagree- 
ment about the actual trend in poverty in India. 

Some economists like Raghbendra Jha of the Australian National University say 
that poverty declines in the post-reform years have been marginal. Leading the op- 
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posite charge is Oxus Research & Investment president Surjit 
Bhalla. His analysis shows that poverty has fallen far more 
than the NSS data shows. Bhalla says that only 12% of Indians 
lived below the poverty line in 1998. Jean Dreze and Angus 
Deaton's adjusted estimates show that rural poverty was 
26.3% in 1999-00 (as against 26.8% in the official NSS data) 
while urban poverty was far lower, at 12% (24. 196 according to 
the NSS), 

These disagreements are part of a global war of numbers, 
The effect of globalisation on poverty is a hotly-debated issue. 
The recent Indian debates about actual poverty decline are an 
echo of the larger, global debates. But what is significant is this: 
not one serious economist says that poverty has actually in- 
creased over the past 10 years or so. It's quite clear that there 
are fewer poor people in India today than there were in 1991. 

Yet, there are also fears that the benefits of rapid economic 
growth have been cornered by a small minority. Has inequal- 
ity increased since 1991? If the gap between the rich and the 
poor has indeed widened, then the benefits of economic 
growth have not been shared equally. Poverty rates would 
have declined more if inequality had not increased. 

Once again, there are disagreements all around. Bhalla, 
using consumption data for various quintiles, shows that the 
poorest 40% of the population still accounted for around 20% 
oftotal expenditure in 1997. This proportion has been more or 


less unchanged since 1972. The top 20% accounted for | 


around 40% of total expenditure till 1994, but this share rose to 
4696 in 1997. What has happened since then is still a matter of 


The great debates 


LILIIILHd&dasnanoannnonnann 
CIGEID EIEIIEICIHICICIO OO HICICICICIOIOIENDICO 
араја аини C Ommo 
OOOO ooooOaOao mmm mmm 
OO OOOO C) rmm oooooo 
Oooooo0ocooumMmmmmmooood 
0000000000000000000059000 


OOO 0 ОЗЕ БЊЕНЕЬоооооо 
пайппппппппппппппосппппппп 
пшшппппп Ono 
ппййппапппппппишштттшп 
гајаја ааа аат 
О0000000000000000000001011000 


LICILIEd CJ EHeHaeHdáximaanot 
Гаара аара арата 
CIDHIBD OO СС oOmmoooont 
DIDOQOOUOOO 

ппйшшшшшппппппппппппаппаг 
ппшпппашшшишососоапааааааае: 
О000000000050000000500000 


PED 





guesswork, but most economists believe that inequality may 
have increased a bit since 1997. 

In a recent research paper, Inequality, Growth and Poverty 
In An Era of Liberalization, Jha writes about “a sharp rise in 
rural and, particularly, urban inequality". He ascribes this to 
three reasons: the relative share of national output going to 
capital (as against labour) has gone up, the rate of labour ab- 
sorption has declined and the services sector has grown 
rapidly. Another economist, S. Sivasubramonian, has also 
shown that the proportion of output paid to employees has 
dropped from 51.9% in 1994 to 49.5% in 2000. (In China, 
labour incomes took up 6596 of GDP in 1995.) 

One possible reason for this is that job creation over the 
past decade-and-a-half has been very poor. Once again, the 
situation is far more complex than the political posturings 
suggest. There is ample data to show that job creation did slow 
down in the 1990s, But it is also true that the labour force itself 
grew less rapidly in that decade, There were fewer new work- 
ers lining up for jobs because population growth had slowed 
down. Also, now children enter the labour force later in their 
lives because they spend more years in school. 

Employment is still the cause of immense concern. India 
has to create around 10 million new jobs every year if a social 
crisis is to be averted. The headline unemployment rate is still 
modest (around 8%). But millions of Indians are trapped in 
low productivity jobs, a reason whythe poverty rate is so much 
higher than the unemployment rate. People are employed, 
but cannot produce enough to purchase basic dignity. 

Yet, the popular perception that unemployment has 
climbed since the advent of economic reforms is unfounded. 
Take a look at wage rates. Amartya Sen and Jean Dreze 
show that rural wage rates grew at 2.596 a year through the 
1990s. Though this was far lower than the 5% growth seen 
in the 1980s, the plain fact is that wage rates are unlikely to 
rise if there is rampant unemployment. Farm workers are 
the biggest group in India's working class — and the data 
shows that their earnings grew at 2.5% a year through 
the 1990s, Is it any wonder that poverty rates declined so 
dramatically during this period? 

Poverty rates did drop in the 1990s, but far more needs to 
be done. Insipid job creation and rising inequality are genuine 
concerns. However, the global experience gives a clear lesson: 
the way out is through faster growth. In an e-mail to Business- 
world, Jha compared the record of India and China. He wrote: 
“For more than 25 years, the Chinese economy has had per 
capita GDP grow at more than 8% per annum and an annual 
poverty reduction of 9.24 million a year. India's performance 
has been nowhere in comparison." 

Arvind Panagariya of the University of Maryland outlines 
three key reasons why growth is so crucial to poverty reduc- 
tion. First, when per capita incomes grow at more than 
3% a year, the effects of an increase in inequality "are 
overwhelmed". Second, faster growth means that there are 
more resources to finance various anti-poverty schemes. 
Third, growth improves the ability of the poor to access 
public services. 

So absolute poverty can be eliminated only when the 
economy can grow at 896 a year on a sustainable basis. And 
that will require more economic reform, not less, к 
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_ IDEOLOGUES AT THE 
CENTRE CRY HALT, THE 
RULING LEFT PARTY IN 
WEST BENGAL 
EMBRACES REFORMS. 
BY D.N. MUKERJEA 








omrade capitalist 


ITTING beneath a picture of Lenin, Nirupam Sen says: “We are not build- 
ing communism in West Bengal. Neither are we building socialism. We 
are building capitalism, I can tell you that.” He is West Bengal's minister 
for commerce and industries, and joined the communist party in 1964. A 
few rooms away in Kolkata's Writers’ Building, chief minister Buddhadeb 
Bhattacharjee agrees with what his minister said and quotes Deng Xiaop- 
ing; "Youlearn the truth from the facts." 

It would be wrong to say that West Bengal has turned just a paler shade of red. 
Except the red hammer and sickle signs that still colour Kolkata's walls, there is little 
that is red about the rest of the state today. Workers have been laid off, unviable 
public sector units have either been closed or put up for divestment, foreign firms 
have been encouraged to set up base, and unions asked to shut up. 

Reconciling the ideals of Marx and Lenin with those of a free market is some- 
thing Kolkata’s communists do with practised ease these days. “Communists are re- 
alists,” says Sen. "If am to say no to private investment and say that only the gov- 
ernment will invest, where will I get the money ?" asks Sen. Or, as Bhattacharjee 
declared famously some days back, “Marxists are not fools.” He says he chose his 
words carefully, to send a message, particularly to businessmen and the media. 

Yet his comrades-in-arms Sitaram Yechury, А.В. Bardhan and Harkishan Singh 
Surjeet seem intent on sending a very different message at the Centre. They are op- 
posing everything from labour reform to privatisation of state-owned units, con- 
cepts that West Bengal's Left Front government has supported. 

The contradiction stems from the fact that those at the Centre are ideologues 
with no state to run. West Bengal's communists, meanwhile, have a state to run and 
elections to win. Says Bhattacharjee: "We have some problems inside the party. But 
only theories and dogmas will not work. You have to learn the truth from the facts. 
And I have to face the music here. I cannot have some so-called ideologue come 
and say, ‘No, this is not Marxism.’ We must come face-to-face with reality. (Then), 
you are bound to take realistic decisions.” 

The ‘realism’ began 10 years ago, when, after over a decade of Marxist rule, the 
Left Front government realised that economic progress had passed them by. In 
1994, the West Bengal government announced its new industrial policy. It invited 
private capital, spoke of a single window clearance, and so on. Commerce and In- 
dustries Principal Secretary Sabyasachi Sen says that was the inflexion point after 
which things changed in the state. After years of being seen as a state that shunned 
business, West Bengal suddenly put out a business-friendly image. 

Many argue that the 1994 policy notwithstanding, the 1990s were the wasted 
decade for West Bengal's communists. Expectations ran high, but little happened 
on the ground. A road project would get stalled on issues of land acquisition and 
compensation. If land were allotted to industry, the issue of jobs for land-owners 
would scuttle the plan. More seriously, throughout the 1990s, both the BJP and the 
Trinamool Congress made major inroads into the state. 

The communist party also realised that while its voter base among the poor and 
the disenfranchised was intact it couldn't represent only them forever. The party 
needed to broaden its appeal, become more inclusive and bring people from the 
middle classes into its fold. In 2000 there was also a change of guard with Jyoti Basu 
stepping down and Bhattacharjee stepping into his shoes. 

Bhattacharjee, a great believer in symbolism, has since been publicly admon- 
ishing trade unions, admitting to past mistakes and making it a point to be seen 
with multinational investors, especially those from the US. This, according to a se- 
nior bureaucrat, would never have happened even five years ago. 
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Sometime back, a contract worker hit an executive at the 
Pepsi factory in Sonarpur near Kolkata. Bhattacharjee had his 
cohorts and him put behind bars immediately. The symbol- 
ism wasn't lost on anyone, “He doesn't get involved in every 
labour issue, but chooses those that have maximum impact. 
And sends out a message,” says an official. 

Some Writers’ Building insiders call Bhattacharjee the ‘fo- 
cal point’ of economic reforms in West Bengal. He hates such 
tags. “Individuals matter, but policies are decided by a collec- 
tive process.” Also, given the way the politburo functions, it's 
unlikely that any one person could carry a disproportionate 


amount of influence. But Bhattacharjee seems to have plenty | 


of support from within the party. 

The best evidence of this is Nirupam Sen's portfolio and 
position. That one of the party's senior-most members is han- 
dling commerce and industries is seen as the party's impri- 
matur on reforms. More importantly, he is considered to be 
the second-most important person in the government after 
the chief minister, though, protocol-wise, that's the preroga- 
tive ofthe labour minister. Sen's predecessor, Bidyut Ganguly, 
was never as important. 

Itsalso clear that West Bengal's Left governmentis working 
through the party to spread the reforms message. “If any prob- 
lem with industry arises at the ground level, I don't wait for any 
administrative mechanism to act. I directly get in touch with 
the local leaders and the party leaders, and tell them to inter- 
vene along with the administration so that issues can be 
cleaned up quickly," says Sen. 


None of this is seen by party workers as an outright be- | 


trayal of Marxist ideology, says Bhatta- 


equity) through a bidding process. Seven units will be closed. 
Some 39 qualified bids have come for the companies, By 
July, Sen believes, most of the buyers will be identified. Again 
the restructuring effort has begun. Around 850 workers have 
been retired early. "In whatever restructuring we do, we will 


| ensure that the workers' interests are looked after," says Bhat- 


tacharjee, The government has been given a grant by UK- 
based development agency DFID to provide for workers who 
may get laid off. 

The state government is also planning an outright sale of 
Kolkata’s historical Great Eastern Hotel. The unions, which re- 
sisted selling the hotel for a decade, have finally come around. 

Sen doesn't see any of this as a victory for any kind of ideol- 
ogy. He believes restructuring PSUs is the logical thing to do. 
"Its not right that public money should be used to keep work- 
ers going. Rather, workers should create a surplus so that soci- 
ety can improve. After all, the working class has to provide so- 
cial and economic leaders as well, not just political leaders." 

Kolkatas political analysts see the PSU restructuring as the 
most important sign of the Left party's pro-reform mindset. 
(Once the first lot is done with, the state wants to restructure 
all 79 PSUs.) Some feel Bhattacharjee wouldn't have been able 


| topullitoffwithout Sen's (read the party's) support. Others say 


since neither he nor Sen rose through the trade union route, 
they have been able to deal with PSU restructuring without 
any biases. One official stops just shy of comparing Bhattach- 


| arjee-Sen to the Narasimha Rao-Manmohan Singh combine. 





There are many caveats still. As an insider puts it, for West 
Bengal's leftists, the biggest challenge will be to keep their 
original constituency of voters intact. 


MA: But he adds there is т sa WE MUST COME FACE- Кн ae e че carpe sees 
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unionists and the like. The PSU restruc- à even as it is seen with the suits,” he says. 
turing programme, for example, stirred THEN YOU ARE BOUND Last week, at the inauguration of 
up a debate within the party recently. TO TAKE REALISTIC City Centre, a Rs 120-crore shopping- 
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didn't make any sense. Moreover, the WEST BENGAL Gujarat Ambuja — Bhattacharjee pub- 


state exchequer couldn't afford it. Bhat- 
tacharjee, with support from Sen, ar- 
gued for restructuring the PSUs. Sen 
says the debate centred around the is- 
sue of whether the state could be run the 
way it had been in the past. 

Finally, the reformers prevailed, 

The West Bengal government roped 
in consultants PricewaterhouseCoop- 
ers to study some units as a pilot. Subse- 
quently, the government divided PSUs 
into three categories — ones that could 
be turned around with little effort, ones 
that could be turned around with a lot of 
effort and, finally, the basket cases. It 
identified four PSUs for category one, 
where the government will retain own- 
ership and 12 for category two — these 2 
will be handed over to the private sector 
_ (the government will retain only 26% 2 





licly stated that for the state to progress, 
it needed to attract private capital. In 
the same speech he said he welcomed 
multinationals to West Bengal. A day 
earlier, he had told BWhowhe asked the 
US ambassador that if they can do busi- 
ness in China, why not in West Bengal? 
“I told them we aren't fools to invite you 
and then nationalise your businesses. 
Those days are gone. We aren't propa- 
gating socialism in West Bengal.” 

Of course, both Sen and he retain 
their grievances with capitalism. "I have 
not accepted capitalism as the last cha- 
pter of human civilisation,” says Bha- 
ttacharjee. Sen adds: “I believe capital- 
ism cannot solve the world's problems." 

Grant the duo these utterances. For, 
without these, their comrades at the 
Centre may feel truly forsaken. Е 
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AN INTERESTING 
DYNAMIC IS 
DEVELOPING BETWEEN 
MANMOHAN SINGH 
AND SONIA GANDHI. 

BY ARATI R. JERATH 











HE key to the Manmohan Singh government's survival is the working rela- 
tionship the new Prime Minister establishes with the woman who puthim 
in the chair, Congress president Sonia Gandhi. It was only natural, there- 
fore, that one of the first things Singh did was to try and define an official 
role for Sonia in the new government, one that would legitimise her in- 
volvementin day-to-day functioning and structure the dual-power centre 

concept into a workable arrangement. 

And so, the National Advisory Council (NAC) was born — a statutory body, 
given statutory powers by an executive order issued by the cabinet secretariat. As 
the uncrowned queen of the government, Sonia will head the NAC in the rank ofa 
cabinet minister. Her brief: to supervise and ensure the implementation of the 
United Progressive Alliances common minimum programme, which was adopted 
last week as a government programme by a cabinet resolution. 

It's still unclear, however, how the NAC will be dovetailed into the existing gov- 
ernment structure, One government minister described it as a 'parallel National 
Development Council or a Planning Commission: Another said it would give Sonia 
the legitimacy to interact with government officials, hold meetings that will be at- 
tended by cabinet ministers and check on policy decisions. 

What's interesting is that the government had initially decided that the NAC 
would be serviced by the Prime Minister's office (PMO). In other words, PMO offi- 
cials would feed Sonia with inputs in much the same way they feed the PM. Now, 
however, there is a move to attach the Union Ministry of Programme Implementa- 
tion to the NAC, perhaps because it was uncertain whether the concept of a two- 
headed PMO was workable. As it turns out, this ministry is headed by one of Sonia's 
most trusted aides, Oscar Fernandes. 

Congress circles concede that Sonia's role is still in the process of being fleshed 
out. But there is no doubt in anyone's mind that the NAC will be the body to reckon 
with in the days to come. As a senior Congress leader put it, "Any institution be- 
comes what you make of it. With Sonia Gandhi as chairperson, the NAC is bound to 
be powerful." 

Of course, it’s too early to say whether the power centre of the Manmohan Singh 
government will shift from the PMO to the NAC, But ifwe lookat the composition of 
the new PMO, the stamp of Sonia is clearly visible even there. Most of the key per- 
sons appointed to the PMO enjoy a close rapport with the lady of 10 Janpath. Min- 
ister of State Prithviraj Chauhan, National Security Adviser J.N. Dixit and Special 
Adviser (internal security) M.K. Narayanan can pick up the phone and talk to So- 
nia anytime. 

It is also significant that Sonia's chief aide from her leader of the opposition 
days, Pulak Chatterjee, has shifted to the PMO in the powerful slot occupied by 
Ashok Saikia during the Vajpayee regime. This means he will handle all bureau- 
cratic appointments as well as the CBI, making him a key person in the new gov- 
ernment. From all accounts, Chatterjee will be the bridge between the PMO and 10 
Janpath, and can be expected to faithfully communicate Sonia's wishes to Manmo- 
han Singh on vital questions concerning the bureaucracy. 
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THE It goes without saying that none of these appointments 
would have been possible without Singh's concurrence, His. 
LEADERS ready acceptance of Sonia's men in his PMO underlines his ac- 





& THE knowledgement of her overarching position in the party and. 
the government, ds 
PMO Aware of his limitations as a political manager, particularly 
in a complex coalition arrangement such as the United Pro- 
gressive Alliance (UPA), Singh can, therefore, be expected to. 
defer to Sonia on issues that are important to her. Those who 
know Singh say that he is more interested in pushing through 
policy decisions, especially on the economic and diplomatic 
front, than in fighting unnecessary power battles with his 
mentor and party chief. 

But if Singh is content to lower his profile in the govern- 
ment, Sonia too has realised the importance of giving her PM 
some space in the power structure. Two appointments in the 
PMO point to that. One is the principal secretary, T.K.A. Nair, 
and the other is the media adviser, Sanjaya Baru. Singh hand- 
picked both for the rapport he enjoys with them. And Sonia 
did not demur. 

It's a balancing act, clearly. But one thing is certain. In this 
government, with the real power lying outside the established 
structure, the PMO cannot become the dominating nerve 
centre of government decisions, the way it has been in previ- 
ous governments. Certainly Nair will not enjoy the kind of 
power Brajesh Misra wielded under Vajpayee or, for that mat- 
ter, РМ. Haksar wielded under Indira Gandhi. He may be the 
last person to see the file when it is being signed by the PM, but 
he is sharing his powers and authority with four others, 
Chauhan, Dixit, Narayanan and Chatterjee. 

Chauhans role is also in the process of being defined. But it 
seems he will be the government's point man for interaction 
with various ministries and with the states. All requests for ad- 
ditional finances, policy clearances, etc., will be filtered 
through him before going to the PM for final approval. He will, 
therefore, be the man cabinet ministers and chief ministers 
meet before they are put through to the PM. 

Dixit is, perhaps, the only person whose powers have been 
spelt out in an executive order. He will oversee the intelligence 
agencies, including military intelligence, conduct the security 
dialogues India has going with 15 countries, and help frame 
Indias diplomatic responses to foreign policy challenges that 
may arise from time to time. In a way, his brief spans several 
ministries including home, defence and external affairs. 

Narayanan is believed to have refused to take an adminis- 
trative role. He is based in Chennai and, for personal reasons, 
does not want to shift to Delhi. He will, therefore, fly tothe cap- 
ital 3-4 days a week and serve the government in an advisory 
capacity. With his experience in intelligence work, Narayanan 
is likely to fine-tune government policies in key areas like the 
insurgency in the Northeast, the Kashmir talks, left-wing ex- 
tremism, caste and communal tensions and so on. 

It's not going to be easy managing a top-heavy govern- 
mental set-up like the one emerging. The onus rests with So- 
nia and Singh, and the systems they create, to avoid glitches 
and controversies. The formation of the NAC is the first step. 
But there needs to be more clarity on how the Sonia-Singh 

cancatues by  tQduation will work and how the NAC will function alongside 
poo porrenkuam Ње PMO. Е 
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O start with, a caveat. The compa- 
nies I'll mention here are ones I 
have an interest in. I’m either a 
shareholder in these firms — or 
they're customers of a firm I'm as- | 
sociated with. With that disclosure done, I'll tell 
you a few stories of a wonderful way to build 
global sales without leaving your office. | 

There's a little company called Whizlabs 
started by three guys in Delhi. They make prod- | 
ucts for software geeks who want certifications 
from Microsoft, Sun, IBM and the like. 

In just two years, they've gained customers 
in 70 countries, revenues have crossed the | 
Rs 15 lakh-a-month mark, and they still grow 
about 10% a month. They have no formal VC 
funding — and they're profitable. Now here's 
the best part. Till a few months ago, the boys | 
had never even been abroad. Hundred per cent | 
of their sales come online. 

What's the secret? Search engines. | 

Let me explain. Let's say you're looking for 
something. A vacation. Flowers. A worthy char- | 
ity. Software certification. What's the first thing 
people do? That's right. They go to a search en- 
gine. You might look for ‘Timbuktu hotels or 
‘Sponsor a child’ or ‘Java certification. And if 
you've noticed, today’s search engines are 
much too good—and each of these will get you 
tens of thousands of responses. | 

All you have time to look at is perhaps the | 
first page. Often this doesn't give you what 
you're looking for. Your eyes skip to the right — 
if you're on Google — and you see what's called 
‘Sponsored links’. These are ads that appear 
when you search for particular phrases. 

Now look at it from the marketer's point of | 
view. To count for anything, you have to appear 
on the first page of responses. There are two 
ways of doing it. One, called Search Engine Op- 
timisation, or SEO, is to design your site in such 
a way that it fools the search engine into rank- 
ing you in the top 10 editorial results. 

SEO is complex, and disliked by search en- 
gines, because they believe it reduces their 
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credibility. So they keep breaking the strategies 
the SEO guys come up with, And Уд versa. It's 
spy-versus-spy. For the marketef, theres no 
guarantee of a long term, good placement. 

The other way is simpler—it's called Search 
Engine Marketing, and involves putting up 
your ad among the sponsored links when a 
term is searched for. 

Search for ‘Java certification’ and you may 
not see the Whizlabs site in the main results. 
But you'll see the ad — and a click on that will 
bring you to the buy page and shopping cart. 
That ad alone nets Rs 2 lakh a month. But it's 
not just geeky products that sell direct. 

One of India's more progressive charities, 
Child Relief and You (CRY), has been usingit for 
almost a year. Look for 'Sponsor a child' or 
some 400 other related terms, and you may not 
see the cry.orgsite — but you'll see the ad point- 


| ingto the donation page. CRY's raised Rs 25 


lakh for Indian kids just through this method. 

And the cost? Here's the best part — you pay 
nothing for the ad to appear. The search en- 
gines just charge you when someone visits your 
page. You're only paying for relevant traffic 
looking for you. (By the way, this is how Google 
earned nearly a billion dollars last year.) 

How much do you pay? It starts at 5 cents 
(about Rs 2) a visit and goes up, depending on a 
complex bidding process. 

A Mumbai company, Geodesic, knew its 
potential customers weren't finding it because 
another firm owned the geodesic.com domain. 
So it bought an ad that appeared when people 
searched for its name or its promoters. That 
alone has led thousands of relevant visitors to 
the correct site at geodesiconline.com. 

Search Engine Marketing is a lovely way to 
market. It's not nearly as simple as I've de- 
scribed, but it's a fun discipline, involving logic, 
creativity, technology, sheer guts and a sharp 
sales focus — a combination that's missing 


from traditional advertising. 
So if you're looking for revenues, try search- 
ing forthem online! w 
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Building outsourcing 


bridges 


Change management teams help 
US clients and Indian firms 
understand how to work together 









MITU JAYASHANKAR 





HERE was a time when Indian 
IT service companies trained 
their employees on the finer 
points of interacting with 
American clients. Senior man- 
agers were taught how to hold 
a knife and fork and educated about 
battingaverages in baseball. They toned 
down their accents, and some, at senior 
levels, were even taught how to hold 
a wine glass. 

That training must have helped, 
because the Indian outsourcing 
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last year and is worth $12.5 billion. 
But today a significant shift is hap- 


nies are worried about adjusting to 
the American way of working, 
(7096 of India's IT business comes 


agers will adjust to working with 
Indian vendors. 

The reason for that is not diffi- 
cult to comprehend. Clients 
are handing over large chunks 
of business to offshore vendors 
and are anxious the process 
works out, both for business and 
personal reasons. "Change 
management is the new buzz- 
word in global sourcing," 
says Mohan Narayanan, vice- 

president, Cognizant Tech- 
nology Solutions. "I am seeing 
more and more proposals 
now asking for a change 
management strategy," says 
Toshieharu Mogi, head 
(strategic solutions group), 
Wipro Technologies. 

Indian companies are 
now putting together spe- 
cial teams to look after 
change management is- 

sues. For example, Wipro 
and Cognizant have 
hired former senior con- 
sultants from McKinsey 





—— industry has grown 
NM over 3096 
SN aS сш. 


pening. As much as Indian compa- | 


from the US), clients have started | 
worrying about how their man- | 





& Co. who have 
formed 10-20-member teams, both on- 
site as well as offshore. Infosys, under its 
Leadership Institute, is also putting to- 
gether a formal programme for change 
management. Though officially offered 
as an extra service only recently, the 
process of adapting employees on both 
sideshas been happening informally for 
along time. Incidentally, change man- 
agement by itselfis nota new phenome- 
non — McKinsey consultants have 
helped clients make transitions, espe- 
cially in M&A situations, for years. The 
fact that it is now being used in off- 
shoring is what makes it unique. 

In the past, offshoring projects grew 
slowly, giving time for both sides to ad- 
just. Today, the pace of change is much 
faster. Clients are looking to outsource 
much larger chunks of work, in some 
cases even entire departments. Take the 
case of a large healthcare client of 
Cognizant, which moved 400 internal 
IT jobs (of a total of 700) offshore in 
18 months. Even while this shift was 
happening, Cognizant and the client 
had to make sure that the day-to-day 
working of the department was not af- 
fected. Add to this the American out- 
sourcing fears and new acquisitions 
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abroad by Indian companies, and there | 


is quite a lot to take care of. “Offshoring 
change is not just any other change; it 
has broader, deeper change ав 








implications," said Rita Terdiman, VP 
| and research director, Gartner, ata re- 
cent seminar on change management. 


ironing Out The Cultural Creases | 
Change management's gambit is large. 
But the biggest challenge is cultural in- 
tegration. “Indians do not speak up in 
meetings and do not like confronting 
the client, which sometimes leads to 
awkward situations like project delays 
and cost overruns. The client often won- 
ders why those things were not stated in 
the first place,” says Girish Paranjpe, 
president (finance solutions), Wipro 
Technologies. “North Americans typi- 
cally employ a bold, direct style of com- 
munication. Indians, on the other hand, 
are often more ambiguous in their ver- 
bal communications, and in how they 
interpret what is being said,” says Partha 
Iyengar in a Gartner report on change 
management. To avoid these pitfalls, 
team managers insist on writing out the 
exact expectations of a project, with 
concrete deliverables and dates. 

Then there are differing working 
styles, which can create more tension. 
Terdiman says: “A pet peeve with most 
clients is that Indian managers tend to 
prefer face-to-face meetings and there- 





| fore keep calling till the person comes 
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on line, instead of leaving voice mails.” 
Also, Indians are used to working ‘round 
the clock, whereas in the West, the bal- 
ance between work and personal time is 
seens as very important. 

With all that extra work, some Indian | 
employees want to tear ahead when | 
western firms aren't ready. "Indians tend 
to be very career-oriented and want to | 
climb the ladder fast. I have a cousin | 
who has been a Cobol programmer for | 
the last 35 years,” says Terdiman. Most | 
Indian engineers expect to move into | 
managerial roles after five years, while | 
US promotions move slower. | 

Teams spar even when fixing meet- | 
ing times. A senior manager at a devel- | 
opment centre in India says: “Earlier, 
the time for a teleconference was set | 
only keeping the US team's 


ANVAN 


convenience in mind. | 
Telecons were set after they come to 
workin the morning, which is pretty late 
in the night for us. Coming at the end of 
along working day, it wasn't easy. We put 
up with that for along time. But now we 
have started asking for some adjust- 
ment.” These issues, though seemingly 
obvious, are often not clearly addressed. | 





The change management team helps. | 
“One way we take care of that issue is by | 
calling our customers and our newem- | 
ployees to spend time in In- 
dia. That helps sensitise 
them to how our people 
work here,” says Naray- 
anan. Instead of sending In- 
dian managers to the US for 
training, Cognizant sug- 





| cause the middle manager or project | 


Bigger, Faster, More 


pitfalls in cross-cultural communica- 
tions and teamwork.” 

After the outsourcing backlash 
started, vendors have faced a lot of fears 
from the client's side. Stories in the me- 
dia about how American managers 
were forced to train their Indian re- 
placements before losing their jobs 
make managers at customer sites ex- 
tremely sceptical of offshore firms. 
"Very often projects get derailed be- 


manager refuses to cooperate with the | 
vendor, or share information with the | 
offshore team managers," says Terdi- | 
man. Kaushik Bhaumik, the head of | 
Cognizant's business technology con- | 


sulting practice, has dealt with this be- 


fore. This is where 


| 
change managers are critical. Says | 
Bhaumik: “We identify a close group of | 
change agents at the client organisation | 
who can talk about the benefits of off- | 
shoring to their team members.” He | 
also advises dealing with job loss issues | 
upfront. “You cannot leave the grape- | 
vine buzzing for very long,” he says. | 
| 
| 
| 
| 
| 
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With work now being split across many | 
teams and locations, who does what is 


A typical cultural misunderstanding 


И... We're going to have to schedule 
ME time for debugging on Saturday. 


Et | see. 


Н > Can you come in Saturday? 


gests that clients come to D» Yes | think so. 
India and do training here. | 

Indian companies have > That's great. 
hired a lot of expatriates in & Yes. Saturday's a special day, did 
sales and business develop- you know? 
ment roles. Given that they A HE How do you mean? 
understand both Indian 2 І 
and American cultures, they i > It's my son's birthday. 
are being encouraged to act 2 E. : ; 
as cultural bridges. Says i > How nice. | hope кое it! 
Iyengar: “Expats have $ „ Thank you, | appreciate your 


learned to be fluent in two 2 
or more cultures. They can 2 
rapidly identify potential H 








P understanding. 
The question is: who will be coming in on Saturday? 


Source: GARTNER report on change management 


| Nervewire (а 90-100 man organ- 


becoming extremely important. Wipro 
found this out recently after it signed on 
alarge financial customer. In the cus- 
tomer's IT departments, the same engi- 
neer worked on maintaining old appli- 
cations as well as developing new ones. 
So when the offshoring process began, 
they had to. segregate work between 
maintenance and development. After 
that, they had to decide what to keepin- 
house and what to outsource, which 
meant that the client had to take a hard 
look at projects. Typically, the CIO of 
the bank and the senior project man- 
agers of the vendor would sit on 
these issues together, 












but since this involved hectic ne- 
gotiations, Wipro roped in two 
consultants from its change man- 
agement team to work closely 
with the technical people. 

Change managers are useful 
when it comes to acquiring 
companies as well. Almost all 
the top-tier companies have 
done a few small acquisitions by 
now. So when Wipro acquired 


isation in the US), a team led by 
Mogi worked closely with 
Nervewire to smoothen the 
transition process. 

About two years ago 
Cognizant went through a 
similar exercise when it 
acquired the assets of a large 
healthcare company in Ire- 
land. The problem came 
from an internal IT depart- 
ment ofthe company, a unit 
which maintained and 
supported a critical ap- 
plication. When it joined 
Cognizant, the mindset 
had to shift to being a 
profit and loss centre and 
running like a business. 
Says Narayanan: “Get- 
ting people to think dif- 
ferently was the biggest 
issuebeforeus.” W 
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AN India becomea developed 
nation by 2020? This was a | 
challenge posed by former 
prime minister Atal Bihari Vaj- 
payee in March. He went on to 
answer in the affirmative. The 
statesman was indeed beguiled by an 
intent fuelled by third-generation wet- 
ware (or creative human talent)! Such | 
wetware is, unfortunately, backed by 
second-generation software runningon | 
first-generation hardware. 





that Peter Drucker calls a rapidly ‘grow- | 
ing powerhouse’? Or do you see them | 
building their future in the US? The 


‘software’ that drives a nation’s innovati- | 


ve capacity rests in the proportion ofits | 
scientists and engineers, its innovation | 
policy, the correspondence between | 
pay and productivity in the country, | 
even its cultural propensity to lead Шап | 
to follow, A patent scorecard built on | 
these parameters (except the last) ranks 

India 44th, Russia 43rd, Brazil 42nd and | 
China 40th (the BRIC nations) on a | 





A recent issue of MIT's Г 
Technology Review (TR) dis- | 
cussed 10 emerging tech- | 
nologies that could change | 
ourworld.Ittalked ofmicro- | 
fluidic optics, personal ge- | 
nomics, distributed storage, | 
nanowires and more. It envi- | 
sioned a world where cell- | 
phones wouldbeequipped | 
with universal translation | 
software, programming mi- 
crobes would detect land 
mines, and t-ray scanners 
would search for gaps in 
foam insulations of space 
shuttles. There were a few In- 
dian names in the issue. At 
least one, Hari Balakrishnan, 
featured prominently in dis- 
tributed storage. Indian wetware, clear- | 
ly, is third-generation material. In fact, | 
last year's list of top 100 young innova- | 
tors, a coveted compilation by TR, had | 
eight Indians. These brilliant minds and | 
others like them are building things that | 
will keep the US rich and powerful de- | 
cades from now. In the future we see for 
India, what role does innovation play? 

Assenior executives in India, do you | 
believe your children will play a profita- 
ble role in the emergence of an India ! 


Brazil 


India 





Patents ened by the US Patents Office 
Country of origin 


Russian 
Federation 


China, Р Rep. 
& Hong Kong 


All patents by 1 
date of grant 566,865 






US origin 


1992-96 


1997-01 


tween them, the connectivity between 
the hotspots and other institutions, and 
the regulatory framework governing the 
connections. As Indians we have a lot of 
innate strengths. Internal cooperation, 
alas, is not one of them. There is a verita- 
ble gold mine of governmental research 
institutions in India, but the connectiv- 
ity between them and industry is almost 
non-existent. Seen from this perspec- 
tive, our ‘hardware’ for innovation is two 
generations removed. 

In the US, however, several bright in- 
novators are helping keep 
the engines of innovation 
well fuelled. They come 
from virtually every country 
on the planet fora postgrad- 
uate education, and stay on 





to build a platform of com- 
petence that is hard to 





replicate. A cursory study of 
patents issued by the US Pa- 
tents and Trademarks Orga- 
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nization reveals a sobering 
picture of the capacity of the 
four emerging BRIC eco- 
nomies in knowledge- 
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based competition (See 
‘Patents Issued By The US 
Patents Office’). 














global scale. The US, Finland and the | 
UK top the list. Our software for innova- | 
tion needs a serious upgrade! When did | 
you last celebrate innovation in your 
campus? How many of our large firms | 
compensate as much in projects out- | 
side current service lines, as they do to | 
make the numbers? What is our game | 
plan for innovation? | 
I define the ‘hardware’ for innovati- | 
on as the number of technology hot- | 
spots and the interconnectivity be- ! 
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= 
[Г A plan to address inno- 
ё vation must percolate three 
levels of institutions. The 
first is the policy level, namely the gov- 


| ernment. Perhaps the new government, 


in partnership with industry, will consi- 
der ways to foster and facilitate an inno- 
vation-driven approach to value creati- 
on in India over the next two decades. 
Governments in many countries are 
working оп а policy across sectors that 


| have high potential to address conver- 


gence of wetware, software and hardwa- 
re. These include governments in the 


| developed world (Finland, Sweden, Ja- 








LETTER FROM THE US 





It is ideas that make nations powerful. Is India - 


thinking beyond 


pan) and the emerging economies (Is- 
rael, China). If some of the best minds in 
India were to come together to design 
such a policy, it would be an important 
first step. The National Innovation 
Foundation, instituted to fuel grassroots 
innovation, is another important step. 
The second level is one where inno- 
vation — both creation and diffusion — 
is facilitated. There are examples of both 
the government (Japan Institute of In- 
vention and Innovation www. jiii.or.jp) 
and private foundations playing a sig- 
nificant role here, depending on the 
country we examine. In the US, the pri- 
vate sector plays a very active role. 
Foundations like the Lemelson Center 
for the Study of Innovation and Inven- 
tion at the Smithsonian National Muse- 
um of American History (www.si.edu/- 
lemelson) document, interpret and 
disseminate information about innova- 
tion to encourage inventive creativity, 


and to foster an appreciation for the | 


central role innovation has played in the 
history of the US. Here people learn that 
it is alright to fail since failure is an inte- 
gral part of success in the pursuit of in- 
novation. Then there is the National 
Collegiate Inventors and Innovators Al- 
liance (www.nciia.org), which, through 
grants, fosters invention and entrepre- 
neurship in higher education as a way to 
create innovative, commercially viable 
and socially beneficial businesses; it has 
over 200 schools in its membership. 
The last and, perhaps, the most im- 








outsourcing? 





| portant level is one that involves private 
enterprise. Companies here are explor- 
ing ‘insourcing’ of innovation by open- 
ing operations in East Europe, China, 
Israel and other countries, including In- 
dia, not just to do current jobs more 
cheaply but to generate new products 


full-time researchers and 200 interns), 
for example, has paid it dividends in 
speech recognition, graphics and wire- 
less multimedia (about 70 innovations 
| in five years). India is well positioned to 
| playthegameon both sides ofthe equa- 
tion. It is already a partner of choice for 
insourced R&D for US companies, the 
R&D centre of GE in Bangalore being an 
obvious example. 
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and services. Microsoft's laboratory in | 
Beijing ($80-million investment, 150 | 





Get the net benefit on www.businessworldindia.com 


A more subtle but equally powerful 
opportunity is emerging among mid- 
sized companies in frontier technolo- 
gies like biotechnology and life sciences. 
These companies still function in a 
startup mode (not much funding has 
happened in the last two years), offer in- 
teresting pipelines and face the challen- 
ges that Indian companies like Ranbaxy 
and DRL faced in penetrating interna- 
tional markets earlier in their evolution. 
Judicious, investment-led partnerships 
with these companies would help them 
balance cost structures using Indian 
platforms, and offer innovative ways of 
meeting the challenges in an intensely 
cost-conscious environment (most of 
these companies are not used to current 
pressures). Indian companies would 
gain strategic rights to technology and 


| foster a mutually beneficial association. 


I was at lunch with the CEO ofa New 
York-based healthcare firm two weeks 
ago. His constant refrain: "Why do I not 
see in India a move towards value addi- 
tion and knowledge arbitrage by exploi- 
ting the huge human talent you are 
blessed with?" The third-generation we- 
twareis globally visible; to convert it into 
value addition, the three asynchronous 
platforms must converge. If we move to 
the next decade thinking more outsour- 
cing, we would have missed something 
significant. No doubt enormous value 


| will be built in India. But how we do that 


calls for serious reflection — it is your 
child's future we аге talkingabout. W 
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When digital 
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gadgets collide 


SK a professional and he'd tell 
you to forget about digital cam- 
eras if you plan on taking videos. 
The results will be grainy, jerky, 
and will look terrible on a TV 
screen. Mercifully, you can make only short 


clips with them. But that's been changing fora | 


while now. 


The next thing in digital cameras is videos | 
that you'd sit up and notice. They won't match | 


up to the results from a camcorder, nor will they 


even compare favourably with videos from a | 


duo-cam, which combines the capabilities of 
both in one expensive package. But they're get- 
ting there. The videos that new digital cameras 
can make are no longer limited to 10 or 30-sec- 
ond clips. They aren't silent. And they aren't 


| jerky, not at a frame rate of 30 frames per sec- 
| ond,same as for camcorders. In addition, what 


| they've got going for them is that they come out 
| ofa small package that doesn't cost as muchas | 
a camcorder. For anyone who doesn't want to 


be a pro, having video capability added to still 


| cameras at an acceptable quality — and price 


Digital 
devices 
are eating 
into each 
other's 
share of 
the pie by 
doing 
things | 
they | 
never did | 
before 


— jsagreat bonus. If it's good enough for every- 
day occasions, that's all many people need. 
Digital cameras that take good enough 


| videos could well eat into the camcorder mar- 
|. ket. Luckily, the companies that make both are 


the same in most cases, so it won't overly worry 
them. On the other hand, as more people expe- 
rience digital video, it might just increase the 
number of takers for camcorders. Camcorders 
do, after all, have better quality, storage, and 
video-taking features. 

If digital cameras can eat into the cam- 
corder market, camera phones could, quite ar- 


| guably, eat into the digital camera market. It re- 
minds me of the rather gruesome nursery | 
rhyme I used to hear as a child— something | 


about an old lady who swallowed a spider and 
then had to swallow a bird to catch the spider 
and then a cat to catch the bird and a dog to 
catch the cat and so on, until there was some 
trouble. With camera phones touching the 
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3-megapixel resolution mark (that would be in 
Japan; it's 1 megapixel for the rest of us), it 
wouldn' be out of place to wonder whether 
people would want to bother with digital 
cameras at all. With digital images from mo- 
biles beginning to look dramatically better, 
people toying with the idea of a low-end digital 
camera may think twice. What's more likely to 
happen, however, is that the camera phones 
will just lead to people experiencing digital im- 
ages— and wanting more. Analysts predict that 
both camera phones and digital cameras are 
set to be very popular. 

In both these cases, if you're buying, it won't 
hurt to be aware of the real differences — and 
these will keep changing as products evolve. 

If the mobile phone is eating into anything, 
its the already-troubled PDA market. The 
smartphone is definitely doing its bit to eat into 
the PDA space, now that it has strong organiser 
capabilities, music, video, digital recording and 
an ability to view more documents than what 
mobiles do. The fear — and the hope — is that 
the mobile phone, which is busy outnumber- 
ingthe PCs (and everything else), could well re- 
place the latter, altogether. If it lets you play 
games, browse the Net, check your mail, do cal- 
culations, keep track of your schedules, listen to 
music, watch video, and take pictures, well, it's 
already giving the PC a run for its money. Add 
services from cellular providers, and you have a 
serious all-in-one gadget on your hands. 

Computer geeks are derisive about the idea 
that any gadget so tiny could replace the PC. 
Even now, a lot of the tasks on the cellphone is 
possible only at a theoretical level. But even if it 
were possible now, it would be difficult to work 
long hours on the phone because of its size. 

Mobile makers say wait and watch— new 
things are happening on cellphones everyday. 
All in all, the mobile isn't likely to collide with 
the PC and replace it any time soon, but it cer- 
tainly is doing a good job of getting millions of 
people to experience the beginnings of a 
thoroughly digital lifestyle. 








CHIEF FINANCIAL OFFICER 


IVRCL, an ISO 9001-2000 accredited company has made an indelible mark in the Indian 

Infrastructure development providing total solutions in the core areas of water & waste 

... management, buildings & industrial structures, roads & bridges and power transmission. 
With a quality policy commitment to customer satisfaction, quality awareness and desire for 
excellence, IVRCL has emerged as a leader and is poised to become a Rs.1000 crore 
company. Its credibility can be gauged by the fact that major MNC partners have invested 
more than US$ 20 million in its frontline activity. IVRCL with the support of a strong and 
dedicated work force of 1250 is behind some of the most challenging and innovative 
Infrastructure projects. 


To ensure its commitment to “BUILD A BETTER WORLD" IVRCL requires a Chief 
Financial Officer. 





CA with 15-20 years of industrial experience with 5 years in the Infrastructure 
industry as CFO. 


The candidate should be in the age group of 40-45 years and possess : 







€ the ability to handle the entire financial management of the company. 






€ the ability to develop and perform analysis of strategic plans and business 
development besides developing competitive information sources. 

€ leadership potential and interpersonal skills to guide and motivate team 

professionals. 








.. Send your detailed resume within10 days superscribing with the position applied for to: 


K. Ashok Reddy, Director - Resources, IVRCL Infrastructures and Projects Limije 
4th floor, IVRCL Towers, Adjacent to Bank of Baroda, Road No. 10, Banjara Hills, 


Hyderabad - 500 034. www.ivrcl.com 
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Our success didn't just leave our competitors behind. It made them leave the race. . 


it's always lonely at the top. Look at Businessworld, 
with a circulation of 1,46,532* and nobody around. 
Businessworld is also the metro-topper registering 
a blistering growth rate of 12% in the top 
8 metros**, This has distanced us further from our 
competitors. Facts show our. competitors have left 
the race. Add to it the fact that as per Decision 





If you're looking to find | 


Makers Survey 4, Businessworld's average issue 
readership is 42% amongst decision makers, way 
ahead of Business Today which is at 37%. 
Even the NRS 2003. figures show Businessworld . 
as the fastest growing business magazine in 
SEC Al, with an overall growth rate of 75%. 
That's really a runaway success story, isn't it? 
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GINA S. KRISHNAN 


N pharmaceutical circles, the name 

of Cyrus Poonawalla evokes quiet 

respect. The 63-year-old with a 

doctoral degree in anti-toxins has 

built a Rs 500-crore company that 
sells vaccines at low costs. 

Meanwhile, in the society pages of 
magazines, quite another Cyrus Poon- 
awalla appears regularly. A man who 
thinks nothing of picking up a six-door 
Mercedes Benz, which was once used 
by the President of India, to join the fleet 
of stretch limousines and Rolls Royces 
that he already owns. A man who is 
known for his flamboyant lifestyle, and 
who has a penchant for collecting ex- 
pensive horses, watches and homes. 

So will the real Cyrus Poonawalla 
stand up? And will he please explain the 
connection between vaccines and stud 
farms, if any? On the one hand, his 350- 
acre farm on the outskirts of Pune sells 
some of the most expensive horses in 
the country. On the other, his Serum In- 
stitute of India Research Foundation, 
which adjoins the farm, produces life- 
saving vaccines that Cyrus boasts are 
cheaper than a cup of tea! 


To answer the first question, the real 
Cyrus straddles the two worlds effort- 
lessly. And yes, there is a link between 
the two. Both horses and vaccines are a 


passion for this Parsi businessman. One 
inherited, the other acquired. The stud 
farm, started by his father Soli A. Poon- 
awalla in 1946, was an expensive hobby 
and although profitable, a difficult busi- 
ness for Cyrus and his brother Zavaray 
to run. Also, as Cyrus realised: "Breeding 
horses was not enough." 

He got a chance soon enough to do 
something else in 1966, when opportu- 
nity came knocking at his door, literally. 
The Mumbai-based Haffkine Institute 
that makes anti-snake venom asked the 
Poonawalla brothers if they could use 
the retired army horses, which used to 
live on the stud farm, to make serum. 
(Serum is typically made by injecting 
horses with the organism causing the 
ailment. The horses generate anti-bod- 
ies that can be extracted and used to 
protect humans.) 

Cyrus stopped subjecting his horses 
to this treatment long ago (for making 
serum, he started using mules instead). 
Businessworld got a glimpse of his con- 
cern for horses at a photo-shoot. Cyrus 
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insisted that the horse should not be 
kept waiting while we spoke. The 
minute he sensed it was growing rest- 
less, he stopped the shoot. 

To get back to our story, the Serum 
Institute capitalised on the initial start 
by successfully producing DPT (diph- 
theria, pertussis and tetanus) vaccines 
for the Indian government's mass-im- 
munisation programme in the 1960s. 

Later, Cyrus added other vaccines 
like BCG and MMR to his repertoire. In 
1994, “we became the first vaccine man- 
ufacturing plant with good manufactur- 
ing practices in the developing world," 
says Cyrus. Then in 2003, the Hepatitis B 
vaccine, which the Serum Institute de- 
veloped, turned out to be among the 
lowest priced onesin the market when it 
was launched at Rs 7 a dose. And today, 
the company exports the largest num- 
ber of low-cost vaccines — to the World 
Health Organisation, the Pan American 
Health Organisation, and to other de- 
veloping countries. 

In 3 lakh square feet of lab space, 
about 675 million doses of vaccine are 
manufactured every year, which go to 
137 countries across the world. "Fifty 
per cent of the children in the world 





have been vaccinated by Serum Vac- 
cines," says Cyrus proudly. 

The same sense of pride is evident 
when he talks about Exhilaration. This is 
the horse that jockey Pesi Shroff said 
was the best he ever rode. Now the pedi- 
greed Arabian stallion has been retired 
from races and is stabled at the Poona- 
walla Stud Farms. Its new role is to sire 
future race-winners. The Poonawalla 
farm, in fact, is known for producing 
many a winner. “The Poonawalla Stud 
Farms has a very good reputation. It is 
among the top three stud farms in the 
country,” says Judith Bidapa, horse 
owner and horsewoman, who is also an 
administrator and event coordinator at 
the Embassy International Riding Sch- 
ool in Bangalore. 

Perhaps backing winners on the 
racetrack is a handy skill that Cyrus 
Poonawalla carries to the business 
arena. He has made the right decisions 
so far where the Serum Institute is con- 
cerned. He prefers to go after the big dis- 
eases like Hepatitis and not limited out- 
breaks like, say, SARS, where scale 
economics don't accrue. 

“We have only generic products. We 
developed different manufacturing 


processes though,” says Cyrus. Since 
vaccines are bought by the government 
after floating tenders, low costs are an 
important differentiator. The business 
requires large volumes, and hence low 
costs. “My vaccine has to be affordable 
to the masses,” he asserts. 

Which is why Aventis is warily 
watching Cyrus Poonawalla's next roll- 
out — an anti-rabies product that will 
take the Franco-German firm's Ra- 
bipure (priced at Rs 315 a dose) head on. 
As Cyrus gleefully says: "They are worry- 
ing because I have entered the market." 
So far, his vaccine has just been rolled 
out in Kerala. The national rollout is ex- 
pected to take place in the next 2-3 
months. "We keep a low profile. We let 
our products speak for themselves," 
says Cyrus. 

Cyrus is determined not to let the 
company out of the family's control. His 
23-year-old son Adar, who shares his 
passion for horses and cars, has joined 
him in the business. But for all that, he 
has great faith in professional manage- 
ment. Last year, when there was pres- 
sure from some quarters to sell his eq- 
uity in a blue-chip portfolio, he stood 
firm. "He refused to sell his shares to the 


highest bidders because he believed 
and trusted in the professional manage 
ment of the company and wanted to 
support it. He could have made a tidy 
profit. He chose not to," says a friend 
and colleague. 

Justifiably then, there's a sense of 
achievement as Cyrus lights a cigar and 
surveys the paintings and the numer 
ous trophies and citations he has re 
ceived for manufacturing vaccines 
There are just as many for the achieve 
ments of his horses. There are even 
awards for documentary films he has 
made to create awareness on anti 
venom snake bites, Yet there is no sense 
that Cyrus is resting on his laurels. 

Today Cyrus spends equal time visit 
ing pharmaceutical plants as he does 
visiting Ascot, London, Dubai, Hong 
Kong, or any other part of the world 
where the best horses race. But ask 
him about his horses and he prefers to 
talk vaccines. 

The next goal for Cyrus Poonawalla 
is to manufacture the AIDS vaccine out 
of his labs. And the long-term goal (it's 
listed in Serum brochure): to protect at 
least 7596 of the child population on the 
planet with Serum vaccines. ж 


A LOW-COST VACCINE BUSINESS, MAKING MONEY FROM BOTH 
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BROWSING 

Arun Maheshwari 
CEO, Computer Science 
Corporation (India) 


though my busy schedule does 

not always allow me to read them 
fora while. I mostly read business re- 
lated books, and I am almost 
through with GOOD TO GREAT by 
Jim Collins. I picked up this book be- 
cause the title struck a responsive 
chord in me. As the CEO of what I 
consider to be a good company, I am 
always on the lookout for ways to 
achieve greatness. And I was not dis- 
appointed. I am also reading The Six 
Sigma Way by Peter Pande, Robert 
Neuman and Roland Cavanagh. My 
company has started using Six Sigma 
ina small way, and I am hoping that 
this book will help accelerate our 
progress. In the general category, 1 
have just finished The Clash of Civi- 
lizationsbySamuelHuntington. Wi 


I BUY and collect many books, al- 


ALERT 

The Last Song of Dusk 
by Siddharth Shanghvi 
(Penguin Books India) 


THIS book, like many 
of its magical-realist 
ИК, attempts to sound 
fanciful and sensual. 
It fails utterly. 
Salman Rushdie can 
get away with huge 
sentences and indulgent 
language because he knows what 
he is doing. Yet Shanghvi throws 
phrases like "an ostentation of 
peacocks" around like a child 
scattering confetti, and makes 
just as much of a mess. 





DHARMAKIRTI JOSHI 








HE reasons for the slowdown 
of Indias economy after the 
surge in the mid-1990s is an 
issue that has engaged econo- 





in a host of theories — and a 
plethora of books. Reforming Indias 
External, Financial and Fiscal Policies 
highlights the challenges that lie ahead 
for the country and suggests corrective 
measures for reforming its external, 
financial and fiscal policies. 

Anne Krueger, the redoubtable first 
deputy managing director of the IMF 
and Sajjid Z. Chinoy, associate at McK- 
insey & Co., have been ardent support- 
ers of external account liberalisation. So 
too has the well-known Yale University 
economist, T. N. Srinivasan, who exam- 
ines trade policies in the light of emerg- 
ing issues in exchange rates and capital 
inflows. Linking India's higher growth 
trajectory in the early-to-mid 1990s with 
external sector liberalisation, Srinivasan 


Prescription 


argues that lower tariffs and active par- 
ticipation in multilateral trade negotia- 
tions would be crucial for an outward 
orientation. The functions estimated by 


| Srinivasan are more robust than those 


mists of all hues, and resulted | 


in his previous work. 
Krueger believes that the real ex- 


| change rate has been a critical determi- 





nant of export performance in India, 
and the slowdown in exports is a result 

' of the appreciation of the currency. 
However, recent data shows a pick-up in 
exports without much correction in the 
real exchange rates. With a Goldman 
Sachs study predicting a significant ap- 
preciation of the rupee, the perfor- 
mance of India's exports may depend 
more on non-price factors like global 
demand, product quality, brand name, 
removal of supply side bottlenecks and 
the outcome of trade negotiations. 

The fundamental flaw with this 
book is that it is a compilation of mater- 
ial from a June 2001 seminar that took 
place at Stanford University. Much has 
happened since then. The country's 





SELECTION 


The huff 


HE monster megatherium of 

modern society Thats how 

Charles Manby Smith, a printer 

who had travelled to London in 
search of work towards the middle ofthe 
19th-century, regarded the phenome- 
non of ‘puff’ — a quaint word that was 
favoured over ‘advertisement’ in Vic- 
torian London. 

If you thought that clutter and per- 
vasiveness are the 
distinguishing marks 
of today’s advertising, 
think again. Liz Mc- 
Fall's Advertising — A 
Cultural Economy 
breaks this and some 
other notions about 
advertising. In the 
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on puffs, 


early 19th century London, there was a 
surfeit of posters, handbills, stickers and 
tradecards slipped under doors and 
slapped on walls. Even coins, sails and 
bathing machines at resorts carried ad- 
vertisements. Mobile ‘advertising ma- 
chines’, or tableaux, parading “globes, 
pyramids and mosques shepherded by 
Hindoos and Arabs” were so popular 


that they held up traffic for hours. 
ADVER- By looking closely 
TISING: At theproduction and 
CULTURAL consumption of ad- 


ECONOMY  vertising in its appo- 
By Liz McFall site socio-cultural 
Sage context, McFall chal- 
Publications lenges the seemingly 
Pages: 208; established notion 
price: £18.99 that the earlier adver- 








REFORMING 


INDIA'S 


EXTERNAL, 
FINANCIAL AND 
FISCAL POLICIES 


Edited by 


Anne О. Krueger and 
id Z. Chinoy 









macro-fundamentals have become | 
stronger. The gradual correction of anti- 
export bias in policies has led to boom- 
ing exports, and India now has a current | 
account surplus. Foreign exchange re- 
“serves at $116 billion can support 16 
months of imports. The rupee has 
gained against the dollar and external 
debt in relation to the size of the econ- 
omy has come down. Softer interest 
rates have benefitted the corporate sec- 
tor and the government alike. Lower in- 
terest rates, together with restructuring, 
have improved the financial health of 















old and new 


tising efforts were ‘naive’. The first half of | 
the book takes a left-of-centre view on 

. the substantial volume of critical acade- 
mic work on advertising published in | 
the last few decades. McFall agrees that | 

_ by increasingly intervening in the rela- | 
tionship between people and objects, | 
advertising has reached its current | 
status as the medium, which, probably | 
more than anything else, defines that 
relationship. But she disputes the abso- 
lutist nature of the claims that pre-20th 

_ century advertising was too simple, | 

~ г Whether these claims are derived from | 
semiotic or content-based analysis. In | 
her view, shorn of the historical context, | 
such analyses commit the cardinal folly | 
of evaluating yesterday's culture with | 

_ today’s signifiers. | 


| 
| 
| 
| 
| 





has led to increased prof- 


assets and improving capi 
tal adequacy ratios. 

But unlike the external 
and the financial sector, 
the fiscal situation has 


mestic debt ballooning. Al- 
though the central government's deficit 
shrunk in 2003-04, without expenditure 
restructuring and tax reforms, this could 
turn out to be a temporary change. Wor- 
ryingly, the fiscal situation at the state 
level has become even more precarious. 
Even in the external and financial 
sectors, reforms have a long way to-go. 
With India's increasing integration with 
the global economy, risk management 
has become more critical. Among the 
bigger challenges is the unsatisfactory 
functioning of the securities market. 
The papers by Jim Hanson of the 
World Bank, and Ajay Shah and Susan 


In the latter half of the 
book, McFall pieces together 
a cultural history of the in- 
dustry's devices and institu- 
tions — from its confused beginnings to 
the emergence of full-service agencies. 
We get to see how one of the industry's 
more enduring institutions, James Wal- 
ter Thompson (JWT), tried to blend 
with the times and, on occasions, failed. 
The agency failed to read the culture at 
General Motors (circa 1935) and lost a 
contract because it relied too much on 
words and too little on numbers. At 
about the same time, the culture inside 


_ the agency was that of a sophisticate — 


when only 5% of American homes had 
servants, 66% of JWT employees did. 
Where McFall's book ends, another 
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its, lower non-performing | 


shown no perceptible im- | 
provement, with the do- | 






of Development Research, 
banking sector and the securities mar- 
ket, respectively. The author: | 
skewed record on financial se | 
forms is because ofa larger focus on the 
equity markets vis-a-vis the banking > 
sector. Shah and Thomas argue that 
oopholes in the systern have led to mar- 
ket manipulations and recurring crises 

















| despite the series of equity market re- 





forms. Almost all studies done since the 
crisis of 1991 have concluded that In- 
dia's fiscal situation is unsustainable 
and is costing the economy dear. The 
conclusion that American academic Se- 
bastian Edwards reaches is no different. 

The problem is that although every- 
one knows what needs to be done оп 
the fiscal front, the politics of how it 
should be done is yet to be sorted out. 
One can only hope that the Fiscal Re- 
sponsibility Act will beimplemented in 
letter and spirit. Е 


Dharmakirti Joshi is senior economist, Crisil 


one from the same publisher, 
Sage — Controversies in Con- 
temporary Advertising by 
Kim Sheehan — begins. It 
concerns itself with the kind 
of textual analysis that McFall 
tries to complement with her 
formulations, While McFall 
dwells on past advertising, 
Sheehan dwells more on pre- 
sent advertisements. 

Sheehan rates a crop of recent ads 
on an inchoate system of political cor- 
rectness. At best, her book is a listing of 
the ad world's trickier debates, specifi- 
cally those of the US industry. It fails to 
put up a framework that would stand up 
to a more rigorous analysis —- ofboth ad 
copies and regulatory policies — based 
on an evolving consumerism. It's. obvi- 
ous that while McFall writes for the 
steeped academic, Sheehan writes for 
the stooped undergraduate, B. 


AMITAVA SANYAL 

















































best described as an exercise in fire-fighting. 
The stock market had. greeted the unex- 
pected ascent to power of the Communist- 






melt-down; the threats of the prime minister and Com- 






_ market feared, and gave private industry and finance rea- 
~ son to fear the new government. Mr P. Chidambaram's 





specific. The finance minister 
‚ gave no solid pledges on the is- 
sues that worry businessmen; 
he simply put his and the 
rime minister's reputation as 
reformers at stake. 
That may be the best he 
‘ould do now, butitis not good 
nough if the government ex- 
ects to carry the privatesector 
along with its ambitious plans. 
oday's economy is very differ- 
ent from the one that Dr Man- 
mohan Singh and Mr Chi- 
dambaram started reforming 
13 years ago. The intervening 
ears have seen a radical open- 
_ing up of foreign trade and in- 
estment; India is no longer so 
archic, and further growth 





























ve also seen a huge expansion of the role of the private 
r in driving growth. Whilst the public sector contin- 
‚ to dominate a few sectors like coal, oil, power and 
steel, many industries and services — automobiles, phar- 

aceuticals, oil refining, petrochemicals and software, to 
name only a few — have seen the emergence of world- 


the economy — and, let it be said, the success of the 
United Progressive Alliance government — now crucially 
depends on whether these enterprises race ahead in the 


by an insensitive and inward-looking government. 


"impact on the capacity of economies to generate employ- 


HE new finance minister's first fortnight is | 


Bombay visit and the meetings he had with businessmen | 
е designed to allay those fears and reassure them that | 
government was not sharpening a knife for their | 
aughter. Welcome as the message was, it was not very | 


munist leaders only deepened the panic. The Common | 
Minimum Programme gave shape to the genie that the | 
| would have created by expanc 


this country has to be outward-oriented. The years | 


Jass Indian enterprises. Outward-looking growth will | 


have to be led by these enterprises. The performance of | tieslost hitherto are significant enough; but they will mul- 7 


The jobs that profitable 
business would have created by 
expanding far exceed the jobs 
that the labour laws protect 








fer the least job protection to workers; Western Europe, by 
contrast, places widespread restrictions. And Western Eu- 
ropes growth in the past 15. years has been palpably 
slower. Meanwhile, it has chronically suffered from much 


backed Congress with an unprecedented | higher unemployment. What government protection of 


| jobs does is to protect the jobs of a labour 


istocracy that 
managed to get jobs. But it does so at the exp 
itability of business; the j jobs th ofitable business 
ar exceed the jobs that 
the law protects. Further, job protection laws make em- 
ployers chronically paranoid about employing people. 
They would much rather employ obedient, expendable - 
machines than screaming trade unionists. There is no 
greater destroyer of jobs than job protection laws. © j 

If we want evidence closer 8 
at home, we only have to look 
at organised industry in India. 
Despite impressive growth in 
output, it has consistently re- _ 
fused to create jobs. . 

Not only are the big em- 
ployers allergic to creating . 
jobs, there аге justnotenough 
oflarge enterprises. In industry 
after industry, China. has . 
achieved lower costs than In- 
dia and in most cases Chinese © 
enterprises are magnitudes ·. 
larger than Indian ones. 

The most telling case is that 
of garments, in which China's 
mammoth factories have cap- 
tured the world market while 
India's midget tailoring estab- 
lishments, trying to keep within the employment thresh- 
old of 100 workers, have picked up the crumbs. The differ- 
ence shows not only in exports (though it is enormous: 
there), but in other areas too. Because they do not suffer 
from employment-phobia, Chinese factories are more 
mechanised and produce more consistently high-quality 


















|! products — while Indian establishments аге largely con- 


es for world leadership, or whether they totter, hob- — 
| this governmentis intent upon retaining. 
г Itis well known to all, except the Marxists, that state- 
_ ordained restrictions on the private sector's freedom to | 
tailor its labour force to the work to be done have а drastic | 


ment. Inthe West, the United States and Great Britain of- | 


fined to making cheap cotton garments. The opportun p 


tiply manifold when, next year, the multi-fibre agreement 
is dismantled and there is free competition for the indus- 
trial country's garments markets. In that competition we 
are likely to lose, and the fault will lie with the labour laws 


Hence it is-urgent that such intelligent leaders as 
Dr Manmohan Singh and Mr Chidambaram should re- 
think their position on labour laws. Having done so, they 
should sit with their leftist allies and reform the laws — in 
the spirit of hire-and-fire. m 
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THE MOST POWERFUL CAR IN ITS CLASS 


Feature Corolla J Octavia 
1.8 Ltr Ambiente 2.0 Ltr 


Power (ps/rpm) 125/6000 112.5/5100 


ITS POWER, SPACE AND SAFETY 
TURNS COMPETITION 
INTO FOLLOWERS. FAST. 


UNMATCHED SPACE AND LUXURY 


Feature Octavia Optra {Т 


Ambiente 2.0 Ltr 1.8 Ltr 
Wheelbase (mm) 
Headroom (cm front 


Rear 


SAFETY STANDARDS THAT WILL MAKE OTHERS INSECURE 


Feature Corolla J Octavia Optra LT 
1.8 Ltr Ambiente 2.0 Ltr 1.8 Ltr 


А85 with ЕВО х Only ABS 


BAS X 


: : Elantra 


Performance Luxury Sedan 


PLAY A BIGGER GAME 


Comparisons are from competition brochures, websites and company analysis. The features and specifications as stated above may not be a dard equipment, a бес! hout p tice www hyung. 


MANUFACTURING UNIT AND REGISTERED OFFICE: SRIPERAMBADUR, TAMIL NADU. TEL: 04111-500000 MARKETING AND SALES HEAD OFFICE AND NORTH REGIONAL OFFICE 
011 51678800 REGIONAL OFFICES: SOUTH: CHENNAI. TEL: 044 52119560 52119509 WEST: MUMBAI, TEL: 022 235 
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FMIS HOTE 15 LAGAL TENDER 
FOR ALL DEBTS, PUBLIC AND PRIVATE 











ere C] e Bro C ase 88200 Dunpie б Опе 

б ОР PR A P à в р s е Эро 
Dup g ea Q on bo des o eet of pape e 8820D doe automa be p О О 
personal computer, or copies ої ао е photocopied o e flat-bed er, o page О а fa essag 

е co e to e to е Pape О O ore a 0% о g g bo des o 
pape 8820D a а e O orse p a 6 pages pe ea a end and receive 
e ges a bla С е БО ee apa auto do е eede ake e ed fa g and cop g 

page do e a at acco odate О ee of A4 pape ombined a 50 page ригро 
а асециате to ее О О огкагоир м large eoa әсе е рапе е 2; 

G 88200 come omplete а Р а О аге fo ending апа rece с fa essage А Р 6 and a BR үз 
PO ot) driver enhance ompatib О do DO a and Novell operating e A fà b 0 and 
Paralel port are standara оша yo 88200 Q of paper о ose long cekeng a В expandable emo а Q 
00 pages о О g fa assage a Ould be reass С 

e 9100 eio eem D qs the power o e 8820D to eve de 619 = 2 oOrkgroup е power to send e 
о тах and та o È a a Do e BRAG SO are pplied e 9100 enable е еї Ac ator to $ 
апа onitor eve P complia de eO elocal area netwo апа even oversesd a = ете > could o a boak о 

B8200, D оша пае: e ире еа е to CO ой Q Or a eremo or a pice Qua conta С) esale 


Brother DCP 80250 _ : 
‘Digital Copier, Printer, Scanner with Ах 








ut J9j[8esouJ ano joe1uoo aonb ә 
әш uo YOO е әм pjnoo ƏM ` 
мәл о} 10]EJSIUttupyr IOMON 
пешә, pues oj samod eu "dne 









9101s иво Аюшәш 9|qep 
е pue Се GSN 158; V 
£ 1duos ня e pue 9 













esodandnjnua of 







Brother DCP 8020 
Brother MFC 8820D. Digital Copier, Printer, Scanner. 


AXIS INTEGRATED 








№ z ү 
g © E Ё ч 
Ф & 
A 7 Og 
b MEMORY Sot paper | > 
[Duplex Function i340 Quick Biais] i 250 sheet paper tray. 
Du Sb SECURITY [573903 Option Network еы езен Ш алатни Сопол 


Contact: india@brother.ae or M/s Godrej & Boyce Mfg Co Ltd., Prima Division. E mail: nadGgodrej.com Branch T 


Ahmedabad 079-25601997. Bhopal 0755-5274882. Pune 020-26113310/26136361/67, Mumbai 022-55961652/3. Delhi 011-550; 
Abana dinaeh A478 EA4CCAA Paine. NAAI 2RARRRR  Pueknau 0599.9979844 Kalkata 033-23576109. Guwahati 0361-2 





= INDIE: 
К ТБ 


28 June 2004, Rs 5 www. businessworldindia.com Id 


marketers n 
the mind of 


E~ 
тч 





The game has changed. 





Make the rules. 


Today, the rules of the game have changed drastically. Speed » & 

is the essence of survival. Businesses that think beyond the a a >. a 
ordinary, have the competitive edge. At Pricol, we are ready 

to take the future head-on. 


5 MANUFACTURING PLANTS «15 COLLABORATIONS « 4400 PEOPLE PEOPLE & TECHNOLOGY 


PREMIER INSTRUMENTS & CONTROLS LIMITED, 1087-A, Avanashi Road, Coimbatore - 641 037, India 
Phone : (91) 422 2211520 Fax: (91) 422 2210028 E mail : city@pricol.co.in Website : www.pricol.com 
c Brakes e Idle Speed Control Valves 


ystems e Fleet Management Systems 


x Vehicle Security Systems 











Twin Topper. 


Largest sold. Largest read. 


With the largest circulation figures of 4,92,892 

copies and the highest readership of over ha 
55 lakhs, Vanitha is now India's largest sold 

and largest read women's magazine. A doubly aun! 
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Sizing Up 


Q While Pantaloon has taken 
the 'large mall area' route for 
retailing, its revenue per sq. ft 
has been lower than that of 
other retailers of similar size. 
Conversely, RPG bet on 
"larger reach with smaller 


area, and reaped more benefits on a 






revenue per sq. ft basis. Shopper's Stop is also better at 

this. The message is clear. Pantaloon needs to create more footfalls 
through improved marketing and brand-building. Other retailers may 
earn more revenue, but they need to tighten costs to reap more profits. 


Arun, posted on BW website 








MARXIST VS MARXIST 

‘Chinese Lessons For Indian Marxists’ 
(BW, 7 June) shows the contrast 
between the attitudes of the Chinese 
and the Indian Marxists. While the 
Chinese Marxists are in power and 
know what is good for the nation, the 
Indian ones are continually in the 
Opposition, an insignificant force that 
doesn't know which way to go. The 
disintegration of the USSR, their Holy 
Land, has also led to this situation. No 
wonder the Indian Marxists still cling 
on to their outdated dogmas. 


Vidya Sagar, New Delhi 


E China, being a controlled commu- 
nist economy, can disinvest from its 
profitable PSUs without giving a prop- 
er explanation to the public. But India 
is a democratic nation, characterised 
by transparency. The disinvestment 
model for india needs to be justified to 
the people. If the government creates a 
social safety net with the profits it 
makes from disinvestment, its cause 
could be helped. 

Sajjad Khaliq Shariff, Mumbai 
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A QUESTION OF INVESTMENT 
This is in reference to the article 
"The Haves and the Have-Nots' (BW, 
31 May) by Snigdha Sengupta. I 
would like to bring to your attention 
certain unsubstantiated references 
to Epicentre. 

1. “Epicentre needs an additional 
$20 million-25 million...” is a 
completely baseless assumption. 


| Epicentre is one of the most capital- 
| efficient operations and it does not 


need this kind of capital. As of today, 
investors are prepared to put in growth 
capital if and when needed. 

2. “GW Caps and Infinity are 
already looking for an exit option...” I 
hope the journalist understands that 
VCs do exit at some point or the other. 
It is also clearly wrong to assume that 
VCs have to exit in order to bring in 
funds. As a matter of fact, if the 
company needs money, the new 
investor would not waste it on buying 
out old ones unless they want majority. 

3. The reference to minority 
shareholding is also wrong. 

Lastly, the broad comparison 
between ours and Sequoia, GAP and 
smaller funds like GW, is frivolous. 
VCs differ with regard to fund sizes, 
experience, expertise, etc. 

I would also like to point out that 
no attempt was made to speak with 
either Epicentre or Infinity Ventures. 
Pravin Gandhi, infinity Ventures 


BW replies: 1. An email had been 


| sent to Mr Vijay Rao, CEO of Epicentre, 


requesting him to specifically clarify 
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o the points regarding management 
| restructuring and investment plans. 
[D The email went unanswered, as did 
-> subsequent calls to Mr Rao's 
cellphones both in India and the US. 
2 Thereafter, we relied on his published 

- statements in the media. In an 
- Interview to a financial daily two weeks 
“before our article, Mr Rao had stated 
^. "that Epicentre needed $20 million- 
71:25 million for further expansion. 
2. BWhad made repeated attempts 
- to contact Mr Saurav Srivastava, 
chairman, Infinity Ventures, to con- 
:». firm what we were writing. However, 

у Mr Srivastava did not take our calls. 
b 3. BW spoke to senior officials at 
-GW Caps who confirmed, off-the- 
`- record, that they were looking to exit 
Epicentre. They also suggested that, as 
. Epicentre could do with more money, 
_ it might make sense for the smaller VCs 











to exit and a bigger, strategic investor to | the ISB board members have recently 


come in. 

4. Epicentre's shareholding pattern 
is not in the public domain. We relied 
on industry sources when we said that 
GW Caps and Infinity Ventures were 
minority shareholders. However, if 


| Mr Pravin Gandhi would tell us what 
| their exact shareholding in Epicentre 
| is, we would be happy to carry the 

| corrigendum. 


THE ISB MODEL 

This refers to your article ‘B-Schools — 
In A Class Of Their Own’ (BW, 14 June). 
The article carries a number of 


| inaccurate statements about ISB. You 


have written that “... Insiders say if the 
project were to start all over again, 
none of its high profile corporate 
sponsors are likely to put in money.” 
This is completely wrong because 





|. FEELING HAPPY, HUMILIATED 

<: Your article ‘Feelings... Nothing 
More Than Feelings’ (BW, 14 June) 
was the best my entire family had 
come across in recent times. After 
the shameless demonstration of the 
colonised mentality of the Congress 
party, we are all angry and feel 
humiliated, Other leading publica- 
tions were busy glorifying Sonia's 
astute political decision as an act 
that made her worthy of compar- 
ison with Mother Teresa and 
Gautam Buddha! 

Your article has provided us with 
hope — there are still a few who use 
their mental prowess to logically 
analyse each situation and then 
pass judgements. 

Richa, via email 





W Noni Chawlas cynical, confused 
and moralising views about pol- 
iticians in India and his great app- 
reciation of Manmohan Singh reeks 
of selective perception. While 
Indian politicians are generally not 
the best examples of the human 
species, there are many exceptions 
— even now. On the other hand, 
showering petals on the PM without 
an objective appraisal of his track 
record would not be fair. 

Though well-educated and ex- 











perienced in finance, Manmohan 
Singh was one of the leaders at the 
time when banks were nationalised, 
FERA was created, and hundreds of 
crores were allocated to the Rajiv 
Memorial Fund. 

He does not even have the 


_ courage to bring any young blood to 


| 
i 
i 
| 
i 
i 
H 
| 
| 
{ 
| 
| 


the Cabinet, which is filled with 
fuddy-duddies and cold-war mind- 
sets. Manmohan Singh will 

bea ‘rubber-stamp caretaker PM’ 
until he is sacrificed at the altar of 
realpolitik. [wish him good luck 
while it lasts. 

Ashok Gupta, via email 
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pledged a fresh sum of Rs 25 crore for 
the next stage of expansion. 

Then again, you have alleged that 
"weighed down by huge overheads, 
the big-bang ISB experiment has not 
delivered оп:іїѕ promise" 

I would like to point out that in its 
fourth year of operations, ISB has 
achieved all. We have always been 
transparent and would have been glad 
to share all relevant information with 
you at any time as before. 

ISB and its management are 
supportive of the establishment of 
good B-schools to address the growing 
need in the country. It also believes that 
India has various successful models to 
choose from across the world. To 
denigrate one of its early stages of 
development in order to justify 
alternative models is completely 
irresponsible, immature and damag- 
ing, to say the least. 

Bhuvana Ramaligam, director 
(communications), ISB 


BW replies: Our story used the Indian 
School of Business to contrast it with 
the new, low-cost schools pioneered by 
management academics from the US. 
We understand and appreciate that 
creating a world-class school in India 
isnt easy. ISB has pioneered several 
innovative approaches — and BW has 
said so on several occasions. 

India clearly needs many more 
world-class schools like ISB. But for the 
reasons we gave in the box accom- 
panying the story, ISB's high-cost 
model may not be easy to replicate in 
India. The focus of the story was on 
creating a business model that is 
self-sustaining. 


CORRIGENDUM 

For the article "The Man They Wrote 
Off’ (BW, 7 June), Lifestyles PR agency 
inadvertently gave us the information 
that the company’s turnover was 

Rs 230 crore (2003-04), which would 
climb to Rs 310 crore in 2004-05. The 
company wishes to clarify that the 
correct numbers are Rs 250 crore and 
Rs 340 crore respectively. 


| editor@bworldmail.com 
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COVER STORY 36 


Coming 


Of Age 


India’s youth have found their 
feet. A few marketers have sensed 
this. So what does the youth have 
| that the marketers want? 


Urban Youth A state of 


mind people want to hang on to. 


Career Course The youth 
are gunning for careers to realise 
their identity, overriding the risks. 


Technology Next Instant 
messaging has taken off majorly 
in the post-email generation, 
opening new marketing 
opportunities. 


Parental Guidance 
Today’s parents allow more rope, 
but they still hold one end of it. 


DINESH KRISHNAN 


The New Consumer 
As the purchasing power of the 
youth has risen multifold, 
marketing men watch intently. 








Financial Conglo- 
merates The RBI has defined 
them. But which corporate groups in the country fit the bill? 


, What is 
Next For TCS? 


[he TCS IPO will allow Tata Sons to 
invest in the telecom and power bu- 


The Ostrich Effect Even after the drubbing in the 
general elections, BJP hardliners are reluctant to accept the re- 
ality that is clear to veteran Vajpayee. 


Cipro indian drug-makers realise that there is little 
money to be made from the off-patent blockbuster. 


sinesses. The IPO proceeds and fu- 
ture dividends will make up for less 
control over TCS's cashflow. 

Star Talk CEO Peter Mukerjea talks about the way 


Ratan Tata: On a > : k ae А i 
forward for one of India's largest media companies. 


goldmine called TCS 





DILEEP PRAKASH 
Pharma Politics There is more than meets the eye Interview Financial Times's Martin Wolf explains 
to US's carrot-and-stick AIDS drugs policy for Africa. why the rural poor might be disappointed with the UPA. 
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ss Deal Size Matters 


The global generics market poses a 
never-before opportunity. Indian 
Pharma must take on bigger bets. 


32 Interview west Bengal CM Buddhadeb Bhattachar- 
jee on changes within the Communist Party and the state. 


34 Securities Law Given Sebi's knack for bungling up 
stock market-related cases, the law may evolve very slowly. 


60 Extract мскіпѕеуѕ take on the Asian corporate gov- 
ernance challenge. 





IN VOGUE 
в Oenophilia! 
Walk through the vineyards of North 


Italy to understand why wine is such 
an integral part of the Italian culture. 


The hills of Lombardia: Before » 
the wine comes the vineyards 


68 Bookmark How successful companies can enhance 
performance using out-of-the-box prescriptions. 
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money, we must get better performance outof 
WW the government-financed education system. 
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have a bag of tricks to get by governance guide- 
lines and his board of directors. 
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 Thealiens are here 


HE people who interest me most are those who 

take uncommon risks with their lives, setting their 

own yardsticks for happiness and success. Rashmi 

Bansal, who did this week's cover story, is one of 

them. An Indian Institute of Management Ahmed- 

abad alumnus, Rashmi decided to strike out on her own when 

| most of her colleagues were preparing for a lifetime in the cor- 

porate rat race. She started a magazine for the youth called 

JAM. It's a spunky, sparkling tabloid that is out of sync with 
everything that is not youth. 


So when Rashmi approached Businessworld to do a study of 
the youth from the marketer's perspective, we thought it was a 
good idea. Rashmi knows the youth so well because she has re- 
mained one of them — a tough thing to do! So what you will get 
out of this week's package is not just dry numbers and empty 

| jargon, but real stories about what being a youth in India in 
2004 means. And what that 
means to the marketer. 


Businessworld 


There's no doubt that the single 
biggest challenge before any 
marketer in India today is under- 
standing the youth. They are set- 
ting the tone and tenor in many 
markets, and that trend is only 
expected to strengthen in the co- 
ming years. So if you were born 
anytime before the 1980s, there 
isariskthat youare getting hope- 
| lessly out of date. This package 

should give you enough tools to survive — and even tackle — 

those aliens who seem to be inhabiting our world increasingly! 





A lot of readers responded to our last week's story — ‘Comrade 
Capitalists — оп how the Left is doing one thing in West Bengal 
and saying another in New Delhi. So we decided to run the full 
interview with Buddhadeb Bhattacharjee, the chief minister of 
West Bengal, on the intricacies of running a capitalist state with 
a Marxist ideology. I found the interview quite revealing — it 
tells you that irrespective of what the cynics say, our system 
does make parties learn and adapt. Change may be a bit slow, 
but it does happen. 


Don't miss the story on page 56 either. It voices a question that 
is increasingly being heard: is the Indian pharma industry be- 
ing too timid in acquiring companies abroad? You decide after 


reading it. 
ES 
le 


TONY JOSEPH, EDITOR 
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y ashok v. desa 


Education: making 





The author is consultant 
editor of The Telegraph. 


Schools 
and 
colleges 
should be 
judged by 
results; 
the state 
should 
reward 
good 
schools 
and stop 
subsidies 
to bad 
ones 














money work 


HE United Progressive Alliance | 
(UPA) has promised in its common | 


minimum programme (CMP) to 
raise expenditure on education to 
6 per cent of GDP. This may sound 
good in a country where almost half the popu- 
lation is illiterate. Education enjoys an iconic 
status amongst economists of advanced coun- 
tries: their orthodoxy is that education builds 
up ‘human capital’. So the UPA’s announce- 
ment will draw applause from international fi- 


nancial institutions and governments of rich | 


countries. Everyone who benefits from the gov- 
ernment — politician or employee — loves 
more expenditure. So powerful interests are 


likely to line up behind this one line in the CMP. | 


But anyone who does not have a vested in- 


| terest in government spending or education | 


would ask: what is the country getting for what | 


it spends on education? The answer is: it varies. 


Some private schools teach extremely well. | 
Schools like the Cathedral School in Bombay or | 


| the Doon School in Dehra Doon are legends. 


Delhi Public School has teaching technology 
that it is franchising throughout the country. 
There are equally distinguished colleges: 
St Stephen's in Delhi, Elphinstone in Bombay 
and Presidency College in Madras come to 


mind. The IITs are famous worldwide. Butover- | 


good colleges select better school graduates. 
The first time this educational system was 
tested was in the 1990s, when it was required to 


| all, the number of great colleges is smallerthan | 
| thatofschools. Most good students get little out 
| ofcollege. If they still do well in life, itis because 


turn out thousands of programmers. None of | 


whole responded magnificently. State govern- 
ments, seeing an opportunity, set up hundreds 
of engineering colleges. Good teachers were 
scarce, and few of these taught much. In their 
failure was the chance that private companies 


| like Aptech and NIIT seized. They franchised 


corner shops to offer standardised courses in 


| simple programming skills. Karnataka raised 
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| its constituents did this; but the system as a | 


the standard of its university examinations; 
students from all over India applied because 
their degree had a value. Software firms de- 
signed crash courses for their fresh recruits. In 
this way, the shortcomings of the university 
system were overcome by the market. 

Thus we have a system which can produce 
graduates of an internationally useful standard 
by the thousands. But it can do so for two rea- 
sons. First, India is a populous country and ed- 
ucation, being labour intensive, is cheap here. 
And second, there is considerable selection at 
every stage. Good teaching institutions take a 
fraction of applicants. And that implies enor- 
mous wastage: many good students just do not 
get a good college education because there are 
not enough good colleges. 

The wastage is even greater in schools. Gov- 
ernment schools, in general, impart only a frac- 
tion ofthe knowledge that children are capable 
of absorbing. Most are so bad that private 
schools at all levels have sprung up, even in re- 
mote areas. There is enormous demand for 
better education; and it is not being met be- 
cause the part of the system financed by the 
government imparts a diluted and variable ed- 
ucation. And competition with state schools is 
inhibited because they are heavily subsidised. 

We must get better performance out of the 
government-financed education system. 
Schools should be judged by results; govern- 
ments should reward good schools and stop 
subsidies to bad ones. This must apply to 
teachers too; those that achieve consistently 
good results should get better pay, whilst those 
who knit in class should be got rid of. School 
curricula should be pared down to useful sub- 
jects: English, mathematics and accountancy. 
If we did so, more parents would send their 
children to school, more education could be 
packed into childrens school years, and 
schools would be able to handle more students. 
Before we decide to throw more money at 
schools —and colleges — we should ask how 
we can make them teach better. = 





Burger, circa 1979 


| Mid 


Day 


Ae Mumbai on the move. 





THE TCS IPO 


Tata Sons: Better off? 


ILL hiving off Tata Con- 
sultancy Services (TCS) 
into aseparate company 
dry up Tata Sons ' invest- 
ments in new ventures? For some time 
now, Tata Sons has been leading the way 
for the group's investments in sunrise 
sectors. In the three years ended March 
2003, Tata Sons invested over Rs 2,100 
crore in new businesses (exclusive of 
TCS) in areas like telecom and software. 

As Tata Sons is just a holding com- 
pany living on dividend income from its 
shares in group companies, you would 
assume that it used up cash flows from 
its TCS division to fund these expan- 
sions. TCS brought over Rs 1,000 crore of 
cash each year into Tata Sons’ balance 
sheet. And Tata Sons’ dividend income 
for three years was just Rs 531 crore. It 
also paid а dividend of Rs 373 crore to its 
shareholders, who include the Dorabji 
Tata Trust and the Ratan Tata Trust. 

But the cash was not used up. The 
draft prospectus filed by TCS with Sebi 
indicates that all the cash generated by it 
asa division of Tata Sons has been trans- 
ferred to its balance sheet. So, the liabil- 
ity arising from Tata Sons’ investments 
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HE US has been one of the most 

vociferous opposers of the ap- 

provals given by the World Health 
Organization (WHO) for anti-retroviral 
drugs (used for treating AIDS) made by 
Indian firms like Ranbaxy Laboratories, 
Cipla and Hetero Drugs, to be sold in 
Africa. So why was a high-profile US 
team in Mumbai trying to source the 
same fixed dose combinations (FDCs) 
they had been opposing so much? 

If you can't lick 'em, make them join 
you. That seemed to be the attitude of 
the team led by the Bush administra- 
tion's Global AIDS Initiative and the 
United States Food and Drug Adminis- 
tration (USFDA). For, even as the US, 
which has committed $15 billion for 
AIDS relief for Africa, offered to source 
FDCs from Indian firms, it said it would 


TCS CEO S. Ramadorai (L) and Tata Sons chairman Ratan Tata 


in new ventures were done through rais- 
ing debt against its assets. This is evident 
from the fact that Tata Sons has a long- 
term liability of over Rs 2,500 crore de- 
spite having no operating businesses. 
Earlier, Tata Sons could easily raise 
money from the market on the basis of 
cash generated in its TCS division. What 


will it do when TCS is separated? 





For one, Tata Sons will get Rs 2,300 
crore for transferring its software busi- 
ness to TCS Limited and Rs 1,445 crore 
more (at Rs 1,000 per share) for selling a 
smallstake in TCS in the public issue. So, 
it'll have enough to cover its current 
long-term liabilities and raise capital. 

And once TCS Limited's shares are 
listed, Tata Sons' balance sheet will, for 


AIDS DRUGS FOR AFRICA 


The US' hidden agenda 


| dosoonly if they got USFDA approval. 
The move had the Indians worried. 
| “Indian firms are marketing FDCs ap- 
proved by WHO; USFDA approval is for | 
| products to be sold in the US,” says | 
| D.G. Shah, secretary general, Indian 
| Pharmaceuticals Alliance. The Indian 
| firms fear that once they agree to take 
part in the approval process, they could 
| be delayed till US innovators come out 
| with their own FDCs. | 
Right now, FDCs from Ranbaxy, | 
| 
| 


Cipla and Hetero have been approved 
| as the first line of treatment for AIDS. 
| The innovators have treatment regi- 
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| tion against litiga- 
| tion?" asks Amar 


| plies generic FDCs 


mens that work in combinations or 
‘cocktails’. There are only two FDCs 


| from the innovators — Combivir and 


Trivizir (GlaxoSmithKline). 
"If an ANDA is filed in the US, be- 


| cause of the patent issue, it will be 


open to litigation by innova- 
tors. Will the USFDA 
assure us protec- 





Lulla, joint man- 
aging director, 
Cipla, which sup- 


rnt m 
ке ы 
| саиру: 


TCS’ Sensex appeal 


HERE is a strong possibility that 
the TCS stock could make it to 
the Sensex earlier than the | 

norm. Usually, a share has to be list- 
ed for at least one year before it can 
enter the Sensex, but TCS may be an | 
exception because “the index compa- 
nies should be leaders in their indus- 
try group”. Sources in BSE say that 
Index Committee would consider the 
TCS case. Assuming it lists at 

Rs 1,000 a share, TCS will be the | 
third largest company in India by mar- 
ket cap (Rs 47,830 crore), behind 
only Oil and Natural Gas Corporation 
and Reliance Industries. 

The big question: If TCS gets into 
the Sensex, what stock will it dis- 
place? As on 14 July, the IT sector 
commands a weightage of 15.4% in 
the Sensex, based on the free float 








the first time, reflect the value ofits hold- 
ing in the software giant. For its 80% 
post-issue stake, the value of 
TCS shares at issue price is ex- 
pected to be Rs 38,717 crore! 
Says a Tata insider: “Tata Sons 
can now invest more freely 
than ever before. And we in- 
tend to step up investments.” 











| (3.16 lakh shares). 


capital. Assuming BSE doesn’t want 
to tinker too much with IT sector 
weightage, the easiest stock to 
bounce out would be Satyam (the 
only other IT stocks are Infosys and 
Wipro). Its free float capital is 
Rs 8,147 crore, very close to the free 
float of TCS at Rs 7,174 crore. 

If Satyam moves out and is 
replaced by TCS, the IT sector weigh- 


| tage on Sensex would only go down 


marginally to about 15.08%. TCS’ 


| inclusion will also have an impact 


on 20 index funds which track 
either the Sensex or the Nifty. The 


| portfolio of six (out of a total of 
| seven) funds that track the Sensex 


was available and the value of their 

holding in Satyam was Rs 9.91 crore 
Li 

ASHISH AGGARWAL 


The Tatas are planning to invest in 


| kedtofill the void. But! 
| insisted it would be 


| siders say Kalathil 


| power — buying Dabhol Power Com- | 


pany is on the agenda. It is also planning 


greenfield investments in hydroelectric | 
| power projects, biotechnology and tele- | 


com. Ifhiving off TCS is going to result in 
such a big bonanza, one wonders why it 
| took so long? i 
T. SURENDAR 


be subject to clinical trials. (GSK's Trivi-- 
kennen ta s ae les 


Indian firms retail their FDC for less 
than $270 a year, a six pills course of 
the originator costs $562. Predictably, 
the meeting between the US team and 
Indian firms ended in an impasse. 

But even as the US team was leav- 
ing, WHO pulled out two of Cipla's HIV 
drugs (Lamivudine and Zidovudine) 
from its approved list, the first time it 
has taken such action. The reason: 
ai ага: аваар 
alent of patented drugs. 

ОГЛЫ, 
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| brand. Kalathil 


| alignment in the 


Nothing 
official 


HY did Shashi Kalathil leave 
Pepsi? A week after he quit as 
marketing head, speculation 


is rife. Was he unable to match up to the 
high expectations set by predecessor, 
Vibha Paul Rishi? Did he quit over dis- 
agreements on brand strategy with CEO 
Rajeev Bakshi and Pepsi's New York HQ? 
Speaking to BW, Kalathil said he was 
leaving for better prospects. “In my pre- 
vious assignment at Pepsi, | was in 
charge of the SBU for south India. That's 
the career direction I wanted, from mar- 
keting to general management. When 
Vibha moved out, I was as- 


MY 
"p 








for just two years." 
From the start, in- 


had to fill a rather 
big pair of shoes, 
Rishi enjoyed huge 
trust in the system, 
having astutely 
built the Pepsi 


never quite wor- 
ked on "building 


system, either with New York or Bakshi." 
The result: his independent style cre- 


| ated friction in the marketing team, 


with some key managers even quitting. 
What's more, under Rishi's leader- 
ship, Pepsi's brand personality had a 
distinctly cheeky flavour. Kalathil had 
other ideas. During the India-Pakistan 
cricket series, he unveiled a campaign 
with a tongue-in-cheek allusion to fri- 
endship. A former Pepsi manager won- 
ders if viewers got it at all. "Shashi is an 
intellectual," he says. "Even in the ads he 
made, the focus was intellectual fun." 
Pressure was building too, especially as 
colas had not recovered after the pesti- 
cide fracas. Since Kalathil had not built 
sufficient trust, he had to face interfer- 
ence from HQ and the CEO's office. In 
the end, he may have decided to step 
out of Rishi's shadows. Permanently. li 
M. RAJSHEKHAR 


Heavyweight. | 
redefined 


AST week, the Reserve Bank 

of India issued a report on 

the regulation of ‘financial 
conglomerates’. Globally and in 
India, these conglomerates or 
‘universal’ banks, which are pre- 
sent in a number of businesses in 


these are outside their ambit. 

The new report is an initial step 
towards tackling that problem and 
lays down new norms to regulate 
such entities in India. The central 
bank also set forth criteria accor- 
ding to which these financial cong- 
lomerates would be identified. 
Based on those criteria, BW pre- 
pared a list of business groups 
which are likely to be covered by 
the new norms. i 

AVINASH CELESTINE & 
RACHNA MONGA 





The conglomerates _ 


Lines of business 









Name Pea A Mutual Banking Insurance NBFC 
би _ 
ICICI Bank 
[HDFC Bank 
[PNB 





| Bank of India 


DSP Merrill 


Lynch 


KM. Birla 








Source: BW analysis, CMIE, IRDA, Value Research 
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F you have a nifty new Wi-Fi-en- 

abled laptop with no place to show 

itoff in the national capital, don't 

despair and don't run away. By the 
end of 2004 there will be a public hot- 
spot in Delhi looking for you. 

The state-owned Mahanagar Tele- 
phone Nigam (MTNL) will soon short- 
list a technology partner from over a 
dozen applicants to offer wireless Inter- 
net through 802.11b and 802.11g (Wi-Fi 
standards). The entry of MTNL will vali- 
date Wi-Fi technology that has found lit- 





tle support from new telecom compa- 
nies. MTNL will spend about Rs 1.5 
crore initially to install hotspots in 40 lo- 
cations with 100 access points. These in- 
clude Pragati Maidan, the airport, uni- 
versity campuses, hotels and MTNL 
customer care centres. Each access 
point will cover a radius of 150-200 feet. 
The companies that have respon- 
ded to the MTNL tender to build the 
wirefree access network include Tata In- 
fotech, CMC and HCL, and Convergent 
Communications India. MTNL is likely 


NATIONAL DAIRY DEVELOPMENT BOARD 


Kerala co-op walks out of JV 


ERALA Co-operative Milk Mar- | 

keting Federation (KCMMF) 

has sprung a surprise on Natio- | 
nal Dairy Development Board (NDDB). | 
It has unilaterally announced the end 
of Milma, the joint venture between 
the two, from 15 July. But even after 
that, when BW contacted NDDB, its 
spokesperson said: "No such decision 
has been taken yet and we have not 
been informed of this development." 


chairman Amrita Patel 
something was amiss and had written 
to KCMMF in March offering to with- | 
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| unions heard this, they 


draw from the venture if the unrest in 
Milma on issues such as labour, re 
cruitments in marketing, and fixing of 
milk prices did not end. When KCMMF 













walked out in protest. 
When it came to 
ending the venture, 
however, KCMMF beat 
NDDB to the punch. 
KCMMF chairman 
PT. Gopalakurup says: 
“Milma Foods had set 
a target of 12% 
share of the milk 





to announce the partner in another 
couple of months. The partner will help 
MTNL create the hotspots, provide Wi- 
Fi solutions and an Internet billing ap- 
plication. The telecom vendor also 
plans to offer pre-paid Wi-Fi access 
cards through retail outlets. 

For МТМІ, the new service will help 
offset competition from private players 
and also increase the number of users 
for its Internet service. In 2003, 65,000 
people took new connections, but 
70,000 returned their MTNL phones. 
Back in 2001, when it ruled the roost, 
MTNL installed 237,238 new connec- 
tions. The backhaul (Internet connec- 
tion) for Wi-Fi will be provided by 
MTNL. However, it remains to be seen 
how many people actually log on for a 


sc Wi-Fi experience. 


<: Wi-Fi was installed in parts of Ban- 
galore last October by Sify. It built 120 
2. WiZones in the city at about Rs 50,000 
"each. But the public hotspots go untap- 

- ped, with just 2-3 users logging in daily. 
Dax Networks, which sells access points, 
adapters and routers, installed Wi-Fi on 
and around the Dal Lake in Srinagar last 
November. It claims that at present 
15-20 tourists log on to the Internet 
daily. Low penetration of notebooks, 
lackofproper pricing structure and pay- 
ment mechanism have inhibited a rapid 
roll-out of Wi-Fi in India. MTNL, with its 
billing system and captive customers, 
could change that. ш 
SHELLEY SINGH 
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by Niranjan Rajadhyaksha 





T'S now almost a given: global 
interest rates will rise in the next 


^ few months. And the domestic 
=< bond market has mirrored the 
= С global trend. Bond prices have 
-© соте down in anticipation of higher ^ one-third were outsourced to an- 
"< domestic interest rates. | 


While global expectations have 


* been playing on the minds of bond 
~~ traders, there is another reason 
e why rates are going up as well: 
' money supply growth this year has 


been far less than what it had been 


4€ last year. The latest data from the 
il 4 Reserve Bank of India (RBI) show 
„-© that МЗ (cash plus demand 

pd deposits plus time deposits), the 


measure of broad money, increased 
by Rs 65,841 crore since the 
beginning of this financial year. 


= 3 That's a growth of 3.3196. In 2003, 


the comparable increase was Rs 
72,795 crore (4.2%). 
A huge drop in RBI credit to the 


4^  govemment has been the main rea- 
“© son why money supply growth has 
«^ been somewhat muted this year. 

"< uation this year has pushed up 








some interest rates in the market. 
45 


MERICA'SS presidential election 
campaigns are still on, but the 


< India-bashing populism that was the 
we® flavour of the season a few months 
= di back seems to have gone out of 
a fashion. Why? It's not that John 


Kerry and the others have finally 


e seen the light. Actually, the US 
„© economy has created about a mil- 
а оп new jobs over the past few 
2 months. The earlier fears that the 
current recovery would be a jobless 
“ез into the background. 


Anew report by the US Depart- 


= ment of Labor shows that the out- 

-æ Sourcing scare was overdone. It 

а shows that in the first quarter of this 
^e. year, companies reported 182,456 


job losses. Of this, a mere 4,633 (or 





| 2.5%) were because of jobs being 

| moved to locations overseas. 

| Of these, two-thirds were jobs 

_ that were moved within the same 

| company but to anew country, Just. 


| other company. 

| Let's hope this data helps lay 
| this over-hyped issue to rest. 

ж 


OW here's something for the 
comrades who believe that 
what India needs for economic 
; emancipation is better distribution 
| of income rather than just faster 
growth. It is from a new essay, The 
Industrial Revolution —~ Past and 
| Future, by Nobel laureate econortist 
Robert Lucas. 

"Of the tendencies that are 
harmful to sound economics, the 
most seductive, and in my opini 
the most poisonous, is to fo 
questions of distribution. In this 
very minute, a child is being b 
an American family and another 
| child, equally valued by God, is 
|; being born to a family in India. 
| "Те resources of all kinds that | 
| Will be at the disposal of this new 
American will be to the order of 15 
times the resources available to his 
Indian brother. This seems to us à 
terrible wrong, justifying direct cor- 
| rective action, and perhaps some 
| actions of this kind can and should 
| betaken. 
| “But of the vast increase in the 
| well-being of hundreds of millions o 
| people that has occurred in the 
200-year course of the industrial 
; revolution to date, virtually none of i 
can be attributed to the direct redis- 
_ tribution of resources from the rich 
| to the poor. 
| "The potential for improving the 
| lives of poor people by finding differ- 
| ent ways of distributing current pro- 
| duction is nothing compared to ће _ 
| apparently limitless potential ofin- 
| creasing production.” 
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BHARATIYA JANATA PARTY 


Rift in the ranks 


The Parivar wants new blood. But will that solve its problems? 


HE В)Р% post-election 

confusion was on public 

display this week with the 

squabble in the Sangh Pari- 

var over Narendra Modi's 
role in the Lok Sabha poll debacle. Atal 
Bihari Vajpayee's frontal attack on Modi 
and the impact of the communal vio- 
lence in Gujarat on ВЈР5 fate at the hus- 
tings signal a belated realisation that no 
political party in India can hope to rule 
the country without the support of the 
minorities. The Parivar's peevish re- 
sponse to Vajpayees comments from 
his holiday home in Manali underline 
the saffron organisation's reluctance to 
face up to harsh realities. 

As the BJP prepares for its first post- 
parliamentary election National Execu- 
tive next week, it's clear there's going to 
be little or no introspection on what 
went wrong. If Vajpayee had hoped that 
he could stir his party into confronting 
its limitations, he was proved wrong. 
The Parivar swung into defensive mode 
and trained its guns on him instead. 

For good measure, the VHP dragged 
Advani into the controversy too with a 
suggestion that the two old men retire 
from politics. The remark gave a glimpse 
ofthe turmoil within the Parivar and the 
leadership crisis that's looming ahead. 

Privately, BJP candidates who lost 
admit that they've never seen this kind 
of voting pattern among the Muslims. 
As examples, they cite two constituen- 
cies in Mumbai — South-west Mumbai 
and South Mumbai. In both, the Sama- 
jwadi Party (SP) nominees lost their de- 
posit as the Muslim vote deserted them 
forthe Congress. The result was a virtual 
Congress sweep in Mumbai this time, 
the opposite of the 1999 poll verdict, in 
which a split Muslim vote ensured that 
BJP-Shiv Sena nominees squeaked 
through to victory. 

Mumbai was replicated in various 
parts of the country where Muslim vot- 
ers have a decisive say. The BJP refuses 
to reveal facts and figures, but SP sour- 
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ces estimate that minority consolida- 
tion cost the saffron brigade at least 15 
seats in UP There аге suspicions that the 


story was similar in Bihar, Andhra 
Pradesh and West Bengal, where non- 
NDA parties did phenomenally well. 

These are unpalatable facts because 
as one senior BJP leader admitted to 
correspondents off-the-record, the 
Sangh Parivar can never accept that its 
communal plank didn't pay off. He re- 
vealed that the party had decided to re- 
move Modi from the post of Gujarat 
chief minister and it would have hap- 
pened quietly in the next couple of 
weeks. But by linking him to the riots 
and the riots to the election defeat, Vaj- 
payee has unwittingly given him a 
respite, the leader said. 

Unfortunately for the BJP, Vajpayee 
is very upset by the poll results and his 
unexpected TV interview from Manali 
indicates that he doesn't intend to keep 
quiet any more. With the possibility ofa 
comeback approaching zero, Vajpayee 


A peeved Atal Bihari Vajpayee 
(L) wanted Narendra Modi out. 
But the VHP wants otherwise 


has little to lose now by speaking out. 

For the younger generation that’s 
waiting to take over, Vajpayee' attitude 
spells disaster. This week's public bick- 
ering has only harmed the BJP's image 
and revealed its vulnerability to internal 
dissent. The problem is that Advani may 
be harbouring similar sentiments as Va- 
jpayee. The VHP attack shows that the 
Parivar feels it's time for the older gener- 
ation to make way for the younger lot. 

There's an added headache for the 
BJP in the form of Murli Manohar Joshi, 
who seems to be waiting to return as 
party president. Supported by a section 
of the RSS, he is trying to position him- 
self as the alternative to a faded, jaded 
older leadership and a younger, not-yet- 
acceptable generation. 

The BJP usually doesn' allow its in- 
ternal troubles to spill over into a meet- 
ing of the National Executive, but sig- 
nals of the troubled times ahead will be 
there for all to read. w 

ARATI R. JERATH 


Thereis опіџтопе wayltolsc 


Do you know? 


=> Business Infrastructure related expense is 
the second largest only to the expense on workforce! 
=» Business Infrastructure constitutes 35% - 50% of a 
p" company's balance sheet! 
Á => 30% - 45% of Business Infrastructure is-altered:every year 


| Р 
' a-mantra can help you by 


bo i => Rationalizing Operational expenses... 
a-mantra = Reducing costs of Procurement and Maintenance». 


Complete Infrastructure Control - Improving the Organizational Efficiency... 





a-mantra helps organizations face the 
challenge of keeping pace with ever- 
expanding business demands on one 
hand and the need to optimize valuable 
resources like People, Processes and 
Facilities & Assets on the other. 


a-mantra provides a complete view of 
an enterprise-wide infrastructure and 
facilities in the form of comprehensive 
and flexible MIS with thematic layouts. 
a-mantra integrates data from different 
sources like ERP or other in-house 
applications and generates a wide- 
range of customized and real-time 
reports. 


Some of the key benefits of using 
a-mantra are: 
> Improvement in 
Efficiency and Productivity 
P Reduction in Operational Ce 
> ShortSolution payback 
b Decrease in asset 
churn by around 10* 
> Saving of around 10 
Enhancement 
satisfaction 


Wor 


MODULES OF a-mantra 


SPACE MANAGEMENT 

ће Space Management module forms 
the core of a-mantra. This module can be 
used to determine the efficiency of space 
utilization, devise intelligent occupancy 
plans, calculate space costs and charge 
backs, etc. 

The module facilitates Visual 
Representation, Thematic Colouring 
and Visual layout of Space & Facilities 
Data, Space Utilization & Furniture and 
Assets. 


ASSET MANAGEMENT 

Assets owned or leased by the 
organization can be tracked and 
managed during their life-cycle within 
theorganization. 

The visual interface allows the end users 





to see the actual location of their assets 
across different floors or buildings 


—— d-ITiantra 


owned, leased or rented by the 
organization. The information of any 
asset can easily be made available by 
clicking on the specific asset icon. 






















GIC REPORTING 

з the success of any information 
system lies in its capability to generate 
reports. a-mantra has a comprehensive 
MIS and reporting engine. 
Pre-formatted reports are generated 
with just a few clicks of the mouse. 
Further, data can be displayed and 
exported in graphical formats for better 
understanding of utilization trends by 
the management. 


MAINTENANCE MANAGEMENT 

Regular maintenance of assets and 

equipment is essential for their trouble- 

free operation. a-mantra helps 

~ organizations by 

* Managing the Annual Maintenance 
Contracts. 

Ф Scheduling and monitoring 
Preventive Maintenance. 

* Monitoring Energy utilization. 

@Time & Cost Budgeting for 
Maintenance 

* Managing the schedule and payment 
of the projects 


Business 
Infrastructure Management System 


BUSINESS CONTINUITY 
PLANNING 

Requirement of space increases with 
business expansion and so accurate 
knowledge of existing space is a very 
important tool.  a-mantra being 
web-based eliminates the danger 
existing due to collapse ofa LAN/WAN 
or the server. Thus one can easily 
recover critical assets and emergency 
equipment in the case of any disaster. 


EMPLOYEE SERVICE PORTAL 
Organizations like to give their 
employees the best of services so that 
they can perform their duties with 
minimal fatigue and tension. Large 
organizations have problems with 
allocation of common utilities like 
Conference Rooms, Training Rooms, 
Guest Houses or Holiday Homes. This 
whole process is made transparent and 
easy to perform by implementing this 
module. 





TESTIMONIALS 

“We have evaluated several Custom- 
Off-The-Shelf Products, SatNav's 
approach of an application based on 


our Work Processes suits our 
purpose. They have very good 
understanding on Assets and 
Facilities Management work 





m d- AN 


SEAT OPTIMIZATION 

Seat Optimization Module helps in 
significant improvement of 
productivity. It serves as a web-based 
real time information portal for all stake 
holderz in the enterprize (Business 
Managers, Center Managers, Agents / 
Workforce and IT infrastructure staff). It 
takes inputs from various solutions like 
Workforce Management solutions, IT 
Asset Mapping solutions, etc. And then 
taking the organization’s seat allocation 
parameters and constraints gives the 
best seats for a given process for a given 
time slot by running an internal 
algorithm. 


TRANSPORT LOGISTICS 

This module aims at optimizing 
organizations transport lo 
facility. The module can be c 

to meet the specificatio 
employee should trave 
of the actual distance, є 
Other features of the 


@ Log sheets Generation 

© Vendor Management Billing 

€ MIS-Generation of Reports of the cab 
utilization 






ROI OF a-mantra 

a-mantra automates manual tasks such 
as departmental area calculations, 
generating space charge-back reports, 
producing color-coded departmental 
occupancy drawings, or producing 
CAD drawings annotated with 
employee names etc. Savings of 20-40 
staff hours per month per million square 





feet could mean a saving of around 
$48,000 per year for a 2 mil sq ft facility 


EFFICIENCY ENHANCEMENT 
a-mantra provides better information 
for making facility management 
decisions thus making it easier to 
identify under-utilized or vacant space, 
thus resulting in improved space 
efficiency. A minimum of 2-5% 
improvement in space efficiency is seen 
after introducing a-mantra which could 
translate to around $2 mil savings per 
year 


IMPROVEMENTS IN 
ORGANIZATIONAL EFFICIENCY 
a-mantra supports better design of 


tion of 















yee, the savings o an 
organization with 10,000 employees are 
more than $5 mil per year 


and reduce the churn rate by 10%, 


significant down-time costs can be 
avoided. 


Finally, improved space functionality 
er ma job functions to offices 

provided) that result in a 1% 

productivity gain will save another 

$5 mil per year 


Highly customizable, open and 


flexible implementation 

W Makes Space Planning, Design and 
Delivery Processes more efficient 

Ш Facilitates quick re-assignment of 
office spaces and workstations 

Reduces unnecessary asset 
expenditures and write-offs 

т Automates mail triggers for tracking 
of AMC, PM Schedules and lease 
agreements 


Business 
Infrastructure Management System 





BFacilitates Globalization of 
information due to a web-enabled 
front-end 


Ш Gives access to accurate, consistent 
and timely data 

ш Provides Fully Automated Work 
Flow Management 

m Assists in Management of large 
Facilities by a small team 


\ в Supports Strategic Analysis and 


m Allows Easy Report Generation 


f 


a-mantra bagged the 


Computer Society of India 
National IT Awards 2002 


TESTIMONIALS 
}5% enhancement in 
Utilization in the first year of 
a-mantra implementation 
bSolution payback period less than a 
year 
> 12,000 Person Hours saved 
bMarked 


Resource 


increase in employee 


satisfaction level 













a-mantra 


Complete Infrastructure Control 


a-mantra fies 
Infrastructure Management System 


PARTNERS 


| Marketing and Distributor Partner: 3D Networks, a subsidiary of Planet One is our Premier Marketing and | 

| Distribution Partner. 3D Networks addresses the increasing needs of Businesses for a single source delivery of | 
end-to-end solutions, by forgine strong partnerships with technology leaders and by combining the expertise 
and unparalleled coverage of its technology-related companies throughout Asia Pacific. 


Implementation Partner: Satyam Computer Services Ltd. (NYSE: "SAY"), is a leading global consulting and 
IT services company that offers a wide array of solutions for a range of key vertical and horizontals. With a 

| strength of 12000 associates in 45 countries, it is one of the top 5 IT companies in India. Satyam will aid SatNav 
in enhancement, implementation and deployment of a-mantra. 


| Technology Partner: Autodesk. SatNav, is a partner of Autodesk, Inc. By partnering with Autodesk, SatNav 
| canextend and enhance the world's leading design tools and technologies from Autodesk. The partnership 

| gives us an access to Autodesk software and direct technical support for software development efforts. 

| a-mantra has Autodesk's MapGuide as the internet Map Server for its implementations. 


Do YOU WANT TO SEE 
YOUR SAVINGS SOAR? 


INSTALL 


THE SUPER COST SAVING SOFTWARE. 





CONTACT US: 


Customer Enquiry : sales@satnavtech.com 
Partnerships & Alliances: partners@satnavtech.com 


6 
SatNav 


SatNav Technologies Pvt. Ltd., 
2nd Floor, Lake Shore Towers, Rajbhavan Road, Somajiguda, Hyderabad - 82, Andhra Pradesh, India. 
Visit us @ www.a-mantra.com 








money from the billion dollar drug. 


7. makers of generic drugs were hoping to 
. cash in on the expiry of Bayer's patent | 


соп 9 June. But a glut pushed prices way 


million dollars in sales, but little profit. 
7. Competition is more likely to be limited | 


^ have some other entry barrier related to 


’ of the last two years has left 
_ them tottering. The industry, 


; Saw growth tumble to 22% in 


' 42% two years later. During 






DROP of 95% in the price of | 

iprofloxacin in ће US could | 
put paid to Ranbaxy and Dr. | 
Ве С of making | 






The two Indian firms and nine other | 






on Cipro by launching their legal copies 


below what some analysts expected. “I | 
had assumed an 80% drop,” said an ana- 
ith a foreign brokerage, “but this | 

%) makes the market unattractive.” 
Companies а are likely to make a few 





when the drugs are smaller in size, or | 


technology or regulatory issues. “The 
problem with blockbusters is that 
everyone wants to make them,” says an 
industry watcher. 





CIPRO 


Block -— 


| moneyon the drugis the one which did 








This development highlights the 
downsides of the US generics business. 
Itisas highly attractive as competitive. 
The company that has actually made 


a deal with Bayer, the company that in- 
vented ciprofloxacin. Barr, also a gener- 
ics company, has been buying Cipro 
from Bayer since June last year and dis- 
tributing itunder its own label. 

Barr's ciprofloxacin is an authorised 
generic, one that is supplied by the in- 
novator to a generics company to either 
make up for a dip in volumes after the 
expiry ofthe patent, or, as in this case, to 
settle a patent infringement lawsuit out 
of court. (See ‘The Poison Pill Defence’, 
BW, 9 February 2004). 

Barr agreed to drop the litigation in | 
exchange for a cash payment and the 
right to distribute Cipro six months | 
prior to its patent expiry in December | 
2003. It effectively split the market with 





| Bayer till patent expiry and got another 
| six months when Bayer secured market- : 
| ing exclusivity (linked to conductingtri- . 

| als ofCipro on children) till June 2004, in 
| the last year, Barr with just an 8-10% = 

| price discount to Cipro, has raked i in. 
| $450 million. 








LITTLE known Texan IT service 
firm, the $130-million Adea So- 
lutions, bought NetKraft, a 


(small IT services firm based in Banga- 
2 lore, last week. This is the latest in a se- 


ries of acquisitions of small and mid- 


сту size IT companies in India. (See table) 


The slow IT export market 


which grew by 6095 in 2001, 


this period, tier-II firms man- 
aged to hold their revenue lev- 


P 
: 


, els, but the small one (Rs 25 


crore-200 crore) were battered. | 

“The whole promise of the IT service | 
model is providing value to the cus- | 
tomer and value comes from scale, | 
which is making it difficult for SMEs to | 
compete with the big firms,” saysAnand | 





Adea Solutions 


INFOTECH 


The smal 
sell out 


Араг Infotech 


2002 and 18% in 2003. And 1055 Technologies 13 May 2003 a 

most of this declininggrowth _ Hughes Software 4June 2003 Tenet Technologies | 430 

has gone to the Top Five firms. E Keane inc, 24 Oct 2003 Worldzen Holdings 16.00 

According to Dataquest, the Cognizant 23 Feb 2004 . Ygyan Consulting 2.00 
; biggies accounted for 36% of _ Mphasis BFL Е 4April2004 : Kshema Tech 2100 

software exports їп 2001, and E. ТСС Software Services 2 June 2004 ^ едә Corporation 5.50 


\ Hetkraft = 





Sudarshan, CEO, NetKraft. One way out : 
is consolidation. But with whom? 
Top-tier Indian firms with their thin- 
ning margins are unlikely takers. As it is | 
they are busy trying to move up the | 
value chain and buy foreign companies | 
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with product architects and domain ex- 
perts (Wipro acquired Nervewire and 
AMS; Infosys bought Expert). Invest- 
ment managers say this year they are 
looking at deals above $50 million. 

That leaves the second-tier compa- 
nies. Mahesh Parasuraman, associate 


vice-president (corporate fi- 
nance), Ernst and Young, says: 
“We are seeing two kinds of 
deals. Either an Indian tier-II 
firm is acquiring a small firm 
for a niche skill, or a mid-tier 
US firm is doing so for off- 
shore delivery capabilities." 
But acquisitions for niche 
skills are few as not many br 
dianIT firms have them. What 


many have are good manage- 


ment teams and process un- 
derstanding. Several have 
reached CMM Level 4 or 5. It is 


| these— the likes of NetKraft and Apar— 
| that are being bought by US firms, big 
| and small, trying to increase their off- 
shore presence. Acquisitions instantly 
add to their capacity. 


и 
MITU JAYASHANKAR 


Microsoft 


Your potential. Our passion." 





Mr. Double-Speed 
Development and 
Deployment 


Bharat 
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an now focus more on development- 
ther than getting bogged down By ma e 


RP Singh 
~ Executive Director, (IIS) BPCL 











а i Windows беге уйш. 

Microsoft Windows erver System™ makes BPCL's 

infrastructure easier to nanage. Here's how: using 

. the Microsoft SQL Server™ 2000 and Active Server Pages. 

^ (ASP), the newly developed Intranet portal allows rapid 

development and deployment of web applications 
across a complex multi-tiered network stretching from 
refineries to franchisee-operated retail points, 
Simplifying the handling of day-to-day administrative 
and financial tasks thereby exponentially i improving . 
response time and sharing of critical information. 
It's software that lets you do more with less. See the. 
BPCL case study at microsoft.com/india/casestudy 
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happy. The CEO of Star India has had a 
great year. The revenues of his company 
— a jewel in the Asian crown of the 


$17.5-billion NewsCorp — are likely to | 


be up at $245 million for the year to June 
2004, over about $220 million last year. 
And Star's first major reorganisation in 
four years has been completed. Last year, 
after the problem about Star News' up- 
linking permission, Mukerjea and his 
deputy Sameer Nair kept off the press for 
a bit. Last week, the head of one of Indias 
largest media companies felt relaxed 
enough to talk. Excerpts from an inter- 
view with Vanita Kohli-Khandekar. 


ш What is the trigger for this 
reorganisation? 

The trigger is our size and the need to 
continue growing. It is easy to grow at 


‚ the same pace as the market. But to bea 


/ winner, we need to grow faster. 


_ ш Where is growth going to come from? 


Growth will come from general enter- 
tainment, which will grow with Star Ut- 
sav and Star One. We've already 
launched Star Utsav for the interiors. 
But in the metros Star Plus does not res- 


О grow 
faster’ 


' PETER Mukerjea is looking slim and | Company (for distribution)? 


We are talking to Disney. We haven't 


signed on yet. We have to bridge the gap | 


between expectation and reality. 


ш What about pay revenues? The rates 
are still frozen (by the Telecom 


| Regulatory Authority of India)... 





onate with a lot of young people, what I | 


. call the Dil Chahta Hai generation. So 


we will launch Star One, an upmarket 


Hindi channel, this Diwali. Then thereis | 


distribution — we want to distribute 
other channels [for other broadcasters]. 


ш Are you signing on Walt Disney 


They cannot stay frozen. Sooner or later | 
someone will go to court. When you buy | 


your newspaper for Rs 2 a day, you do 
not choose the sports page or the politi- 
cal page, you buy the whole newspaper. 
So when you buy the Star network, you 


! buy the whole network, ideally at Rs 60 


(against the Rs 27 Star charges now), 
same as the newspaper costs monthly. 


ш So why don’t you charge that rate? 

Part of our problem is that as broadcast- 
ers, we have not invested in building the 
value of our business. So much so that 
consumers believe it is their right [to get 
the channels]. We invest Rs 1 crore a day 
in programming. This does not include 
the cost of satellite, etc. In all other cate- 
gories [of products], companies spend 
money on building the value of their 
products and services. Hindustan Lever, 
for instance, tells you that if you use Lux 
soap, you will look like a filmstar. We 


have done nothing to build the value of | 


our services in the minds of consumers. 
So we are now finding it difficult to get 
across to consumers and ask them to 


| pay us even Rs 2 a day. We go to the 


| movies and spend Rs 500 or more every 


trip. The [rate] freeze has to go any day. 
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When it does, prices will go up. 


ш Doesn't it make more sense to 
look at an increase after 


addressability? 
Addressability is the final answer. 
Direct-to-home TV will threaten 
cable operators. When that 
happens, they will start selling 
set-top boxes. 


Wireless. We are building our 
wireless business. Of the 45 mil- 
lion cable homes, 30 million have 
atleast one mobile phone. So the 
idea is to give interactivity to the 
TV viewer who is also a cellular 
phone user. When he sends an 
SMS, I get 30% of the revenues 
from the network provider (phone com- 
pany). The wireless team is working 
closely with the programming team. 
Soon every show, every promo should 
have a 7827 (the Star SMS number) 
opportunity. 


| ш The revenue opportunity... 


I get only Rs 27 a month from cable 
operators for nine channels and for 12 
million subscribers — that is all he de- 
clares —after a big fight. If the figure was 


| Rs 60, I might have endured the pain 
| better. IfI get, say, Rs 10a month from 15 


million people, that's Rs 15 crore a 
month, or Rs 120 crore a year. That is se- 


| rious cash and it is transparent. In 12 


months, we should get Rs 15 crore-20 
crore from wireless. 


m What will it take? 

The day my driver can start using his 
SMS is when I can do wireless. We need 
to educate him and millions like him. 
The moment he knows he can win 
something, a car maybe, he will do that. 


| Wearenot even at one lakh SMSes a day 


currently. If we can get up to one million 


| aday, we have a business. 


ш What about growth beyond Hindi? 

We need to map out a strategy for South 
India. We lost a whole year in the Star 
News business... Sheer waste of man- 
agement time! There are three options 
for what we could do in the South, a 
buyout, an alliance, or go it alone. We are 
still getting things sorted out. a 








The Telegraph is the first non-US newspaper 
. to win the prestigious SNAP Certificate. 







It comes as по surprise that the Newspaper Association of America awarded the highest level of printing "n | ; 
- Certification to The Telegraph. Among the other newspapers to get the same honour were The New York Times and The Teleg 3 
|. The Boston Globe. Calcutta's (and some would argue India's) finest newspaper has always led from the front. zs T | 

Creating the benchmarks that others could follow. And living up to its reputation of being simply unputdownable. U m put dow nab i 











T 36, the new minister for 

health is the youngest man in 

the Union Cabinet. Anbu- 

mani Ramadoss may have all 
the right qualifications for the job, given 
his MBBS degree from Madras Medical 
College and a degree in macroeconom- 
ics from the London School of Econom- 
ics, but as yet politics and governance 
are uncharted territories. 

He will have to straddle both quickly 
if he has to prove his mettle at Nirman 
Bhavan, where he is currently putting in 
14-hour days. First, there is the impor- 
tant task of winning the Rajya Sabha 





FIRST TAKE/ANBUMANI RAMADOSS 


What the doc 
plans to order 


election (a combination of political con- 
nections and clever bargaining got this 
son of PMK founder S. Ramadoss his 
current job). Then he needs to tackle the 
challenges facing his ministry, thanks 
to India’s changing 
epidemiological and 
demographic pro- 
file and the altered 
environment (Read: 
WTO and the new 
patent issues). 

On the one hand, 
the ministry is res- 
ponsible for rural 
healthcare, health in- 
frastructure, aligning 
the health framework 
of the Centre and the 
states, medical edu- 
cation, accreditation, 
food administration, 


4 
E 
[4 
x 


research and development and clinical 
trials. On the other, with the product 
patent regime round the corner, there 
are issues related to drug patents and 
the pharma industry. 

The minister is sincere about bring- 
ing about a change, will the compul- 
sions of politics allow him to do so? 
Three-and-a-half weeks into the job, he 
is still trying to find his feet. So far he has 
made politically correct statements 
about treating rural healthcare and that 
of senior citizens as priority, but India’s 
primary healthcare network is just not 
equipped for this. His idea of making 
medical students do a 2-3 year intern- 
ship in rural areas sounds good, but is it 
implementable? Ramadoss also needs 
to urgently look into the issues of regu- 
lating the healthcare responsibilities of 
the Centre and states as well as the de- 
creasing financial allocation for the sec- 





offbeat Му kingdom for a Gmail ID 


VER since Faust made his pact 
with the Devil, many have longed 
for things they could would will- 
ingly trade their souls for. The Holy Grail 
would have worked, but nobody could 
find it. The Philosopher's Stone was a 
contender, but gold lost its shine. Mari- 
juana had promise, but couldn't make it 
past the sixties. Trendy dotcoms that 
served free latte to employees came 
close, but didn't last long enough. 
rhe lost tribes of the information 
age needn't despair anymore. Move over 
Faust, Google is here. An account with 
Google's email service, Gmail, with its 1 
GB of storage, fantastic search facilities 
and innovative storage options is some- 
thing every Net user has been dying to 
get his hands on. Till now only a chosen 
few have been invited to sign on. But 


they, in turn, can invite three more to 
sign up. So high is the demand for these 
invites that a whole marketplace has 
come up around it. Sean, a Canadian, 
has started a website, www.gmail- 
swap.com, which lets people without 
Google invites offer money, 

love or prayers in return for 
a mail invite. People have 
been offering boat rides in 
Venetian canals, a note 
slipped through the Holy 
Wall in Jerusalem, an 
original piano 
composition, a 
chance to work 

on a genome project 
— all for the Google 
invite. Some have 
taken the capi- 
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talist ground, listing the invite on eBay. 
The bids have ranged between $34.99 
and $60. But there is one poor, jaded stu- 
dent, an atheist, who says if someone of- 
fers him the invite, he would start be- 
lieving in God. Does the Pope have 
any invites left? = 
NEELIMA MAHAJAN 
PS. Even as we were writing 
this, Yahoo! upgraded its 
email storage capacity to 
100 MB. 


LAWRENCE 


ANTHONY 





tor. State investment has fallen from 7% | 
105%, while Central spend is about0.9% : 
ofthe GDP Assures Ramadoss: “We are | 
committed to increase the GDP spend | 


to at least 3% in the coming five years.” 


While the new minister promises | 
that medical insurance will be extended | 
to everybody below the poverty line, | 
what about those who are not below the | 
poverty line yet are unable to afford | 
healthcare? "Quality of care to be given | 
has to be equal, from the President to | 
the poor man on the street. And the | 
healthcare has to meet with global stan- | 


dards,” says Ramadoss. But there is no 


commitment of time or ready solutions. | 

“R&D will be facilitated and the | 
changes needed to allow clinical trials | 
will be made. The industry has been liv- | 
ingin paranoia, especially about animal | 
studies," says Ramdoss, taking a dig at | 
Maneka Gandhi. "(But) we need time,” | 
he says. With the WTO era a few months | 


away, does he have the luxury? B 


GINA S. KRISHNAN | 








OTHING beats a trip to Mumbai 

if you want to plug into the film 
world. And what a ball it is having, 
with all kinds of investors chasing it. 
No banks or VCs though. But that's 
no worry for the filmi types, who are 
happily churning out those three- 
hour celluloid dreams in brighter co- 
lours, and stories with more shades 
of grey, than ever before for a new 
set of producers. So there is Black 
Friday produced by Mid-Day TV COO 
Arindam Mitra. It is ready to hit Lo- 
camo this August. Black Friday (pre- 
sented by Jhamu Sughand) dips into 
the Srikrishna Commission Report to 
tell the chilling story of the Mumbai 
serial blasts on 12 March 1993 and 
their link with the Babri Masjid demo- 
lition and the subsequent riots. What 
makes the film a must-watch-out-for 
is its director, Anurag Kashyap, 
whose earlier Paanch, a thriller, won 
critical acclaim even as the censors 
£ave him a hard time. 


ERE'S news on radio. The Wave 

1 study for Media Research 
Users Council by ACNielsen ORG- 
MARG corroborates what radio com- 
panies and advertisers love denying. 


, at home. Only a fraction of the total 
| — 7% in Delhi and 2% in Mumbai — 
| listen to the radio in their cars. More 


| good news: more than 75% people 
| listen to the radio every day. 


; to figure out. There is a brand en- 
| dorsement every 20 minutes or so. | 


_ Khan who does a cartoon strip, Hum 
; Тит, for The Times of India, a name 
| dropped throughout the film. Then 

; Radio Mirchi is very prominently 

| played in the car when Khan, Rani 

| Mukherjee and Kiron Kher are to- 

‚_ gether. TO! apart, there is Frito Lays, 
‚ Kodak, Barista, and even Sony's 

| Jassi. Most of these deals, Yashraj 

_ Films informs us, were barters. For 

; example, 20 million packs of potato 
| chips carried Hum Tum on their 

| backs in exchange for their few sec- 


|! That more people are listening to the 


radio at home. Over 80% of the lis- 
tenership in Mumbai and Delhi was 


meiste BOISE 


important, just 7996 of cars have ra- 
dios. Hope that stops all those arbi- 
trary car polls that radio companies 
conduct to prove that they lead. The 


EE 























HE film guys have got the ad guys 
in their pocket. Watch Hum Tum 


counted seven. So there is Saif Ali 





onds on footage. And Karan, the 
character played by Khan, appeared 
in an episode of Jassi Jaísi Koi Nahin 
in exchange for a mention of Jassi in 
the film. Who says creativity is lim- 
ited to film making? B 
VANITA KOHLI-KHANDEKAR 














MARTIN Wolf, associate editor and chief | vants,aman of complete integrity, great 
economics commentator, Financial | intelligence and spirit. While I think the 
Times, has known India for a long time. | BJP government did a few good things 
Three decades ago, he worked with World | in economic policy, I also think that the 
Bank's India office. His first boss there | secular idea of India is pretty important. 
was Montek Singh Ahluwalia, the de- 
putychairman of the Planning Commis- 
sion designate and former finance secre- 
tary and director of the independent 
evaluation office of the International 
Monetary Fund. Wolf was in India dur- 
ing the change of government at the Cen- 
tre and saw first hand the ‘funny’ eco- 
nomics unleashed by the UPA. 

Inan interview to Shishir Prasad, he 
expressed his high regard for the new 
prime minister, Manmohan Singh, scep- 
ticism at the new governments initial 
announcements and optimism about | 
the limited options that the coalition | 


a What do you expect from Manmohan 
Singh in terms of economic policy? 

He has been in politics for 13 years and 
he has held high offices in that time, but 
nothing can quite prepare you for being 
the prime minister. It is a different job 
from any other. He comes there without 
having any political stature of his own, 
but how much influence he will have on 
his squabbling coalition I don't know. 

1 am modestly optimistic for three 
reasons. One, Manmohan Singh is a 
phenomenally able man and he is also a 
difficult man to dislike. Two, none of 









partners have. these allies will want another election so 
they will have a difficult time overruling 

ш You are in India at an interesting | him. Three, he has a pretty good idea of 

juncture. Your thoughts on where he would like to take the country. 

Manmohan Singh? 

The present prime ш What do you think of the 

minister is one of announcement of free power? 

India's distin- |  Itisnonsense. Itis the most inefficient 

guished way of helping the poor. Who 

public ser- uses power? The rela- 


tively well off 


INTERVIEW/ MARTIN WOLF 


Free 
power 
wont 

help 
e poor 
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farmers. The result is a colossal waste of 
resources. It undermines the ability of 
India to finance the power sector. One 
of the main things constraining India's 


growth is its chronic power 
shortage. What's worse is that these sub- 
sidies take away resources from high 
priority activities like public health 
and education. 


ш What about the rising fiscal deficit? 
You have to (cut it). In the early 1990s he 
(Manmohan Singh) didn't cut the deficit 
to what one would have liked. The gov- 
ernment debt has risen to very high lev- 
els and continues to rise. 

One thing that I would like this new 
government to do is to restructure the 
public sector. To me, this will be his 
{Manmohan Singh's) single biggest 
challenge. Some of the other challenges 


| facing this government are reallocating 


public spending, and reforming the in- 
dustrial and agricultural sectors. 


| ш Do you think they can do anything in 


the agricultural sector? 
You cannot develop the agricultural sec- 
tor without having markets for it. That's 
why the development of other sectors is 
important for the reform of the rural 
sector, It is not just about producing 
more cereal, You should not put any 
money into revamping the food distrib- 
ution system. Everybody knows that the 
food distribution system in India is mas- 
sively inefficient. 
You can't improve the lot of agricul- 
ture unless there is demand. The stuff 
has to be eaten by somebody. Now the 
world is not going to be a great market 
for Indian agriculture. But if India’s 
service and manufacturing sector 
keeps growing, they will consume a 
lot of the stuff produced in India. It 
is not right to think that by pouring 
money into the rural sector you will 
improve their lot. 


ш What do you think of reforms 
with a human face? 

I don't know what he means by that. I 
don't think he knows what he means. 
The things that this government can do 
to help the rural poor are limited. Let's 
be realistic about it. They don't have 
enough money for it. If that is what the 
people are hoping for, then they will be 
very disappointed. & 


A Prestigious 
National Award 
for Technological 
Excellence 


" л CERI EA piens ttn ка 
"inmate i MN ROD ND шша И SERED 


CSIR invites - D - d The award, carrying a cash prize of 


R 5 million, seeks to rei ize a 
nominations for 4 upees one million big sto осоре: ng | 
: honour the outstanding technology that has - 


| CSIR Diamond 4 u bilee | made a difference and greatly contributed 
D Te c h n о! logy A Awa sd to enhance National prestige 


Eligibility — | . Criteria 
5$ Any Indian team comprising members 
with Indian citizenship | | 
Or | € Leads to products or processes and/or | 
| services, which give India a sustainable | 
comparative advantage internationally 


A Technology that: 


А company/organization with more than 
30 per cent of its shares or assets owned 


by Indian citizens/Indian entities # Helps network diverse constituentsinthe | 


5$ Technology must have originated in | innovation chain 
India, or if it has been developed | | 
elsewhere, it must have a significant | @ Enhances the value of endogenous | 
Indian component | resources 
Application 
® Proposals for the Award may be sent in prescribed format before June 30, 2004 
® Pormatis available at the CSIR office, New Delhi orat website http://Awww.csir.res.in 
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WEST BENGAL chief minister Buddha- | 
deb Bhattacharjee is increasingly being | 
seen as the Left's reform-friendly face. 
Though the state's market friendliness be- 
gan in 1994 under the redoubtable Jyoti 
Basu, it's commonly accepted that eco- 
nomic reforms got a fillip under Bhatta- 
charjee. In an interview with Deputy Edi- 
tor D.N. Mukerjea, he spoke on a whole 
range of issues — progress of reforms in 
West Bengal, what his comrades at the 
centreare trying to achieve, etc. Excerpts: 


chief minister. But I try to function col- 
lectively. The person you mentioned, I 
met him last time in Hyderabad. What I 
felt was that our priorities should be 
agriculture and rural economy. If you 
cannot sustain development in agricul- 


dustrialise. There will be a serious set- 
back. What happened in our state after 
land reforms, after our success in agri- 
cultural production? Our vegetable pro- 
duction was the highest last year. 





Wi Marxists are not fools.’ That quote The point I was making is that with- 
was played all over. Did you say it | out the success in agriculture and rural 
deliberately? sector... I had a very interesting discus- 


Yes. Not only the media, but even some 
business houses have wrong notions 
about our political philosophy and eco- 
nomic programmes. 


sion with the prime minister. I asked 
him, what are your priorities? He said, 
look, my priorities would be the agricul- 
tural and rural sector. He told me that 
the land reforms that we had done are 
difficult to implement in other parts of 


I What is the Buddhadeb brand of liber- 
alisation? There is Chandrababu's model. | 
Oursisa party with a difference. Individ- | 
uals matter but policy and programme | 
isa collective process. I believe in collec- 
tive functioning. The Left Front is an im- 
portant factor in the policy making 
process. It is not T, itis ‘we’. 


ceiling?" I told him four acres in irri- 
gated area and six acres in non-irrigated 
area. And these land reforms have paid. 
Agricultural production has gone up. 
The purchasing power of the rural peo- 
ple has also gone up. There is a boom for 
two-wheelers. And most of the buyers 
were rural people. This is the change. 
Without that you cannot industrialise. 
Our priority areas are also IT and 
biotechnology, two important disci- 


I But you are seen as the face of 
the government. 

























starter. Chandrababu Naidu is far 
ahead of me. It will take some time. 
Wipro is already there. We have 
allotted land to major Indian 
players like Satyam, Reliance. 
would like to consolidate our 
success in agriculture 
and then go for modern- 
day, 
industries. 


E People believe that 
between 1991 and 1999-2000, 
though there was a lot of 


buzz about West 
$ Bengal, nothing really 
Е happened. It is only 
: in the last four 
z years that things 


have moved, 


knowledge-based | 


and many | 


Unfortunately, or fortunately, I am the | 


ture and the rural sector, you cannot in- 


the country. He asked me: "Whatis your | 


plines of the 21st century. Lam alate | 


see you as directly responsible for that. 
We announced our industrial policy in 
1994. We had some almost wrong no- 
tions about industry, public undertak- 
ings, this and that. After all these years, 
our 1994 statement was about the im- 
portance of private industry. Then, it 
took some time to come out with con- 
crete proposals. Before that, in IT, in 
biotechnology, there was nothing. Now 
things are moving in the right direction. 
I cannot claim that everything is hap- 
pening because I am there. 


I3 Do your party members see what you 
are doing as some sort of betrayal? 
Betrayal means they have a wrong no- 
tion of what we are doing here. What is 
the people's verdict? I cannot bring so- 
cialism in one part of the country. We 
must be realists. We have a common 
minimum programme (CMP) for agri- 
culture, for industry, for this and that. 
Therefore, it took time to formulate our 
policy. After 1994, things are changing. 
Inside the party there is still some confu- 
sion, sometimes opposition, and every 
time I have to persuade them. 


I8 Can you give me an example of the 
last time you had this kind of a problem 
in West Bengal? How hard did you have 
to fight for the public sector 
restructuring? 

There was serious resistance. Because 
they say... 


I3 Who? The cadres? 


| The party, the trade union leaders... they 





all said: what will happen to the work- 
ers? I replied: what will happen to the 
factories? I will keep on pumping 
around Rs 300 crore annually and see no 
results... what kind of socialism is this, 
what kind of communism is this? Be 
practical. If I can't make the factories 
profitable, then the moneyis going from 
the government exchequer, money that 
should go to the social sector. I cannot 


| provide for drinking water, I cannot 


make enough primary schools but I am 
spending between Rs 200 crore and 300 
crore on worker salaries, what kind of 


| socialism is this? Sure, I won't throw 


workers onto the roads... but factories 
have to be viable. 
I still have to sell the concept like 


| this. I won't say it's a big problem... we 


are making progress... but for the lower 





levels to accept all this is taking time. But | 
Ihave to keep at it. 


88 How much is this dependent on you? | 
Is the Politburo backing you? | 
We have no problems at the highest | 
level. Ihad some resistance from trade | 
unions. It is natural. Let me tell уоп а | 
story. I attended the last party confer- | 
ence of the South African Communist | 
Party. They had, for long — thirty years | 
— organised an armed struggle. There | 
was a serious debate among the mem- | 
bers who were in the government, the | 
ministers and the trade unions on every | 
issue — privatisation, public undertak- 
ings, etc. Only the power sector is un- 
der the government. Even all 
mines are under private own- 
- ership. There was a serious 
' debate: why can't we na- 
tionalise all this? The 
leaders who were in the 
government had taken 
a position. And the 
trade unions had taken 
another position. 
There was a serious 
battle. Finally what hap- 
pened was that the ex- 
tremist wings from both 
the sides were defeated. A 
consensus emerged. 

Тат facing the same problem. 
This is a new situation. Old ideas will 
» not work. I am not bringing socialism 
here. But I have also not accepted 
that capitalism is the last chapter of- 
human civilisation. 


йй So what do you call this? Neo- 
communism? Neo-Marxism? 

With our basic Marxist understand- 
ing, itis a minimum programme, forthe | 
toiling people, the farmers, workers, 
employees, teachers, etc. You givethem | 
some relief, try to improve the quality of 
their life. You cannot break through the 
capitalist system in the country, in the 
world. Therefore, within this frame- 
work, we have implemented certain al- | 
ternative programmes for the masses, 
for the poor and the poorest of the poor. | 
This is our Marxism. 


8i Your colleague Nirupam Sen says 
private capital is the way forward... 
We say, foreigners could come here. 
They are not coming here for charity. 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


| the Centre and the state? Is it so 


| facts. And I have to face the music here. 
| Therefore, cannot have some so-called 


Chief Milister, West Bengal" 


Will not wc 









They will earn profit and create job op- 
portunities. Thatis the mutual interest. 


Е But why this big dichotomy between 


because the ideologues at the Centre 
don't have a state to run? 

Itold you, we have some problems in- 
side the party. But as I told you, only the- 
ories and dogmas will not work. I told | 


| you what Deng Xiaoping had said — | 


you have to learn the truth from the | 


ideologues come and say, "No, thisisnot | 









Marxism." We must come 
faceto face with reality. 


В Does that mean that your 
ideology would be closer to the 
original *Manmohanomics' line 
rather than the Yechuri line [Sitaram 
Yechuri, Politburo member]? 

Тат not very clear what Yechuris line is. 
We have some difference at times. But 
Yechuri is also my colleague and nowa- 
days heunderstands things. 


& That is a very loaded statement — ‘he 
understands things’. 

(Laughs) No, they are practically en- 
gaged in the national framework and we 
discuss certain things about Central 
government undertakings, profit mak- 
ing undertakings. There is practically a 
consensus... from what I could gather 
from the PM about his priority areas. 
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© Tell me, is it not the reality both in 
West Bengal and at the Centre, the point 
that you made: 4 am not being able to 
development.’ The Centre alse has the 
same problem. So ай these things that — 
they are talking about in terms of higher 
spem os ойдан. + that money has to 
somewhere. - 





Yes. But I dont think the 
is to sell public undertakings. There are. 
many other ways. Therefore; what 1 


| mentioned about Manmohan Singh 
| and Sitaram, and the CMP.. They senta 


draft. We replied. They revised the origi- 
nal draft six times. 1 must tell you that 
they accepted almost 90% of our recom- 
mendations. Therefore, you cannot say 
that Manmohan Singh is in a differ- 
ent area and Sitaram is thinking 
otherwise. On almost all major 
issues, we agreed: On some 
small areas we agreed not to 
disagree. So we shouldn't re» 
ally think that Manmohan 
Singh has some differences 
with Sitaram, I have some 
agreement with Manmohan 
Singh — this is not true. 


Ш No, по, Гат not saying 
different... Тат saying on an 
ideological level... 

... He is a progressive man, but basi- 
cally a Congress man. We are Marxists, 
But we are discussing a CMP. Marx- 
ists and Gandhians have to came 
together... 







I told you, categorically speaking, we 
have to consolidate our success in agri- 
culture. We have turned around in the 
industrial sector. 


But there is a long way to go. 

Yes.... We have to attract more funds, 
more foreign funds. And we have te 
create the necessary infrastructure for 
that. Third, we have to improve the 
quality of education in the state, par- 
ticularly the quality of teaching, start- 
ing from primary education up to 
the highest level. 


Е Don't you think West Bengal needs to 
be sold better? 
Yes, but I cart be the ‘CEO’ 








e state li 


/ altemative Duy 


depth 


T. SURENDAR & VIKAS DHOOT 





HERE is little in common be- 
tween cricket and the stock- 
market, other than their stra- 
nge ability to generate mass 
hysteria. But the lessons froma 
recent cricket controversy can 
help us understand a legal mess in the 
Indian securities market far better. 

So here's the question: has Muttiah 
Muralitharan chucked his way to the 
top of test cricket's bowling tables? 
Many think so. Bishen Singh Bedi has 
even gone so far as to say that Murali is 
more a javelin thrower than a bowler. 
Many umpires around the world have 
called the Sri Lankan's suspect action. So 
what does the International Cricket 
Council do to settle the issue? It defines 
what chucking is, and then asks experts 
to film Murali's bowling action to figure 
out whether it is within the legal limits. 

This, in a way, is also what the Secu- 
rities and Exchange Board of India 
(Sebi) does. It both defines a crime and 
then sets out to show that somebody 
had committed it. The problem is that 
the latter can only be challenged in an 
independent court of justice. And that's 
a major lacuna in the current system of 
market regulation. More of all this later. 
First, consider these examples. 

E Fund managers often meet com- 
pany managements before they 
decide to invest the 
money under their 
management. That's 
global industry prac- 


The 
curse 


of the jaded 


SEB 


tice. But former Alliance Capital fund 
manager Samir Arora has been accused 
of collecting insider information when 
he visited companies and spoke to their 
managements. 

W When a few lakh shares of Wipro 
were being traded everyday, First 
Global's Shankar Sharma was blamed 
for beating down the price of the soft- 
ware company's shares. Sharma had 
sold a hundred shares (which he did 
not own) at that time. 

W An investor named Dinesh Shah has 
been accused of manipulating the price 
of shares of Magic Trade in August 2000, 
though he had sold his shares in the 
company in April that year. 

Ш in its zeal to pin down brokers 
C.J. Dalal in the Ketan Parekh-related 
scam, Sebi charged Dalal with breach- 
ing NSE regulations, among other thi- 
ngs, and handed him a two-year ban. 


Dalal was not even a member of NSE. 

These examples have one thing in 
common — they are all inferences by 
Sebi. And, in private, market partici- 
pants and securities lawyers allege that 
the way Sebi has interpreted various 
laws to come to its conclusions is 
patently absurd. 

And now the big problem: the ac- 
cused, if they wish to fight, do not have 
adequate recourse to the legal system. 

Here's how the system currently 
works. Sebi's order can be challenged in 
the Securities Appellate Tribunal (SAT), 
a special authority set up just for this 
purpose. However, SAT is a quasi-judi- 
cial body that does not fall directly 
within the country's main judicial sys- 
tem. The presiding officer is usually a re- 
tired High Court judge. The other mem- 
bers ofthe tribunal are appointed by the 
finance ministry. SAT will reconsider 


Given the market watchdogs 
bungling in stockmarket-related 
cases, Indian securities law may be 
doomed to evolve slowly 
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both the facts of the case and the law be- 
fore passing its order. 

Now, if the accused is still not satis- 
fied, he can appeal against the SAT order 
in the Supreme Court. (He cannot go to 
any of the lower courts.) But here's the 
glitch: the Supreme Court will deliber- 
ate on the legal issues, but will not go 
again into the facts of the case. It can, for 
example, tell Sebi that the punishment 
in an insider trading case should be a 
ban of three years rather than of five 
years. It will not go into whether the case 
before it is an actual insider trading case 
ornot. So the accused has nowhere to go 
after SAT upholds Sebi's claim that he 
has violated any part of the country's 
securities law. 

This structure worries many experts. 
Till now, the worst has been avoided 
because SAT itself has often done the 
job. Nearly a third of Sebi's orders have 
been dismissed by SAT. Most of these 
cases happen to be high-profile ones, 
where Sebi has had to interpreta market 
action as against those cases where a 
company has clearly flouted a regula- 
tion. Sebi's legal director R.S. Loona is, 
however, satisfied with the performance 
of his department. Out of the 435 ap- 
peals before the tribunal, 216 cases have 
been decided. Of these, only 67 have 
been allowed. Seventy cases were dis- 
missed, 25 remanded to be re-heard, 42 
were modified, and 12 were withdrawn. 
Says Loona: “Our efforts can be termed 
as successful.” 

Butcritics say that SAT can become a 
grazing ground for retired judges and 
bureaucrats who have no expertise in 


The big fish are let off the hook 


© JM Morgan Stanley Retail Services: Sebi finds irregularities in contract 
notes, client registration forms and deliveries. Enquiry officer recom- 
mends three-month suspension. JM requests for a hearing with Sebi 
member A.K. Batra, who holds that JM had ‘substantially’ complied with 
norms and lets them off with a warning. Similar offences by smaller bro- 
kers have met with suspensions or cancellation of registrations. 

© HSBC Securities: Charged for violating Takeover Code regulations as a 
merchant banker in the Modi Rubber open offer. Enquiry officer recom- 
mends six-month suspension. Sebi says HSBC did not act negligently. 

€ Ispat Industries and their director Anil Sureka: The company and 
Sureka were charged with non-disclosure of price sensitive information 
to the stock exchanges that they, instead, revealed in an interview with 
CNBC. Sebi member T.M. Nagarajan agrees with the charges, but just 
tells them ‘to be more careful in the future’. 


al fund manager j 


‘SAMIR 
case. Sebi's — 
stand against _ 
Samir Arora _ 
now implies _ 
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ОВА. A first-of-its-kind 






securities law. Sebi is known to be well 
within the government's sphere of in- 
fluence. So it could very well be possible 
that the accused gets no recourse to a 
genuinely independent court of appeal. 
In the US, in comparison, market par- 
ticipants have direct access to the judi- 
cial system. If an order of the Securities 
and Exchange Commission (SEC) has to 
be challenged, the accused can go to a 
special securities court that is part of the 
main judicial system. It is normally 
headed by a judge who has a good un- 
derstanding of the securities law. 

The justification of a special court 
for the securities market is to hasten the 
delivery of justice given the “money 
value" associated with these cases. A 
leading constitutional lawyer says this 
arrangement can work if there is 
enough prior experience and knowl- 
edge in the system by which a tribunal 
can tackle these cases. He adds that the 
subject of high finance is a very spe- 
cialised area. In the US, judges specialis- 
ing in finance hear appeals against SEC 
cases in special judicial courts and 
judges specialising in pharmaceutical 
cases hear complex patent litigations. 

Even the Supreme Court seems to 
endorse such a view. In an earlier order 
on special courts, it observed that: "A re- 
tired Judge presiding over a Special 
Court, who displays strength and inde- 
pendence may be frowned upon by the 
Government, and there is nothing to 
prevent it from terminating his appoint- 
ment as and when it likes." It also ob- 
served that the absence of provision for 
transfer of trials in appropriate cases 
may undermine the very confidence of 
the people in Special Courts as an insti- 
tution set up to dispense justice. 

Many feel that since both Sebi and 
SAT are largely staffed with appointees 
from the finance ministry, there is a pos- 
sibility that they can finally end up toe- 
ing the government line. That's what 
happened in the case of the telecom 
regulatory authority. Two of the ap- 
pointees toed the government line for 
allowing roaming facility in CDMA ser- 
vices while the presiding officer, a judge, 
was opposed to it. Lawyers are quick to 
add that the system of special courts will 
of course be ideal at a later date when 
there are more precedents to rely on — 
as in the case of the national tax tribunal 
or the competition commission. a 










































ШАШ ШЕЕ И What we traditionally used to know as ‘youth’. The youth 
as depicted in advertising, and immortalised in songs like 18 till | die. 
But while in the West an 18-year-old is financially and emotionally 
independent, in India, this is still not the case. 

KEY DECISIONS: Education and career. 

INFLUENCERS: Parents, peer group. 

SPENDING POWER: Rs 1,000-2,000 p.m.* Mostly provided by parent, 
some earn additionally. 

CONSUMPTION AREAS: Clothing, accessories, food, entertainment**. 
BRANDS: Preferences are developed, but brand consumption is occasio- 
nal and aspirational. So the average collegegoer wants to own Levi's but 
does not necessarily have to have a wardrobe full of them. If a similar style 
and fit is available at a lower price he will buy it. Prefers Cafe Coffee Day 
over Barista purely on price. Always looking for ‘value for money’. 
OPPORTUNITY: To develop more products at affordable prices for this 
category, e.g., Airtel's Rs 50 recharge card. In the absence of enough 
products at such price points, early youth frequently shop at unorganised 
sector markets, e.g. Colaba Causeway in Mumbai, Sarojini Nagar in Delhi. 


WLS The new ‘youth’. Earlier, if one had ajob, one was called an 
adult. Now, with few young people shouldering the responsibility of 
family, the money they earn is pure disposable income. With BPO jobs 
coming in, the number of ‘middle youth’ has shot up. 

KEY DECISIONS: Career and relationships. 

INFLUENCERS: Peer group, workmates. 

SPENDING POWER: Rs 7,000-40,000 p.m. 

CONSUMPTION AREAS: Personal clothing & accessories, food, 
entertainment, also consumer durables. 

BRANDS: Can finally afford the brands he aspired for in early youth 
with own money. Evaluates Cafe Coffee Day vs Barista over service, 
quality, ambience, not price. Seeks ‘feel-good factor’ and expression of 
identity through choice of brands consumed. But is also value conscious. 
OPPORTUNITY: To keep innovating so your brand is relevant and trendy. 


LATE YOUTH, AGES 29-? Even after marriage and kids, people aspire to look and 
feel young through their choice of clothes, entertainment and outlook 
(just because I'm 30 doesn't mean І can't have fun). 

KEY DECISIONS: Children, career advancement. 

SPENDING POWER: Given household expenses, the spending power 
remains equal to or sometimes less than what it was at the middle 
youth stage. Also, many would be taking up home and car loans, and 
pay for children's education. 

INFLUENCERS: Peer group, workmates, spouse, kids, inner voice. 
CONSUMPTION AREAS: Household + kid products + personal clothing 
& accessories, food, entertainment 

BRANDS: A mix of 'status' and fun brands. Varies depending on personal 
beliefs. In some areas one may look for functionality and value (like 
groceries) while in others one may look for luxury 

OPPORTUNITY: Develop and position brands that are fun and spirited, as 
opposed to being boring and conventional. But they should not make ‘late 
youth’ appear foolish, as in a 35-year-old trying to pass off as 18. A 
successful example is the rash of lounge bars aimed at 30-somethings 
who want night-outs, but want to avoid noisy discos where they would be 
considered ‘uncles’ and ‘aunties’. 


* Purely discretionary; can increase depending on specific needs ** Includes cellphone 
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It’s a whole new 
generation out 
there, with new 
mindsets, habits 
and working styles. 
And you better start 
understanding them. 
By Rashmi Bansal 


F men are from Mars and women 

from Venus, is the species known as 

‘youth’ from the moon orbiting the 

distant Pluto? There comes a mo- 

ment in our lives when it certainly 
starts seeming that way. And that's 
something you simply cannot afford if 
you are a marketer in India today. 

Sociologists and media pundits 
have homed in on this cruel fact: 54% of 
India is estimated to be under the age of 
25. However, the consuming class thatis 
the target of most youth lifestyle brands 
numbers approximately 16 million*. 
For the purpose of this series of articles, 
we define this class as urban youth. 

The traditionally-defined youth de- 
mographic is ages 15-24. But is this a ho- 
mogeneous mass? The youth at 15 and 
at 24 are two very different species. 

The first is characterised by a focus 
on career and consumption, limited by 
what the family can afford or thinks is 
'reasonable' (less than 1.5 million youth 
aged 12-21 are from socio-economic 
class Al+, where money is not an issue). 

But it's the second that's actually 
come into its own with BPO and other 
entry level jobs booming. The ‘indie’, or 
financially independent young person, 
isagrowing breed that needs to be iden- 


URBAN YOUTH 


shaping the collective consciousness of India. 
Finally, the globalisation of media and mindsets has re 
sulted in a new battleground — western vs Indian values, As о! 
now, balancing the best of both worlds seems to be the young 
persons chosen response. This shouldn't be seen as a victor 
for ‘Indian culture’ though. Increasing affluence may well lead 
| to more radical choices for generations to come 
For now, I set my sights on the urban Indian youth and its 
aspirations, inspirations and perspirations 
* The number of consumers aged12-30 in SEC A and B in th« 
top 35 cities, according to NRS 2003 data 
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tified and targeted by marketers. 

Youth is no longer a mere transit 
dharamshala between being a depen- 
dent of the family and creating one of 
your own. It is a potent economic and 
cultural force. The consumer of today, 
the growth engine of tomorrow. 

Says Santosh Desai, president of 
advertising agency McCann-Er- 
ickson: “In popular imagination, 
childhood was seen as the gol- 
den era of one's life, while 
youth was something much 
more troublesome. Films 
about youth in India were 
about the restrictions youth 
faced and their attempts to 
break out of them. Now, 
youth is a far more celebrated 
phenomenon. Almost all cin- 
ema is about youth. And the 
consumption of the youth and 
their pleasure seeking has 
moved centre stage." 

At another level, youth is a 
state of mind everyone wants to 
hangon to, an image to hang out 
with. Where does 'youth' stop 
and sensible middle-age begin? 
Much later than ever before. 
Older Indians are comfortable 
with the idea of enjoying life, of 
experimenting — and other 
conspicuous and impulsive 
behaviour once considered 
‘inappropriate at this age’. 

Futurist Faith Popcorn 
sees it as a global trend to- 
wards ‘downaging’ — the ten- 
dency for older people to act 
and feel younger than they are. 
So 40 is the new 30, 30 the new 
20. Conversely, 10 is the new 
15. The bhoot of youth is re- 
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Frankly, | don’t care. 





Compounded annualised returns # as on May 31, 2004 (NAV per Magnum - Rs. 9.99) 


Since inception 
1 Year (30th May,2003) З Years (31st May, 2001) (30th July, 999) 


MSFU - CONTRA | 121.38%* | 37.62% | 16.37% 
Benchmark (BSE Sensex) T | 49.31% i | 9.42% ) 0.97% 
NAV per Magnum Rs. 11.37 Rs. 8.37 | Rs. 10.00 


Past Performance may or may not be sustained in the future. *The higher than average return for One-Year 
period was on account of favourable Equity Market conditions. #: With dividend re-investment assumed at the 
then prevailing NAV. 
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Contra Fund = 


SO 


(0471) 2724790. Vishakhapatnam - Ph: (0891) 3093018. Investment Objective: The objective of the Fund is to invest in the undervalued scrips, which may be 
irrently out of favour but are likely to show attractive у in the long term. Asset Management Company: 581 Funds Management Pvt. Ltd. Principal Trustee: 
‘ate Bank of India. Risk factors: Mutual Funds and Securities Investments are subject to market risks and there is no assurance or guarantee that the Fund's objectives 
ill be achieved. As with any investment in securities, the NAV of the units issued under the scheme can gp up or down depending on the factors and forces affecting 
е securities markets. Magnum Sector Fund Umbrella (MSFU) - Contra, a diversified equity fund, is only the name of the scheme and does not in any manner indicate 
ther the quality of the scheme, its future prospects or returns. The performance of the ‘Contra Fund’ would largely be economy linked gs most of the above 
ympanies are currently undervalued, upside in form of price appreciation will happen only when the economy shows signs of turning around. Hence, there is risk of 
Yort-term underperformance. Past performance of the sponsor/AMC/Mutual Fund does not guarantee the future performance of the schemes of the Mutual Fund. 
tate Bank of India, the sponsor, is not responsible or liable for any loss resulting from the operation of the schemes beyond the initial contribution made ty it of an 
mount of Rs.5 lacs towards setting up of the Mutual Fund. Dividends will be declared subject to the availability of distributable income. Please read the offer 
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20-year-old high school dro- 
pout with strawberry red hair 
made it to the cover of Time 
magazine earlier this year. Chun 
Shu represents a new breed of 
Chinese youth that has been dubbed 
‘linglei’ — a young person with an alter- 
native lifestyle. Her claim to fame is hav- 
ing authored a bestseller titled Beijing 
Doll. Her take on the birth of the linglei 
is intriguing: “People born in the 1970s 
are concerned about how to make 
money, how to enjoy life... But people 
born in the 1980s are worried about self- 
expression, how to choose a path that 
fits one’s own individual identity.” 

Well, here's the million-rupee ques- 
tion I found myself asking: will India 
ever have its own linglei? A tribe Time 
might feature under the cocky headline 
‘India’s youth finally dare to be different’. 


in the air, but no, we won't actually see a 
linglei phenomenon in this decade. Be- 
cause the chief concern of India's born- 
in-the-1980s generation is what Chun 
Shu describes as "how to make money, 
how to enjoy life". But worshippers of 
Mammon are taking note of this new 
fact — there are many more routes to- 
day to the same god. 

To understand how and why the fu- 
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have been two paths to upward mobil- 


can't, achieve. The first generation of 
achievers was born in the post-Inde- 


were 'strivers who came from small 
towns and large families. Taking advan- 


— the strivers laid the foundations of 
the “great Indian middle class”. A re- 
spectable and secure life. But for the 
next generation, they wanted more. 
Strivers gave birth to the first genera- 
tion of ‘achievers’ — kids brought up to 
see higher education as their only 
means of economic salvation. Striver- 
parents inevitably used their own exam- 


The answer is yes, and no. Yes, change is | 





ture is looking different, we need to first | 
delve into our past. Traditionally, there | 


ity. Those who can, inherit. Those who | 


pendence era. More accurately, they | 


tage of newly created job opportunities | 
— especially in the governmental sector | 


The patterns in education 


VOCS POPULI: Demand for courses which are perceived as vocational or 
‘job oriented’, e.g., BMM (Bachelor of Mass Media), BMS (Bachelor of 
Management Studies) in Mumbai University. 

E-FUNDS: Rising cost of education and aspiration to study abroad means 
parents must set aside substantial amounts for education funds. 
GLABOURISATION: Glamorisation of jobs involving manual labour. 

Cooks, tailors and barbers are now well-paid chefs, fashion designers 


and hair artists. 


ACTUALISING: The shift away from traditional middle-class careers like 
medicine and engineering to make a career choice based on the young 


person's potential and abilities. 


BLIND DEBT: Students and parents taking huge education loans without 
realistically evaluating whether the course will significantly improve their 


future job prospects. 


VITAMIN М: MBA and, now, media are the two hottest post-graduate career 
choices. They are perceived to score high on the other M factor — money. 


ple to goad their kids on. “You have all | 
the comforts and the support we never 
had. You can do better.” Besides, striver- 
parents had nothing to pass on, The kids 
would simply have to secure their own | 
futures by making it to the best profes- 
sional colleges. And thus began India's 
eternal affair with medicine and engi- 
neering, the two career choices that 


| came to define the aspirations of every 


middle-class student in India. By the | 
early 1990s, MBA had joined this list. 
Achievers strongly believe in the idea of 
‘merit’ — that getting through tough 
competitive examinations such as JEE 
and CAT is the answer to life, the uni- 
verse, and everything career-related. 
The other alternative is ‘studying 
abroad’, which has really been a eu- 
phemism for making the Great Escape 
from India to a colder, gentler place. 

So how are things changing, you 
might ask. Aren't we still a nation egging 
its youth onto achievement? The boom 
in entrance exam coaching and board 
exam classes certainly seems to say that. 
But there are some new undercurrents. 
Forthe first time, there are questions be- 
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ing raised about the medicine-engi- 
neering route to success. There are two 
reasons for this, There are ‘achiever’ par- 
ents with kids making career choices to- 
day, who are open to a wider range of 
possibilities. Financially, they are secure 
enough to allow their children to take 
some risks, make some mistakes. 
‘Achiever’ parents believe they must 
guide, but not goad. And they are happy 
to see their offspring become ‘actualis- 
ers' — those who pursue their dreams 
and maximise their true potential. 

At 23, Samit Basu is one such actu- 
aliser. He dropped out of IIM-Ahmed- 
abad, realising that the MBA was not his 
true calling. ^I felt like an idiot dropping 
out of IIM-A, having worked reasonably 
hard to get there, but it felt like the right 
thing to do." He hasn't regretted it. Pen- 


| guin recently published Basu's first 


novel, a science fiction fantasy called 
The Simoquin Prophecies. But Basu 
makes his living chiefly as a correspon- 
dent for Outlook magazine, a natural 
choice of vocation since he's also com- 
pleted a media studies course in the UK. 

Which brings me to my second 


Sock 
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Career choices, as always, are guided by 
Mammon. But today’s youth are 
discovering new, unconventional routes to 


the same god 
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Children of 
'glabourisation": 
You can make 


a career in 
hairdressing; 
leam at salons 
like Nalini & 
Yasmin 
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point — broadening the definition o 
‘achievement’ Slowly but surely, mort 
professions are joining the list. Profy 
sions which were regarded as unco 
ventional, but which now offer good 
money and growth prospects, have now 
become acceptable — even cool. Th« 
biggest gainers here have been media 
and entertainment. Courses like Mum 
bai University's BMM (Bachelor of Mass 
Media) attract some of the city's bright 
est undergraduate students. As well as 
those disenchanted by the mainstream 
Says Sreeram Ramachandran, second 


year student at Mumbai's Jai Hind Col 





% of the students in n 


lege: “Over 25° 
BMM class have joined after a ye 
BSc, BCom or engineering. They 
rather ‘waste a year’ than waste a life 
time in a field they have no interest 

Meanwhile, Amit Masurkar 
dropped out of an engineering course 
Manipal to pursue his dream of becon 
ing a filmmaker in the new Bollywood 
"I know my choice is risky but I've found 
the right fit," he says. He's assisted a filn 
unit, written scripts and is considering 
making a documentary. "You can make 
a living at this," he adds. In a pre-Ran 
Gopal Verma world, he would've been 
seen as a loser. Today, he might even be 
the envy of his former classmates 

A little more radical was Warad 
Bhides decision to become a һай 
dresser. Warada was all set to do her 
post-graduation in English literature 
the UK when she signed up for a hair 
dressing course at the hip Mumbai sa 
lon, Nalini & Yasmin, on a lark. She dis 
covered it was something she liked, and 
that it promised much more as a caret 
Hairdressing and other such career 





not even come under the unconver 
tional category. They were simply ur 
touchable. But that's changed dus 
glabourisation’, that is, the glamorisa 
tion of jobs involving manual labour 
Yesterday's cooks, tailors and barber 
are today's chefs, fashion designers and 
hairdressing artists. Jobs that were for 
тегу for People Like Them, are now OF 
for People Like Us. Especially those of u 
who just aren't academically inclined 
And there are sound economic rea 
sons for this. We want better ambience 
better service and are willing to pay 
much better for it. A simple haircut 
Juice (popularly known as the people 
who created Aamir Khan's Dil Chahta 









has resulted їп а quantum leap? 








































the job market. 


Hai-look) costs Rs 800. Naturally, the 
-stylists get paid handsomely. There's an- 
: other plus point here: with a bit of expe- 
rience and clients who swear by you, 
you can strike out on your own. Cater- 
ing, fitness, personal grooming, niche 


of the areas where we'll be seeing young 
. people setting up ‘soul proprietorships' 
:— small enterprises that bring in the 


URBAN YOUTH 


flexibility and creative satisfaction. 


on his father’s legacy and also leading 


Economy businesses. And yeah, he's got 
that degree from Wharton. 

Today's inheritor believes in getting 
the best education money can buy, 
preferably overseas. Studying abroad 
has become a status symbol, as well as a 
style statement. The entire breed of 
young politicians carrying the family's 
legacy forward boasts a foreign degree 


HE needs and aspirations ofthe middleclass yoii are being m 
Тг marketplace. What no one knows is whether enough is b 
towards upward mobility for the strivers, strugglers and mere surv! 
mated to be about 100 million in number. 
There are the likes of Satyendra Dubey, who made it to т froma a. 9 \ 


А study by Marika Vicziany of Australia's Monash University on ‘pros ) 
-Dalit students’ paints a dim picture. Vicziany surveyed a sample of 50 Dal stu- 
ents enrolled for BCom degrees at Mumbai University, and found that a maj ty 
these first-generation college-goers were very optimistic about the future and 
air ed for ‘some computer-related employment’. However they were handicapped 
у ck of guidance on where to seek employment or how to effectively отри in. 


retailing, interior design... are just some | 





< bucks, and provide an individual with | 


the company’s diversification into New | 


. The study concluded: "It is the students from the best Mumbai colleges who gto 
е first | k for these (IT and other New Economy) jobs. The dalit students area 
мау dc "ш scale of educational achievement de their college taining, 


network th f at generates information about where the jobs exist. 


(or two) on their resumes. 


Foreign universities offer another | 


distinct advantage: they're a lot easier to 


get into. Let the achiever-types slog for: | 
the CAT. Inheritors would rather pay | 
| dle-class have — die hard, this genera- 


their way, and go the GMAT route. 

That brings me to one final, but ma- 
jor trend which we will see more of: 
‘E funds’, or education funds. Senior ex- 


the rising costs of favoured courses like 


engineering and MBA. They are even | 
willing to take on huge loans to send | 


their kids abroad — it's a risk they'll take 
for the anticipated future returns. 


— they are active consumers. 


Achievers and inheritors are viatble, | 
| head of the senior secondary school. 
For every Rohan or Mohan jumping 
happening is upward mobility for | 
strivers (See ‘The Youth We Rarely Talk | 
About’). The System does not offer to- | 
day’s strivers the same level-playing | 
field and abundance of chances that the | 
post-Independence generation of our | 
| many other ways to do things.” As long 
Take the alarming attrition rate in | 
the call centre industry. І am yet to meet | 
a graduate from any respectable college | 


their needs are being met by the educa- 
tional marketplace. What I don't see 


fathers had. Ideally, it should. 


who sees it as more than a temporary | 
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blip in hisor her career graph. 
Says Robin Almeida, who's 
done a stint with Wipro Spec- 
tramind: "It's easy money. But 
no one sticks on too long... 
You have to try and move on 
to something better." It's seen 
as a dead-end. job by such 
youngsters. When the night 
shifts gets too much, they can 
afford to quit — it’s only 
pocket money. Instead, why 
not hire a striver, for whom 
working at a BPO would be a 
huge opportunity? Probably 
because they lack the lan- 
guage skills and confidence 
required to get the job in the 
first place. 

Which brings me back to 
the original question: is the 
Indian youth ready to walk 
down a different path? There 
is at last a large enough mass 
of young people who have no 
memory of pre-liberalisation India. 
They have the benefit of financially se- 
cure parents, and are the firstto grow up 
in abundance and prosperity. Though 
old habits — especially what the mid- 
















tion will change many of the rules of the 


| game. They will make choices based on 
| instincts other than survival — because 
ecutives are saving for their children's | 
college education in the US. Middle- | 
| class parents are bracing themselves for | 

Satisfaction is high on the agenda of | 
the other potent class of youth in India | 
-— the inheritors. It's understood you'll | 
join the family business — be it films, | 
. politics or making plastic buckets. The | 
practical thing to do is ‘piggyback’ on | 
what the family has founded for you; the | 
соо thing, however, is proving you can | 
. doit differently, or better. The inheritors | 
| role model would be someone like MTV | 
youth icon Anil Ambani, whos carrying | 


the latter is more or less assured. 
Already, only one student out of 78 in 
class 12 of Delhi's prestigious Vasant Val- 
ley School takes up the medical en- 
trance exam. And just four opt for com- 
puter science. “There are lots of people 
opting for economics, psychology and 


i- for the liberal arts in general. Students 
The bottomline is Indians are no | 
longer passive recipients of education | 


have figured that by dropping maths 
and science you are closing off only a 
few career options while the majority of 
careers are still open,” says R. Krishnan, 


into. software or a US-bound plane, 
there will be an Amit the filmmaker or 
Samit the writer. 

As linglei novelist Chun puts it: 
“There's no reason to stick on the nor- 
mal, boring road when there are so 


as those things pay, whispers her Indian 
counterpart, nodding in agreement. Ё 








elestine. 





RB, with reports from Avinash C. 
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The NextGen 
Internet users, 
today’s youth, 
prefer IM — not 
email — to 
communicate with 
their peers. That 
has implications 
for the workplace 
of the future and 
for marketers 


T's 1.30 a.m., but sleep is the last 
thing on Gautam Shewakramani's 
mind. The 21-year-old student of 
Notre Dame University just 
watched Kill Bill 2, and must switch 





sage) his buddies about how 'unbeliev- 
able' the experience was. "The next day 


film, and we discussed it." 

Movie critics can go take a walk. 
Gautam is just one of a new breed of 
young Indians who are deciding what 
to watch or buy or do, depending on 
those whom they can really trust: their 
buddies in the 24/7, global instant mes- 
sage universe. 

Instant messenger is not just a killer 
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preferred application on the Internet for 


came in late, the most popular IM pro- 
grams in India are MSN Messenger 
(with 10 million unique users a month 
in India) and Yahoo! Messenger (with 5 
million users). 

“Most of the young adults in the age 
group of 18-24 years use these products 
and 50% are students,” Shriram 
Adukoorie, director at MSN South Asia, 
said at a preview of Microsoft's MSN 
Messenger 6.0 last July. 

IMs typically pop up every time you 


show you which friends or contacts are 





four people on my buddy list saw the | 


application. It is fast becoming the most | 


the youth demographic. For those who | 


get on to the Internet and immediately | 


on the computer to IM (instant mes- | 





ТЕ" 


online. The cool thing about messenger | 


is that you can chat in real time even 
as you do several other things simulta- 
neously. “Alt-tab is the surfer's best 
friend,” grins Arjun Ravi of Mumbai's St 
Xavier's College, who typically might be 
searching for guitar tabs, reading rock 
reviews and watching streaming video 
while exchanging IMs with half a dozen 
buddies. And yeah, checking mail, but 
no more than is absolutely necessary. 
Its a global trend, now being played 
out in India. In a paper titled 'Email Un- 
cool, IM Rulz’, Steven L. Thorne, a re- 
searcher at Penn State University, notes 
that the new generation of Internet 


| users views email as a relic, preferring 
instant messaging for communicating | 





look at it. The way young people use IM 
— and the extreme multi-tasking it in- 
volves — sounds strange and frighten- 
ingto most people over 25. But it's a skill 
which comes to the youngsters as natu- 
rally as using the television remote. 

IM is a kind of metaphor for the 
mindset of the new millennium youth. 
Itfulfils a deep-seated need for constant 
stimulation. And keeps pace with their 
shorter attention spans. So short for 
some that buddies with slow typing 
speeds are huge turn-offs! Users mostly 
interact with the same group of friends 


| and classmates they normally hang out 


with their peers. "Youths, roughly 18, 19 | 


and 20 years old, are third-generation 
Internet users, and to them, email is 
akin to getting dressed up for a job inter- 
view, an uncomfortable formality to be 
avoided unless absolutely necessary," 
Thorne writes. 

In the Indian context, one can't say 





email is redundant — young people cer- | 


tainly do check their inboxes as a matter 
of routine or habit. But it's no longer a 
crucial communication tool. "My mail- 
box generally contains forwarded jokes 
and picture messages. I keep in touch 
with friends, make plans and [do] other 
important stuff through IM or SMS," 


says Jai Hind College student Sreeram | 


Ramachandran. 


The beauty of IM is the user's appar- | 


ent lack of effort. You're there, I'm there, 


| we interact. Typically, users have 30-40 
‘buddies, but it's not uncommon to find | 
IM junkies who've ‘maxed’ their buddy | 


lists (MSN allows you 200). Many simul- 
taneously keep both MSN and Yahoo! 
IM windows open — 'coz there are 
friends on both networks. 

It's usual to carry on a conversation 
with one or two buddies at a time, but 
more can be invited to join in — making 
it chaotic, or fun, depending on how you 
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with in college. But there's also the ex- 
tended community of former school- 
mates, acquaintances with shared in- 
terests, college seniors and the like. 
With close friends the conversations 
could be about anything from gossip 
about test results to opinions on cricket, 
to what your day was like — including 


| all the banal details. With those you 


don't know that well, it's usually to share 
information. Says final-year engineer- 
ing student Kaustubh Rajnish: ^I don't 
enjoy chatting that much so I'm not 
such a big IM user, but it has helped me 
keep in touch with the placement scene 
in other engineering colleges, where job 
interviews are happening, etc." 

IM usage also varies. There is the ‘al- 
ways on' variety like Wilson College stu- 
dent Ramya Sowmyaprakash, who's on- 
line 10 hoursa day during vacations and 
6-8 hours otherwise. She's also part of a 
small but growing number of students 
also connected to Yahoo! Messenger via 
her Orange cellphone. 

Dahanukar college student Pratik 
Pathak, on the other hand, uses Mes- 
senger only around once a week, that 
too mostly to keep in touch with friends 
he made from around the world during 
the World Social Forum in Mumbai. 
Some colleges and groups of young 
people are early adopters who've em- 
braced IM more fully than others. But 





IM Ruz 


*TMAQ=In My Humble Opinion 


it's spreading, and spreading fast. 
IM is big with Indian students 
abroad who want to keep in 
touch with friends and family 
back home. It's also indis- 
pensable if you're apply- 
ing to study abroad, and 
looking to connect with 
college seniors or ac- 
quaintances who've 
been through the 
process. Notre Dame 
student Gautam finds 










coolguy21: hey wassup 












asleep halfway. rajesh had to wake me up. 









sweet angel: not much... hows u? 


coolguy21: me's gr8. how was the mpvie? 
sweet angel: movie wasd okay, almost dfell 


coolguy21: hehe, funny. guess i'll give it a miss then 
sweet angel: do that. but checkl out the 1 at sterling... 
think its called 'the day befpore yesterday' or somethin 


coolguy21: yah, been plannin to see that. pinky said it was 


gr8. she says she was so frightened, she was shivering thruout 
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check in for advice every now and then. 
It's also extremely useful when do- 
ing college work in courses like BMM 
(Bachelor of Mass Media) and BMS 
(Bachelor of Management Studies) of- 
fered by Mumbai University. "We can 
connect online on projects, instead of 
having face-to-face meetings," says Jai 
Hind BMM student Sreeram. A 25-slide 
PowerPoint presentation can be divided 
up among five students, with real-time 
collaboration ensuring that things re- 
main in sync. The best part is IM allows 
exchange of files of all kinds, including 
audio and picture. 
The early era of the Internet was 
experimentative. Teens and young 
adults found pleasure in ran- 
dom surfing and chatting 
with strangers. All that is 
now seen as a waste of 
time. The Internet is not 
an alternative world; it's 
just an alternative envi- 
ronment which ties in 
to the real world. "You 
still have the odd loser 















many of his younger sweet angel: pinkys like that only. remember wen sharma with an ID like 
brothers friends auntys daschundf almost gave hera heart attack? cooldude123, pice 
who've taken their SAT coolguy21: yah, that was hilarious. btw, i think pops up with a/s/l 
asking that he add them minku'sgoin to derjeelinh for summer hols. lucky chick (age/sex/ location). But 





to his buddy list. They 


coolguy21: hey... gotta physics test 


tomorrow... see you in coll... gtg... 





TTL 


sweet angel: wow. і wish i could go, but my parents 
are on my case to srtudy for these stupid exams. 










‘chatroom chatting’ is now 
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є officially dead,” says English literature 
| major Supriya Nair of Mumbai's St 
Xavier's College. 

Surfing the Internet now means 
checking back with a few favourite sites 
every now and then, and going deeper 
into your own area of interest. 

Music lover Arjun, for instance, is 
constantly at modernrock.com ог 
checking out Formula One news, while 
trivia buff Rohan Nair is researching 


from college around 7 p.m., have a bath 
| and eat. Then І switch on my comp and 


г the next few hours,” says Rohan, who's a 
student at Mulund College of Com- 
merce. The only other option is watch- 
ing the nightly marathon run of saas- 


-family glued to the television. 

| The marketing fallout of 
the IM phenomenon? You 
‚ can't bullshit this generation. 
.. Says ex-IMRB research con- 
~ sultant Dina Mehta: "They are 
savvy consumers who sift 
| through an offer and reject it 
| iftheres nothing in it for 
"them." If a product or experi- 


questions for future quizzes. “I get back | 


get onto the Net — mainly for IM — for | 


bahu dramas, which has the rest of the | 


| 





@ Number of users of all MSN 
services in India, including 
MSN Messenger: 12 million 


е e Age profile of typical user; 
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Mumbai-based rock fan. “But a lot of | 
what I hear is based on recommenda- | 
tions from my rocker friends on IM. 
Sometimes they'll even burn me a CD." 

Penn State University researcher 
Thorne proposes that Internet commu- 
nication tools are simply that — tools, 
and, as such, are subject to what he 
terms 'cultures-of-use' In other words, 
while 40-year-olds might use email to 
plan an after-work get-together, third- 
generation Internet users — habituated 
IM users — would not dream of it. 

In a broader context, as these third- 
generation Internet users hit the job 


market, Thorne predicts. they will carry | 


with them their cultures-of-use for 
Internet communication programs. 
Currently, IM is largely frowned upon 
atthe office. But Thorne sees small 


| pockets of users beginning to transform 


Are you h 


MSN 
| Messenger 























every Tom, Dick and Hari in 
due course. This, of course, 
‘happened in the past too but 
today, the speed at which such 
-information is disseminated is simply 
light years ahead. 

Peer opinion counts even more 
| when it comes to entertainment 
_ choices. The evolved young moviegoer 
. no longer cares what the mainstream 


| they know and trust more. “I have 
friends at IIT (Indian Institute of Tech- 
< nology) who get the latest movies hot off 
‘the Net, much before they're released in 
India,” says one young film buff. 

With alternative music getting no 
"significant airplay on FM or music tele- 
-. vision, many young people are using the 
Net to access a wider range of sounds. 
One can trawl through bands and 


with like-minded friends is also a good 
source of info. 


rums," says Arun ‘Ironman’ Kale, a 


- media decrees; there are other sources | 


download sites. Swapping info on IM | 


ence does not live up to its 18-24 yrs <  ć _ 
һуре, you сап be sure that — & 59% are students 
‘pews will promptly beIMed to iee 
d * 88% are single 


* 67% are online everyday 








“I visit metal chatrooms and fo- 








the workplace already. 

Osterman Research, a messaging re- 
search and consulting firm, estimates 
there will be 37 million corporate IM 
users by 2005, up from 24 million esti- 
mated by this year-end. In India, smaller 
companies are more open to IM, be- 
cause of cost-saving issues and lack of IT 
bureaucracy. So are entrepreneurs and 
the self-employed. 

Corporate India at large seems am- 


bivalent or unconvinced about the | 


technology. As a Citigroup employee, 


IM, commented, only half in jest: “This 
may be an indication of the generation 
gap between me (or my company) and 
the 14-24-year-olds, but what does IM 
stand for?" 

"IM use is definitely frowned upon," 
says Amar Saxena, manager at HSBC's 
BPO outfit in Bangalore. "It's like getting 
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a direct marketing call, only from some- 
one you know." But he adds that at his 
previous company, GE, a messenger- 
like program called Sametime was in 
use. Says a Deutsche Bank employee: 
"We have other systems that provide a 
similar function which are like chat- 
rooms." Theres also the ubiquitous 
Bloomberg terminal in dealing rooms. 
These terminals allow information ex- 
change between market players. 

Fact is, top management can't get 
over the feeling you're LOL (laughing 
out loud) with an IM window open on 
your desktop. At Polaris Software, for ex- 
ample, IM use was common at one time 
but access has been restricted since 
2001 — it is allowed for select people 
working on projects who need to inter- 
act with teams onsite. 

In response to concerns about per- 
sonal use on company time, 
Enterprise IM systems are be- 
ing offered by Bantu, Jabber, 
Lotus, Microsoft, Novell and, 
most recently, Yahoo!. These 
programs allow IT managers 
to grant IM access to employ- 
ees based on their roles in the 
company. The programs also 
offer enhanced security. 

However, as Forrester Re- 
search found, while at least 
60% of midsize and large 
companies in the US use IM, 
90% had no formal IT support 
for it. So employees often 
download publicly available IMs in- 
stead: At ICICI Bank, for example, some 
employees use IMs to communicate 
with colleagues in other branches. But 
theres nothing official about it and you 
can do it only if your PC is one of the 
lucky few that allows such downloads. 

Isthe instant messenger an unnec- 
essary distraction? IM savvy young peo- 
ple think the positives are far too many 
— and, in the end, it all depends how 
you use the technology. What about per- 


Graphics: ASHISH SAH! & NEERAJ TIWARI 


| sonal calls and SMSes? Says one young 
when questioned on his office policy on. | 


veteran: “When I’m not in the mood or 
busy with something, I just post an AFK 
— Away From Keyboard — message. Fi- 
nally, it boils down to trust." FWIW *,I 
second that opinion. u 
* FWIW = IM speak for ‘For What 
Its Worth’ 
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-^ The Indian family 
^ has moved from 
being completely 
autocratic to a 
benevolent 
dictatorship. Can 


| attains a fuller form 
|. of democracy? 


| teenagers, their need is not to need us... 
| This can be our finest hour. To let go 


E most generosity and love. 
E — Dr Haim Ginott, Between Parent 
and Teenager 


F there was an Olympic medal for 
laad aur pyaar (love and indul- 
gence), Indian parents would prob- 


letting go? Respecting the decisions 
-of young people, allowing them to make 


. Way to go. 
The western world has found its re- 
sponse to the parent-youth conflict by 
_ institutionalising the culture of individ- 
| ualism. You turn 18, we cut you loose. 
Enjoy your freedom, and deal with 
_ the consequences. Pay your rent, own 
-your life. 

In India, parenting is and always has 
been а lifelong occupation. Family and 
-allit stands for is what we venerate and 
| celebrate. But then, India got full frontal 
| exposure to the global youth culture. A 
| culture which puts ‘me’ before ‘us’ 
| Which places the call of hedonism and 
| hormones before ‘values’ and ‘morality’. 
Indian youth are redefining what con- 
stitutes a ‘boundary’; parents are won- 
dering how to respond. 

“Parties and curfew time, clothes, 
choice of careers, differences in dealing 
E. with sons and daughters... are some of 
. the typical areas of conflict between 


EU YOUTH 





their own mistakes? We still have along | 


| youngsters ensure it | 


As parents, our need is to be needed. As | 


when we want to hold on requires ut- | 


ably bag bronze, silver and gold. But | 


| "Let our children not face the same 


ty 0 7 и 


Sringing р 


| parents and teens today." That's an ex- | 
cerpt from an article published in a ! 
Mumbai newspaper in December 1990 | 
| 
i 


band Internet connection? OK, What's 
more, we won't be peeking over your 
shoulder. There is far greater personal 
space. But these are the side dishes on 
| thefamily menu. | 
| In‘core’ areas, like choice of careers, 
| On some fronts, parents have | parents remain convinced they know 
yielded. They are more tolerant offash- | what's best for their offspring. Although 
| іоп — beit baggy, hip-hop style trousers | even here, they are becoming more 
i 
{ 
| 


— I was one of the teens then inter- 
viewed for the piece. Almost the same 
set of issues dominate even today. 


or shoulder-length hair for boys. Low- | opentoother choices (See ‘The Book of 
| waist jeans have moved from being | Job’ on page 40). A would-be engineer 
| worn by models to the college girlina | shifting to travel and tourism is not the 
Kandivili-bound local train without | endofthe world, as they know it. 
| causing massive socíal upheaval. | The stickiest issue of all remains re- 
| In matters of consumerism parents | lationships with the opposite sex. Hang- 
and young people are partners in crime. | ing out in a mixed group as ‘friends’ is- 
| fine. Having a steady girlfriend ог 
hardships we did,” is a common senti- | boyfriend and being able to tell your 
ment. Want a computer? Done. Broad- | parents about it? Still rare. " That open- 










The youth-side gallery | 


ACNielsen ORG-MARG: s survey on attitudes to life among yout 
segmented them into the following types: e 


BALANCING LOT “Responsibility towards famiy and t ny 
areimportant." 










“social norms. | 
MONEY MANIACS “Money is God,” 
Mostly males from middle to lowermida ecas 

-as а function of money. 









us s don't let me owhatlwant! - 5 
E T here is frustration and dejec tio T young people — mostly lo lower у 
SE пне middle-class females 'are герле to thi eir fate. * 








: The ‘coo! guy’ and ‘money ma are visible duet to their 

onspicuous consumption an media | interest in their lifestyle. But the 
alanced lot" is increasing in number, accordin 1 Sarang Panchal; - 

| : executive director (бојот media at ACNielsen ORG-MARG. - 









BUSINESSWORLD 48 28 JUNE 2004 


No taboo, 
this tattoo: 


Chatterjee 
and daughter 
Nayantara at 
tattoo studio 
Funky Monkey 


ness is lacking,” says Delhi University 
student Rajat Garg. The disapproval fac- 
tor doesn't curb relationships; it merely 
keeps them under wraps. And more so, 
ifyou happen to be a girl. “We definitely 
face more restrictions than guys,” is a 
common refrain. 

The Indian family has moved from 
being completely autocratic to a benev- 
olent dictatorship, but is yet to attain a 
fuller form of democracy. 

The bottomline is: we can make 
your life more comfortable but only so 
you focus on what's truly important — 
‘succeeding in life’ “The capital invest- 
ment in a young person's education and 
lifestyle is much higher today," says 


Narendra Panjwani, sociologist and film | 


professor at Digital Academy. "So in 
many ways dependence on parents is 
far greater." 

Young people are not about to rock 
the boat until they can buy or build a 
boat of their own. The personal soap 
opera the urban upper-middle-class 
youth sees itself starring in is Friends 
and not a Balaji production. In her early 
20s, finally settled into a career the par- 





ent approves of, she actually gets to live 
it. "Once you start working, your family 
finally agrees you are responsible eno- 
ugh to know right from wrong," says 
Dipti Agrawal, a BPO employee in Gurg- 
aon. Late nights, parties, pubbing, even 
relationships are less frowned upon. 

The good news for parents is that 
youth themselves aren't looking at being 
too radical. In 1999, a survey by Mc- 
Cann-Erickson India's Strategic Plan- 
ning & Consumer Insight Cell con- 
cluded: "The key drivers for the next 
generation are: a desire for material and 
financial success, and a desire to ‘fit in’, 
adjust, be peaceful" An ACNielsen 
ORG-MARG study (See ‘The Youth-side 
Gallery’) on youth also shows that there 
is a growing breed of young people who 
are ‘balancers’, 

Balancers believe that “We should 
take the good things from western liv- 
ing..., but not lose our values." The 
statement that defines their attitude to- 
wards life: "As long as we are within our 
limits, why shouldn't we do what we 
want?" Difference in opinion on what 
constitutes 'limits' is what perpetuates 
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DILEEP PRAKASH 


PARENTS 


The young and 
the restless 


ONFIDENT, optimistic, 
CQ driven by 

definite goals, the ‘proud 
to be Indian’ generation equally 
at ease with the East and the 
West. These are some truisms 
about today's youth. But there is 
another, less-talked-about side 
to the story. There is more 
stress on young people today 
than ever. 

A survey and counselling ini- 
tiative among students of 
Mumbai's St Xavier's College six 
years ago revealed that 2196 of 
the 2,273 students surveyed 
were found to be depressed. The 
survey was a collaboration 
between Dr Rajesh Parikh, con- 
sulting neuropsychiatrist at 
Jaslok Hospital, and the Tata 
Institute of Social Sciences. 

When students were asked 
what they perceived to be the 
causes of depression, almost 
3596 cited problems with career, 
2296 with relationships, 1696 
with family, and 1296 with exam- 
ination stress. 

Incidentally, St Xavier's has a 
full-fledged counselling centre to 
address the situation —some- 
thing most schools and colleges 
do not even bother to invest in. 


the generation gap. 

As Oscar Wilde once noted, "Chil- 
dren begin by loving their parents; as 
they grow older, they judge them; some- 
times they forgive them." Maybe when 
they become parents themselves. Says 
consultant psychiatrist Pervin 
Dadachanji: "Ideally, young people 
need to be given a rope — but not 
enough to hang themselves with." Giv- 
ing in too much in the name of being 
"liberal' or over-indulgence on the ma- 
terial front can be as dangerous as ex- 
cessive control. 

Ahead is uncharted territory. We can 
make it our finest hour. к 


RB 





"At the stroke of the midnight hour, 
when the world sleeps, India will 

awake to life and freedom.” 
—Jawaharlal Nehru, on the eve of 
India's Independence 





BPO, is equally connected to the 
midnight hour. This tryst is also 
about independence: the indepen- 
dence of the Indian youth, whose 
time, talent and skills are suddenly val- 
ued in the employment marketplace. 

"A moment comes, which comes 
but rarely in history, when an age ends, 
and when the soul ofa nation, long sup- 
pressed, finds utterance." This is that 
moment. And the utterances are music 
to the ears of consumer marketers, es- 
pecially lifestyle brands. The 'youth' 
market they've been chasing all these 
years finally has a credit card with no su- 
pervised spending limit. 

The impact of consumerism by 'in- 
dies' — financially independent young 
people — is clearly visible. “We have 
tripled our sales in Bangalore city in the 
last three years," says Shumone Chatter- 
jee, marketing director, Levi Strauss In- 
dia. And he believes this is largely due to 
the effect of disposable income coming 
into the hands of the 18-22 age group 
employed in BPO jobs. 

Vishu Ramachandran, regional 
head (consumer banking), Standard 
Chartered Bank, India, estimates that 
India adds around 3 million young 


URBAN YOUTH 


















NDIA' latest tryst with destiny, 








earners in the age group 20-24 annually. 
These first-time earners account for 
7-8% ofits credit card base of 1.4 million 
— à figure that is expected to more than 
double in the next few years. 

StanChart is targeting this segment 
with specially-designed products like 
the Visa ‘mini’, which is 43% smaller 
than the regular card and being posi- | 
tioned as a ‘cool accessory’. The MTV | 
Citibank Mastercard, too, has gone in | 





Too much, too soon? 


A Че Foce Of 


Youth Consumerism 


for a more exciting new look, a variant of 
its global ‘mc2’ design. Both cards offer 
discounts at popular retail outlets and 
hangouts frequented by young people. 
BPO, with its ever-expanding de- 
mand for freshers, is fuelling the charge 
of the ‘indie’ brigade. According to Nass- 
com, BPO firms employed 245,500 peo- 
ple in 2003-04. Assuming 90% of this 
workforce is below the age of 25 and 
earns Rs 10,000 a month on an average, 


The experience being asked for? Just 2-3 years! With young people 


O N job site naukri.com, a ‘middle’ level position is being advertised. 


achieving career milestones and financial goals faster than ever, 
watch out for the inevitable burnout. A typical tale of woe: “I get bored 
pretty easily and | am impatient —typical things that many people of my 
age and education lament about. Just 24, and things have become too 
commonplace for me. Like, being there and done that. The sense of 


adventure is kind of slipping away.” 
Organisations are doing their bit to 


keep the youth workforce 


stimulated. Says Ranjan Acharya, vice-president (HR), Wipro: “Young 
people are concerned with how much they can earn, and how much they 
can learn.” Wipro runs a ‘Wings Within’ programme allowing staffers who 
want a variety of experiences to apply for positions in other departments. 

And companies are trying to make the ride as much fun as possible. 
Hema Ravichander, vice-president (HR), Infosys, says: “We try to be a ‘home 
away from home’. There's fun in the form of cultural events, sports, food 
court as well as health and lifestyle enhancement services." 

And yet, there is a restlessness, a 'what next' attitude. It's an attitude 
that infects one's outlook not only towards one's career, but relationships 
and even life in general. Educationist and counsellor Aarti Gupta observes: 
“Retaining a ‘spark’ in their personal and professional lives is going to be 


a lot more difficult for this generation." 


something blogger: 
so then, is that all there is? 


The feeling is captured by one 20- 


the monthly paychecks and paying off of the bills? 
the car and house, bigger the better, the only way left to say — 


I'm not average! 
The quest for fulfilment continues. 
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India’s youth market 
finally has a credit | 
card — with no 
supervised spending 
limits. That’s music 
to the ears of 
marketers, who’ve | 
been chasing them 
for years 


the purchasing power ofindies is no less | 
than Rs 2,200 crore annually. | 
The important thing is that this is | 
basically ‘pocket money’. Many indies 
live at home, so rent and food is taken 
care of. ‘Live for today, hope for tomor- 
row, splurge tonight’ is their mantra — 
enter the new and potent consumer. 
Reebokis one company that's sitting 
up and taking notice. It is looking at the 
spending habits and disposable in- 


| (customised 


comes of youth in BPO firms. “We are in 
the process of setting up an internal 
study to understand how to target these 


youth,” said a company spokesperson. 
| 


But BPO is just one example. From 
retail to insurance to banking, entry- 


| level jobs are aplenty. IT firms added 


55,000 employees this year, mostly engi- 
neering graduates. Infosys alone recrui- 
ted 10,000. “The role a good young per- 


| soncan play inan organisation is huge,” 


says Sarang Panchal, executive director 
research), ACNielsen. 
“Their steep learning curve compen- 
sates for any lack of experience.” 

As for that other archetype of ‘youth’, 
the student, the good news is he (or she) 
is very aware of brands. The fact that this 
does not get reflected in every second 


| collegegoer wearing a Nike shoe has to 


do with pricing, which takes the product 
beyond the average teen's reach. This 
does not translate into ‘deprivation’ be- 
cause barring a small class of rich kids, 
everyone shares this penury. 


Levi Strauss' 

"^ Shumone 

| Chatterjee 

! believes the 

| jump in sales 
of jeans is 
thanks to BPO 
money in the 
hands of youth 





BUSINESSWORLD ў А 28JUNE 2004 


BUYING POWER 


“I get Rs 1,200 a month as pocket 
money,” says 17-year-old Seema Hari of 
Mumbai's Mithibai College. "It's never 
enough." The money is spent mainly on 
entertainment and eating out; cash for 
clothes is separate ("Depending on how 
generous the folks feel"). With a multi- 
plex ticket costing Rs 100-150 and a cap- 
puccino Rs 30, it's not hard to see where 
a young persons allowance disappears. 

So while brands may be attractive, 
shopping at streetmarkets like Colaba 
or Sarojini Nagar is equally cool — and a 
lot cheaper. But even those who can af 
ford brands often prefer the latest styles 
from Thailand available in hole-in-the- 
wall boutiques. The KSA Indian Consu- 
merand Retail Outlook study found that 
58% of apparel for young women and 
4296 for young men are unbranded. 
That's a huge gap for smart marketers. 

Airtel, which estimates it has 40 mil- 
lion potential young consumers, is one 
of the few companies to address the 
affordability issue with its Rs 50 and Rs 
100 recharge cards. Levi's is another, and 
has a'streetwear' range labelled Sykes. 

Interestingly, the young persons in- 
fluence in family purchase decisions is 
high. Anything to do with technology? 
He is God. The decision of which brand 
of mobile phone, flat-screen TV or two- 
wheeler to buy can be swayed by the 
resident youth in the family (although 
there may be a difference in opinion on 
what is a ‘reasonable’ amount to spend) 

Little wonder then that advertising 
for most products is about 'youthful- 
ness; a state of mind even parents are 
strongly identifying with. Associate di- 
rector (research) at MTV Networks India 
Raj Rana, who was born and brought up 
in the UK, notes that unlike in the West, 
where clubbing is a teen and young- 
adult phenomenon, in India it's em- 
braced by moneyed 30- and 40-some- 
things. These ‘middle-aged’ consumers 
are living out their lost youth — and it's 
reflected in their brand consumption 
and entertainment choices. 

As the one and only Tina Turner 
might have sung; "What's age got to do, 
got to do with it? What's age, but a demo- 
graphic notion." It's an attitudinal remix 
all of India is swaying to. + 


RB, with reports from Avinash Celestine 
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The author is co-founder 
& chief operating officer at 
MindTree Consulting. 


The 

lure of 
lucrative 
jobs at 

a very 
young 
age today 
is akin 
to the 
attitude 
of day 
traders 
during 
the 
Internet 
boom 





| morrow, itis not about anything you would re- 


| world stopped. Billions of dollars of losses later, | 


| many other people. The workplace is not a 


| knowledge, skill and attitude. More important- 


the job front 


ONVERSATION in an elevator: 

two engineers in their mid-20s ex- 

changing notes. "How much did 

you ask?” “Eighty-five,” comesthe | 

reply. The job interview has obvi- 
ously taken place on company time. So what? 
The two engineers are oblivious to the fact that 
the elevator is a public place and that they are 
not alone. The casual, almost cynical, transac- 
tion reminds me of day traders during the In- 
ternet boom. 

Day trading, for the uninitiated, is buying 
and selling stocks in order to make a gain, in 
one day. It requires the intuition and the risk- 
taking abilities of a gambler. It is not about to- 


motely са опр term. The Internet arrived. And 
day trading shifted from the floor of the stock 
exchange to the virtual world. Many sensible 
professionals learnt about ways to make 
money without leaving the suburbs — all you 
needed was a PC and a modem. People quit 
their jobs and got on to day trading. Then the 


the day-trading folk — flower children of the 
late 1990s — are still picking up the pieces. 
Itisironic, however, that the lesson is lost on 


gambling den. To some, the most criticalissue | 
isto know whois getting how much money and 
where. There is no view of tomorrow and what 
the real wager in the game is. The initial years of 
acareer are akin to the years spent in internship 
bya young surgeon. Inherent talent or skill does 
not matter. Real learning comes by watching 
senior doctors at work, learning to pick up sig- 
nals while doing the rounds holding on to 
someone's coat-tails, and sharpening one's | 


ly, these are the years when one learns to learn. 

But where is the time to learn to learn? I 
meet 20-something people who are convinced 
that they are ready to become the chief of fi- 
nance or marketing or human resource of their 
organisations. They cannot wait and must get 
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there before a 'batchmate' does, Telling them to 
ease up is like preaching celibacy to a teenager. 
Recently, I met one such give-me-the- 
chief's-job-or-I-will-go-elsewhere youngster. 
He just could not wait. I have a very simple 
thing to say to his kind. Think of nature. By the 
time you enter your teens, you have the ability 
to procreate. But society has realised that the 
ability to procreate and to parent are two differ- 
ent things. That is why even though at 12 you 
are physically ready to bea dad, you wait till you 
are 30. To the youngster I met, only functional 
knowledge mattered. That is like the ability to 
procreate, not the ability to take up parenting. 
On another occasion I was speaking to a 
competent professional who had just changed 
jobs to join MindTree. I asked him what his mo- 
tivation was in stepping out ofhis earlier organ- 
isation. "Peer pressure," he replied. The last 
time I had known people talking about peer 
pressure was in the context of smoking or 
drinking. Here was an otherwise sensible, full- 
grown human being, educated in the best of in- 
stitutions with a good job on hand. Yet, he 
walked out because all his friends who had 
joined the organisation with him were gone. 
One makes a job change for substantive 
reasons — each job change can be a snake- 
and-ladder game. It is not just about the job ti- 
tle and salary you get. In the early years, it is crit- 
ical who you work with, how much headroom 
there is to learn and contribute, how compe- 
tent the environment is to provide tough feed- 
back, so that you are ready for larger challenges. 
Another group of young engineers I met at 
an industry event asked me if it is true that stay- 
ing in one place for long makes you lose your 
worth. The answer lies in observing the track 
record of people who have made an impact 
during their lifetime. Seldom will you see that 
they have been mindless job-hoppers. They 
certainly haven't made job changes of the day 
trading or the peer-pressure kind. People at the 
top are invariably the ones who have made two, 
at best, three changes in their entire career. Bi 
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The Great Place to Work* Survey 2004. 
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The survey has grown in respect, every 
year, since its inception over two decades ago. 
Today it's conducted in over 20 countries of North 


America, Latin America, Europe, Africa & Asia. Results 


not include a participation fee. If your 
organisation is also turning normal employees 


into people addicted to their workplace, then it's 





time to step up and get the recognition that you 
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In January 2004, India’s top drug maker 
Ranbaxy Laboratories made a big-bang 
entry into Frances $800-million generics 
market. It went from being a nobody to 
Frances fifth largest marketer of off- 
patent drugs by acquiring RPG Aventis 
from the Franco-German Aventis 
Pharma. The coveted top league in 
France — the world’s fifth largest gener- 
ics market, after the US, Japan, Germany, 
and the UK— has a hefty price tag. Ran- 
baxy reportedly paid Aventis $84 million 
(nearly 1.4 times the target company’s 





©: 2003 sales) for a 100% stake. That made it 


the largest overseas acquisition by an In- 
dian drug maker In the following 
months, Hyderabad's Dr. Reddy's and 
Mumbai's Wockhardt made acquisitions 
in.Germany and the US. In 2003, Zydus 
.Cadila had boughta company in France, 
Wockhardt in the UK, and Glenmark in 
Brazil. Is it timefor Indian Pharma to go 
global with a vengeance? 


VERYTHING seems to 
suggest that it's time. And 
the industry has picked 
up the cue. Already, there 
are more overseas deals 


and more Indian pharma | 


companies doing them. But there's one 
problem: besides Ranbaxy's RPG Aven- 
tis buyout, most such deals have been 
far too small. In 2003 and so far in 2004, 
Indian Pharma has spent around $200 
+ million on acquisitions in the West. The 
figure for the whole ofthe last decade is- 
nt much bigger, at $250 million (See 
'Foreign Deals By Indian Drug Compa- 
nies’). In that time, global generics ma- 


number three. In October 2003, it struck 
the largest generics deal ever: the 
$3.4-billion buyout of US-based Sicor. 
When competitors are taking such 
giant strides, Indian companies can't 
keep apace with baby steps. They need 
to scale up dramatically to compete ef- 


| fectively — and beyond a point; that 


jors struck deals worth more than | 
$10 billion (See ‘Large Deals By Global | 


© Generics Companies’). 
" It's not so much about huge deals as 
about radically altering the scale of op- 
erations and influence. The best exam- 
ple of this is generics leader Teva of Is- 


mate, 4296 of that growth came from ac- 
quisitions. As far back as 1996, the com- 
pany paid $53 million to pick up APS/ 
Berk — a deal that propelled Teva to the 
number one position in the combined 
US-UK market. In 1998 it bought Phar- 
machemie of the Netherlands for 
$83 million to become the market 
leader, and in 2002 it bought Bayer Clas- 
sics for $97 million to become France's 


cant be done in India, or through the or- 


ganic route. There are several com- | 


pelling reasons for this. 
One, the Indian market is not grow- 


ing as fast as half a decade ago. Value | : b . 
growth has slowed to 7% from 20% six | betting igger* 
years ago as prices have dipped, thanks | 


| By Gauri Kamath 


to the Indian companies’ rush to flood 
the market with as many products as 
possible before 1 January 2005, when 
the product patent regime kicks in. Wor- 
ryingly, even some of the front-ranking 
Indian companies like the Rs 1,133- 
crore Sun Pharma or the Rs 1,252-crore 


| Zydus Cadila still earn 6096 or more of 
rael, which doubled its sales to $2 billion | 
between 1997 and 2001. By one esti- | 


their topline from the domestic market. 
Two, Indian firms have held their 
own with strong process development 
skills and low-cost manufacturing. But 
their foreign competitors are increas- 
ingly leveraging India through supply 
deals, tie-ups, orlocal manufacturing. 
Three, Indian pharma companies 
may face pressure from investors to rad- 
ically alter their growth trajectory. They 
have mostly been meeting market ex- 
pectations, but that could change with a 
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Most overseas 
acquisitions by 
Indian Pharma 
amount to 
small change 
from a global 
perspective. 
Shouldnt it be 


few bad quarters. In the past six months, 
Dr. Reddy’s stock has fallen 43% (while 
the BSE Healthcare Index dipped by just 
5%), mostly because it lost a patent 
challenge case against Pfizer in the US. 

Four the best time to make good in 
the fast-growing, $62-billion global 
generics market is now — the opportu- 
nity to introduce off-patent drugs in the 
lucrative markets of US and western Eu- 
rope peaks between 2004 and 2008. 
There is no time for taking the long- 
winded route of organic growth. 

And last, to encash the present op- 
portunity properly companies will 
need a wide enough product basket to 
establish clout with distributors in the 
key markets. Unlike patented drugs, 


generics sales in most markets are 
strongly influenced by relationships 
with the trade, not doctors. 


Hence acquisitions, and that too big | 
ones, are the only way to sustain growth | 
and attain critical mass in this globalis- | 
ing industry. So far Indian companies | 
have got by doing small deals, mostly to : 
add some distribution strength or mar- | 
ket knowledge. But it's time the serious | 
‚ acquiring companies for building criti- 
| cal mass, without consolidation or 


 onesstepped on the gas. 


The Dilemma 


Opinion on how far one should push the | 


pedal is split across the spectrum of 
players and industry watchers. Gaurav 


Gupta, head (pharma practice) at in- | 
vestment bank N.M. Rothschild, is not | 


convinced that the current deals will get 
Indian companies to the size that's 


needed to compete in a consolidating | 
market. "One has to see to what extent. | 


such deals are scaleable," he says. 


The Indian industry's appetite for | 
mergers and acquisitions (M&A) hasin- | 
creased. Since 1995, Indian companies | 
have inked 15 overseas deals, 11 of | 
which have happened in the last two | 





i 





years. But only three of the 15 deals are | 
worth $20 million or more. "Things are | 
changing gradually. But we need more | 
fast-paced action,” says Jacob Mathew, : 
| ating it. It's also one of effectively using 


managing director of MAPE Advisory. 


Indian companies themselves often | 
miss the point. They would rathertake | 
time to chew on the small morsels | 
they've already bitten off. Pankaj Patel, | 


chairman of Zydus Cadila, says: "Merely 


building a base for growth, is a road to 
nowhere." Dilip Shanghvi, chairman of 
Sun Pharma, agrees: "It's wiser to hasten 
at leisure and take sensible calls based 
ona realistic assessment of resources." 


Rajeev Gupta, head (investment | 
banking) at DSP Merrill Lynch, is on the 


side of the companies. He says Indian 
companies are not meant to be doing 
"transformational" deals. He believes 
they have a strong competitive advan- 
tage and only need strengths like distri- 
bution and market knowledge. 


Indeed, one size doesn't fit all ће | 
imperatives and risk appetites vary | 
among companies. For the Rs 4,461- | 


Foreign deals by Indian drug companies 


TARGET 


COUNTRY 


Ohm Labs 


Basics 


Veratide** - 


Signature* ** 


TOTAL quem 

un hiked its Caraco stake from 36.5% in 1997 to 63% in 2003 
A brand bought from P&G 

*** Only manufacturing 

Not all deals involved 100% stake acquisitions 


Source: Companies 
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DEAL SIZE . 


_ PHARMA M&As 


crore Ranbaxy and the Rs 2,008-crore 
Dr. Reddy's, it's a question of not just 
sustaining the initial momentum of en- 
tering the western markets, but acceler- 


the cash they are spewing out. Dr. 
Reddys, for instance, was sitting on a 
pile of Rs 860 crore at last count. 

For the Rs 980-crore Wockhardt and 
the Rs 1,200-crore Lupin, the driver for 
M&As would be the need to catch up 


_ with the leaders. Those like the Es 440- 


crore Unichem and the Rs 1,000-crore 


: diversified group Jubilant Organosys 


(earlier Vam Organics), who took their 


| first steps in this business later than 


most, have figured out that it takes time 
for a product to go from the laboratory 
to a developed market. These compa- 
nies need a move-on in the shape of 
readily marketable products. 

Some predict that companies that 
have completed their first phase ofin- 
vestments in the regulated markets of 


| the West — Ranbaxy, Dr. Reddy's and 


Sun Pharma — are the likely candidates 
for foreign deals worth $100 million or 
more. Companies like Wockhardt and 














‘depth - 


the Rs 462-crore Torrent Pharmaceuti- | 
| generics business Basics GmbH for | 


cals are likely to do deals half that size. 


Trials & Errors 
Till last year, Ranbaxy was doing small 


standing of new markets. After having 
tested the waters, it's now sure of what it 
wants: scale. Interestingly, it has grown 
mostly organically in the US — its 
biggest market, with 2003 sales of $411 
million. This was also the first regulated 
market it entered — in the mid-1990s, 
when generics were just taking off. 

But western Europe and Japan are 
tougher turfs. For one, save the UK, Ran- 
baxy is entering them later and hence 
has less time to ramp up presence. Eu- 
rope is a heterogeneous market, with 
each region having its own peculiarities. 
For instance, German generics compa- 
nies use umbrella branding for generics, 
but that’s not so in the UK. Japan is far 
removed from other developed markets 
in terms of culture, language, and prod- 
uct preferences among doctors. 


| is to keep looking. There are several 


| have done little for its German presence 
deals to facilitate its entry and under- | 


Ranbaxy's 1999 buyout of Вауегз | | 


$8 million and Procter & Gamble's hy- | 
pertension drug Veratide for $5 million | 


so far, say analysts. Its sales in the $5-bil- | 
lion German generics market —wherea | 
handful of players claim the lion’s share 
— were a mere $14 million last year. So | 
Ranbaxy is now scouting for another ac- 
quisition — this time a large one it 
seems. Reports have suggested that it | 
was interested in acquiring Heumann, | 
Pfizer's $120-million German generics 
arm. It cannot afford to scrimp, since 
the other predators are the heavy- 
weights Teva, Merck and Sandoz. 

Scale is not the only thing it is after. 
Ranbaxy also says it will use acquisitions 
to acquire either a franchise of special- | 
ity, branded generics (not as vulnerable | 
to pricing pressure as plain vanilla | 
generics), or a new technology. “My job | 


promising opportunities," says Ameet 
Desai, vice-president (M&A and busi- 


Deals by global generics companies 
YEAR ACQUIRER 


TARGET 


| APS-Berck 


“Oclassen Pharma 


ЕН Faulding 


Anesta а Corp — 


ESI Lederle 


ness planning), Ranbaxy. Desai says he 
sees a greater risk appetite among In- 
dian companies now than ever before. 
“They are more confident since their or- 


| ganic initiatives have paid off.” 


Butit's not as if all Indian companies 
are ready to throw money at target com- 


| panies. Таке Dr. Reddy's. In 2001 itwona 


patent challenge against Eli Lilly involv- 


| ing the $3-billion drug Prozac and had a 
| promising pipeline for other challenges. 


The same year, it raised $115 million on 
the New York Stock Exchange, partly to 


| make acquisitions in the US, “The pur- 
| pose was to get a product pipeline with 
| greater breadth and access to distribu- 
| tion,” says Satish Reddy, managing di- 
| rector and chief operating officer, Dr. 
| Reddy’s. But with valuations sky-high, 


Dr. Reddy’s shrank from coughing up 
multiples of as much as two times the 
target's sales. Hence it had to go it alone. 

Importantly, Reddy doesn’t see value 


| in targets with no differentiated prod- 
| ucts. Unlike Ranbaxy, which carpet- 
! bombed the US market with generics 


COUNTRY DEAL SIZE 





Source: Industry 
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Satish Reddy of Dr. Reddy's thinks his 
firm can get to critical mass organically 


(patent challenges or not), Dr. Reddy’s 
has been more selective. Apart from 
Prozac, the company crossed swords 
with the largest pharma company Pfizer 


on its $2-billion heart drug Norvasc; it | 


lost the case. Though the risks in this ap- 
proach are greater, the possible upsides 
are larger too. When it finally bought US 
company Trigenesis Therapeutics ear- 
lier this month for $11 million, it was an 
extension of its strategy of differentia- 
tion. Trigenesis has a technology plat- 
form to make new drug delivery sys- 


$6-billion market in the US. It has no 
drugs in the market but holds licences 
to products being developed by others. 
Analysts point out that Dr. Reddy's 
lacks a product basket wide enough to 


Ameet Desai of Ranbaxy feels the risk 
appetite of Indian Pharma is rising 


patent challenges coming up in the US, 
the attention has riveted back there. 


Then there are companies like | 


Wockhardt that are going in for 'value 
buys’: buying into struggling companies 
and attempting to turn them around. 
Wockhardt acquired Wallis, a loss-mak- 
ing manufacturer and distributor of 
over-the-counter drugs, for $9 million in 
1998. Though Wallis became profitable, 
it didn't give Wockhardt a strong pres- 
ence in generics. So five years later, 


| Wockhardt picked up the $61-million 
tems for dermatological products, a | 


make up for the gaps between patent | 


challenges. For instance, the Prozac win 


allowed it to make $60 million in six | 


months. But prices fell sharply after the 
exclusivity ended, putting pressure on 


profits. The company lost two other | 


subsequent patent challenges. 

The company acknowledges the gap 
but favours organic growth. G.V. Prasad, 
vice-chairman and CEO of Dr. Reddy's, 
recently said the company was stepping 
up activity on non-patent challenges to 
“expand breadth and add predictability 
to future revenues”. Dr. Reddy’s is also 
not gunning for other markets like Eu- 
rope the way it is for the US. In 2002, the 
company did pick up a small, $14-mil- 
lion company called BMS Labs and its 
subsidiary in the UK for $16 million. 
This was to give it a distribution network 
in the UK and actas the corporate head- 
quarters for Europe. But with important 


CP Pharma for $20 million. CP Pharma 
has a number of product registrations 
but not the resources to commercialise 
them, and that's what Wockhardt brings 
to the table. This buyout has put Wock- 


hardt in the UK top 10, with sales of $87 | 


million. In 2004, Wockhardt also bought 
German company esparma's business 
and sales force for $11 million. 

But the so-called value buys can go 
awry. For instance, Sun picked up 36.5% 
in the loss making US company Caraco 
for $7.5 million in 1997-98. It had looked 
like a steal, since Sun got distribution 
and manufacturing facilities. But it took 


| Sun five years to turn it around and huge 





losses were racked up in this time. “It has 
been our experience that acquired com- 
panies call for higher actual costs than 


profitable than estimated. So it is better 
to conserve resources and hurry at a 
sensible pace,” says Shanghvi. 

Yet market realities seem to be win- 
ning over caution. Shanghvi wants Sun 
to raise $350 million through the issue of 
debentures, bonds or securities — 
partly for buying companies. To attain 
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PHARMA M&As 





Dilip Shanghvi of Sun is looking for 
global firms with ‘sensible valuations’ 


critical mass in the US, he now wants to 
strengthen the product basket by buy- 
ing a $50 million- 100 million business. 


Digestive Pills 

Even if they gobble up large deals, do In- 
dian firms have the stomach to digest 
them? The acquirer needs resources to 
integrate the acquired company. Gau- 
tam Kumra, partner at McKinsey, says 
not all companies have the manage- 
ment skills to pull off large deals. “Most 
pharma companies don't have enough 
capacity at the top,” says he. 

The initial overseas forays have 
taught some important lessons, Ran- 
baxy, according to Desai, “believes in 
leaving the global business to experts” 
instead of foisting people who represent 
headquarters. Patel says Cadila takes 
the issue of cultural amalgamation seri- 


| ously, as otherwise, “one is left trou- 


bleshooting most of the time". 

But all this isn't distracting the com- 
panies from their intense gaze at oppor- 
tunities. Almost all of them have busi- 
ness development teams that evaluate 
prospective deals regularly. Lupin's 
chairman Desh Bandhu Gupta leads a 
team that works with geography heads 
to weigh opportunities. Wockhardt 


| chairman Habil Khorakiwala does not 
budgeted, and take longer to become | 


use investment bankers and relies al- 
most entirely on his own people. Other 
global aspirants like Nicholas Piramal 
would like to leverage their M&A exper- 
tise acquired through a score of acquisi- 
tions in the Indian market. (Nicholas 
was one of the bidders for RPG Aventis.) 

Yes, it's time Indian Pharma turned 
global predator — with a vengeance. W 


HEMANT MISHRA 








DOMINIC BARTON, PAUL COOMBES 
& SIMON CHIU-YIN WONG 


HE financial crisis that overran 
much of Asia in the late 1990s 
prompted most of the affected 
countries — joined later by In- 
dia — to make improved cor- 
porate governance a priority. 
Nearly all of them now require listed 
companies to have independent direc- 
tors and audit committees (See 'Asia 






















challenge 





least in principle, on what good gover- | 
nance entails, and most countries in the | 


region have adopted explicit gover- 
nance codes, Securities laws and the 


listing requirements of stock exchanges | 


have been strengthened, regulatory au- 
thorities have enhanced powers, and 
the media is more inquisitive. 

Yet progress is uneven. Across Asia, 
too many companies remain uncon- 
vinced of the value of good governance. 
Moreover, the institutions needed to en- 
sure good governance — judicial sys- 
tems, capital markets, long-term insti- 
tutional investors that can push for 
better governance — continue to be un- 
derdeveloped in most of the region. 
Laws and regulations aren't enforced 
rigorously, and well-trained accoun- 
tants and other professionals are scarce. 

The starting point for reform in Asia 





is, therefore, very different from the | 
os pointin Europe or North Amer- | 


ers, ; investors and СЕ realise that 
corporate-governance practices won't 
change overnight, so patience is 
needed. Getting companies to comply 
with new rules is a daunting prespect 
requiring greater transparency and bet- 
ter enforcement, not to mentionacul- 
tural upheaval in boardrooms. 


Steps Up’). Agreement is growing, at | Is Best Practice Best For The Region? 


codes are important because 


But given the vast differences in 
ownership structures, business 
practices and enforcement ca- 
pabilities, merely adopting new 
requirements en masse from 
North America or Western Eu- 
rope would be a mistake. 
Nonetheless, the temptation to 
do so — promoted partly by in- 
vestors, foreign-aid donors and 
international organisations — 
afflicts the region as a whole. 





Consider the question of requiring 
CEOs or CFOs to certify the financial re- 
ports of their companies. In much of 
Asia, directorsand officers are already li- 
able for fraudulent financial reporting, 
yet some ofthese countries are thinking 
about replicating the certification re- 
quirements under the US Sarbanes-Ox- 
ley Act. In addition to being redundant, 
they would be hard to enforce, since un- 
der Sarbanes-Oxley standards they 
would require proofthat a CEO ora CFO 
had ‘wilfully’ violated them or knew that 


a financial statement was false. Such a. | 


subjective yardstick would be difficultto 
establish, particularly with underdevel- 
oped judicial systems. 

The requirement that boards in- 
clude a majority of directors who are 
truly independent may also be unrealis- 


tic: itis essential to have some, buta ma- | 
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New corporate-governance laws and | 


they set the stage for change. | 


vogue ——— WE ME LU 
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| jority often might not be feasible. The 
| pool of qualified independent directors 
is small in many Asian countries. In 
those where noncompetition and confi- 
dentiality provisions in contracts are 
difficult to enforce, companies may be 
reluctant to give any outside director 
too much insight into their perfor- 
marice or strategy for fear that this will 
be used against them. And for the many 
Asian corporations that have a single 
majority owner, such a requirement 
might be unfair; even the NYSE and 
Nasdaq don't have one (though both re- 
quire these companies to have wholly 
independent audit committees). 

Any Asian government should, 
therefore, rank the reforms in order of 
priority and tailor them to the country's 
needs. Ensuring that local laws and 
codes are consistent with the OECD 
Principles of Corporate Governance, 
promulgated by the Organisation for 
Economic Cooperation and Develop- 
ment, would be a good start. Better to 
enforce basic reforms vigorously than to 
adopt requirements that go unheeded. 


Improving Transparency 
Without greater transparency, new laws 
and governance codes will do little to 
build investor confidence. Accounting 
standards in many Asian jurisdictions 
remain weak. Not enough professionals 
have an in-depth understanding oflocal 
or international accounting standards. 
The accounting self-regulatory organi- 
sations are lax. As a result of all this, re- 
ported earnings, cash flows, and bal- 
ance sheets can be quite unreliable. 
Disclosure requirements and audit- 
ing practices are improving, however. 
China, Malaysia, the Philippines, Singa- 
pore, and Thailand, among others, now 
require quarterly reporting — though 
whether this will really enhance corpo- 
rate governance if the underlying num- 
bers remain shaky is an open question.! 
Just.as important are the innovative 
solutions now emerging to tackle the re- 
gion's unique disclosure issues. In South 
Korea, for example, de facto control of a 
company may be based on its identifi- 
cation with a particular chaebol, or con- 
glomerate, rather than on equity own- 
ership. In addition to the usual 
consolidated financial statements, 
South Korea now requires the largest 
conglomerates to issue ‘combined’ 


statements including all companies un- 
der their control, regardless of whether 
they have a direct equity interest. 

The independence of external audi- 
tors is being boosted too. The China Se- 
curities Regulatory Commission 
(CSRC), for instance, now forces com- 
panies to rotate their senior external au- 
ditors every five years. Other places, in- 
cluding Hong Kong, India, and 
Thailand, are also exploring this. Soon, 
moreover, it will apply to banks in Singa- 
pore, where external auditors of public 
companies also can no longer provide 
certain nonaudit services (for instance, 
bookkeeping and internal auditing) to 
their existing audit clients. 


Regulations With Bite 

Although most are strengthening their 
accounting standards and adopting 
minimum corporate-governance rules, 
many lag in enforcement (See "Tooth- 









| 
| 
| 
| 


less Tigers’). Part of the problem is that | 
business and political circles are closely | 


intertwined, and the mechanisms for 
managing conflicts of interest are un- 
derdeveloped. In addition, the desire of 
governments to promote short-term 
economic growth makes them less will- 
ing to go after large corporations to pro- 
tect minority shareholders. 

Some regulators lack strong inves- 
tigative powers and political will. Tai- 
wans Securities and Futures Commis- 
sion, for example, has extremely limited 
powers to probe corporate transgres- 
sions and must largely rely for that pur- 
pose on prosecutors and on the na- 
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tional bureau of investigation, both of 
which have limited experience pursu- 
ing them. The Securities and Futures 
Commission of Hong Kong has been ac- 
cused of failing to pursue cases involv- 
ing large, influential companies. Thai- 
land has seen several high-profile cases 
of corporate misconduct in which the 
party under investigation, despite 


| strong evidence of culpability, eluded 
| prosecution because law-enforcement 


authorities didn't act. Often, regulators 
don't have large enough staffs or bud- 
gets to conduct rigorous investigations. 
And with legal systems still underdevel- 


| oped, prosecuting cases is difficult. 


Most governments, however, are 
augmenting their resources to monitor 
companies? and enhancing the author- 
ity of their regulators, some of which are 
now getting tougher. In 2002, South Ko- 
rea's Securities and Futures Commis- 
sion took the unprecedented step of 


punishing the local affiliate ofa global | 
accounting firm for negligence by re- | 
ducing the number of companies it | 
could serve as external auditor.In Hong | 


Kong, regulators and the police are co- 
operating to combat financial crime. In 


China, the CSRC has shut down China | 


Southern Securities, the country's fifth- | 


largest brokerage, in a continuing effort | 
to improve corporate governance and | 
; insupportofreform and more willing to 


stamp out improprieties. 


A few places, including China and | 
Thailand, have introduced orare con- | 
| will help. Also useful would be reforms 


templating the introduction of class ac- 


tion lawsuits or similar measuresto em- _ 
power investors — an important first | 


objective, it must become easier 
to bring lawsuits. At the top of the 


advance) that are based on the 


ence in business litigation. 


The Power Of investors 
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amount of the claims, a backlog | 
of cases, ‘loser pays’ rules, limited | 
access to the defendants’ records | 
in noncriminal cases, and a | 
shortage of judges with experi- ' 


step. But to achieve the intended | 


list of impediments are court-fil- | 
ing fees (which must be paid in | 


Asian Corpo 
MoKinsey arial; 








mestic and foreign, are reluctant to get 
involved. They invest in a company і. 
they believe that its growth prospects. 
and risk premium outweigh all other 
factors and tend to sell their holdings 
rather than challenge management 
when governance problems arise. And 
as a Bank of Korea official recently said, 
local institutional investors largely bet 
onshort-term price movements instead 
oflong-term growth prospects. 
Investors must become more vocal 


engage management. Improved finan- 
cial reporting and broader disclosure 


making it easier for minority sharehold- 
ers to vote by proxy, to nominate and 
elect directors, and to raise questions at 
annual meetings. In hopes of promot- 
ing participation by investors, China is 
thinking about allowing them to vote 
online on major proposals — to issue 


| shares, for example. 


In principle, investors and credi- | 
tors could pressure companiesto | 
comply with new governance re- | 
quirements (See "The Gover- | 
nance Premium’). In practice, | 
most of the region's investors, do- | 


Meanwhile, some investors are ac- 
tually doing their bit to improve corpo- 
rate governance. A number of local Thai 
funds, asset-management firms, and. 
life insurance companies that cóllec- 
tively manage $23 billion in assets, fot 
instance, have formed the Institutional 
investor Alliance to promote better cor- 
porate governance in Thailand. The Se- 
curities Investors Association of Singa- 
pore works with companies 0 
nominate independent directors and 
hopes to collaborate with fund man- 
agers to improve corporate governance 













in the companies in which they invest. 
Creditors, too, are playing a role: 
Kookmin Bank, in South Korea, now re- 
wards midsize corporate borrowers 
with lower interest rates for meeting 
specified governance standards. More- 
over, theregion's media is becoming no- 
ticeably more willing to probe manage- 
ment practices. In China, for instance, 
unprecedented exposés of corporate 
malfeasance in the financial magazine 
Caijing have earned it widespread 
. praise. Malaysia's business weekly The 
` -Edge regularly features corporate- 
governance issues and warns its 
readers about questionable conduct 
“in local companies. 


Since corporate governance is a new 
concept in most parts of Asia, raising 
awareness is vital to any reform effort. 
Many directors, for example, are un- 
aware of their fiduciary obligations and 
view their directorships as sinecures, 
without real responsibility, so the insti- 
tutes of directors in Hong Kong, Singa- 
pore, South Korea, and Thailand now of- 


directors and officers. Region-wide or- 


= formed to promote understanding and 
< reform. What's more, several regional 
^ groups, including CLSA? Emerging 
-Markets (a regional brokerage firm), 


and India’s ICRA‘, publicly rate the gov- 
ernance practices of listed companies. 
Some Asian companies themselves 


. Infosys Technologies discloses the ex- 
tent of its compliance with 10 corpo- 
rate-governance codes, reconciles its fi- 
nancial statements with eight 
accounting standards (including the US 
and UK generally accepted accounting 
principles), and has a board with a ma- 
jority ofindependent directors as well as 
wholly independent audit, nomina- 
tions, and compensation committees. 
Exemplary companies can also be 
found in other parts of Asia. CLP5 (Hong 








Kong), POSCO (South Korea), Public | 


Bank (Malaysia), Siam Cement (Thai- 


land), and Singapore Telecommunica- | 


tions (Singapore), to name a few, have 
been recognised by publications and 


organisations for their good corporate- | 


_ ferseminars and training programs for | 


 ganisations, such as the Asian Corpo- | 
rate Governance Association, have been | 


Thai Rating and Information Services, | 


have heartily embraced reform. India’s | 













to pay for well-governed company,* 













*Of those investors willing to pay premium 
Source: 2002 McKinsey investor opinion Survey 
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governance practices. 

More common, however, are com- 
panies that have in place basic gover- 
nance structures — such as boards of 
reasonable size, with some indepen- 
dent directors — but lag behind in their 


actual board governance. Many boards | 
that look good on paper follow the letter | 


rather than the spirit of reform: they 


have yet to fully embrace such duties as | 
looking after minority shareholders, | 


providing rigorous management over- 
sight, and holding a two-way dialogue 
with investors. To move to the next level, 
these boards must behave very differ- 
ently by asking management tough 


questions, actively helping to set corpo- | 


rate strategy, monitoring risk manage- 
ment, contributing to CEO succession 
plans, and ensuring that companies set 
and meet their financial and operating- 
performance targets. The new forms of 
behavior will undoubtedly take time to 
become ingrained. Some companies, 
hopingto speed up the process, have re- 
cruited experienced foreign directors to 
help overhaul board practices.5 
Corporate governance has un- 
doubtedly improved in Asia. Some 
countries — Singapore in particular — 
have made significant progress. The 
next step is to instill the new behavior, 
and that will take time. Many corporate 


I 





leaders, investors, and regulators in Asia | 


articulate the benefits of more effective 
corporate governance. But they under- 
stand that enduring reform won't be 
achieved overnight and that, in the 
short term, many practical impedi- 
ments and disincentives block the 
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necessary changes. 

To move ahead, both governments 
and companies in Asia must do their 
part. Companies should create stronger 
and more purposeful boards; enhance 
the scope, accuracy, and timeliness of fi- 
nancial reporting, and pay more regard 
to the rights and interests of minority 
shareholders. Governments should 
provide a strong legal and regulatory 
framework to underpin the reforms. 
While specific provisions will differ from 
one country to the next, any reform ef- 
fort must include elements such as ro- 
bust corporate and securities laws, tough 
accounting standards, strong regulators, 
efficient judicial systems, and deter- 
mined efforts to clamp down on corrup- 
tion. Without sustained progress in these 
foundations of corporate governance, 
any improvement at individual compa- 
nies will fall short of its potential. a 


Notes: 


1. In certain jurisdictions, many observers 
argue that quarterly reporting leads to an 
excessive short-term focus on the part of 
the management. In Asia, where there has 
often been too little disclosure, we believe 
that the benefits of having more informa- 
tion outweigh the potential costs. 

2. The Office of the Securities and Exchange 
Commission, Thailand, for example, is de- 
voting additional resources to monitoring 
disclosures by listed companies and has 
announced that it will step up its investiga- 
tions of internal fraud and insider trading 
by executives. 

3. Formerly Crédit Lyonnais Securities Asia. 


| 4, Formerly the Investment Information 


and Credit Rating Agency. 

5. Formerly China Light & Power. 

6. For insights on how governance and 
other practices evolved at the Philippine 
company Ayala, see Ken Gibson, 'A Case 
For The Family-Owned Conglomerate,' 
The McKinsey Quarterly, 2002 Number 4. 


Dominic Barton is a director in McKinsey's 
Shanghai office; Paul Coombes, formerly a 
director in the London office, is now an 
adviser to the firm; Simon Wong is a 
consultant in the London office. This article 
was originally printed in the McKinsey 
Quarterly, 2004 Number 2 and can be 
found on the company's website 
wwuw.mckinseyquarterly.com. 

Copyright (c) 1992-2004 McKinsey & 
Company, Inc. Reprinted with permission. 
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equity activities. Не сап 
be contacted at 
psi@psi-world.com. 


For CEOs 
who do 
not like 
criticism, 
here’s 
how to 
play 

the 
board 
games 


y ranjit shastr 














Taking on the 





OARDROOMS provide the setting 
for some of the most interesting 


games played in the corporate | 


world. If you are a CEO, you will be 

keenly aware of the governance 
guidelines for boards of directors which have 
been introduced in many countries around the 
world. These guidelines attempt to make 
boards more effective and capable of threaten- 
ing the control you have over your company. 

While many investors have applauded 

these new guidelines, most CEOs — despite 
what they might say publicly — are sceptical 
about them. The problem is that now it is more 
difficult to fill the board with trusted executives, 
so a CEO's position is less secure than ever be- 
fore. However, a clever CEO has many tricks up 
his sleeve to subdue the board. For those CEOs 
who find the new rules a bother, here are ways 
to deal with them: 
@ Ensure that you are the chairman of your 
board, so you can control its agenda. By hold- 
ing the chairmanship there won't be anyone 
monitoring your performance except you. If 
you are under pressure to split the two roles, try 
to defer this until you step down as CEO, in 
which case you can keep the role of chairman, 
keep an eye on your successor, and take credit 
for introducing good corporate governance. 
E Send the agenda for the board meeting to the 
members a few days prior to the meeting, or 
just hand it to them as they arrive. By giving the 
board little time to prepare for the meeting, you 
will find that the directors have much less to say 
during the meetings. There is the added benefit 
of the meetings being brief. 
li Keep the size of the board of directors small, 
and appoint as many insiders as possible. To 
the extent necessary, install outsiders who can 
be controlled easily, such as suppliers and ser- 
vice providers. You can argue that it's important 
to have representatives from important suppli- 
ers for their valuable inputs. But keep them un- 
der control by letting them know that you have 
the option of finding other suppliers. 
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| some thought. 


board of directors 


W Appoint directors who are friends or family 
members. If you put family members on the 
board, try to select only those with different last 
names so that it's not too obvious. With respect 
to friends, you are safer in your position as CEO 
when you appoint childhood friends, particu- 
larly those who grew up in your colony or at- 
tended boarding school with you. 

W Agree to serve on boards where one of your 
directors is CEO, and follow the golden rule: do 
unto your fellow CEO during his board meet- 
ingsas you would have him do unto you during 
yours. The beauty of this strategy is that you can 
win points for appointing outspoken and 
courageous CEOs to your board, without mak- 
ingitobvious that they're actually collaborating 
with you. It's tedious for the average share- 
holder activist to trace the swapping of board 
seats, so this trick is not easy to detect. 

@ Avoid discussions about the business or 
strategy during board meetings. Given that 
your executive directors already understand 
the strategy, and the independent directors are 
generally not industry experts, discussing strat- 
egy could lead to the introduction of new ideas 
that could change the direction you feel is best 
for the company. One might argue that fresh 
ideas help avoid 'group think, but they can also 
threaten your own authority. By focussing the 
board's agenda on routine administrative is- 
sues, you can eliminate that risk. 

The whole objective of corporate gover- 
nance is to provide a check on the power of the 
imperial CEO, and to ensure that the interests 
of shareholders are properly served by the 
agents of the company, that is the executives. 

If you are a CEO, you will have two ways of 
playing the game: neutralise the board by 
adopting some of the steps outlined above, or 
allow the board to effectively question and 
challenge your performance as a manager. For 
those who can welcome criticism without 
taking offence, the above strategies wouldn't 
apply. For the rest, you may want to give these 
LU 


Vikas Dhoot 
returns 
inebriated and 
speechless after 
a week in 

North Italian 
vineyards 


OME tipplers never start 

drinking before the sun goes 

down. In Italy, such drinkers 

would be on the edge — the 

sun sets at 9:00 p.m. Thank- 

fully, theres wine — easier to 
get and in many more varieties than the 
number of mineral water brands avail- 
able in India. 

The good thing about wine is that 
you can drink it over lunch and yet im- 
press people that you are not an alco- 
holic, but someone with good taste. For 
starters, memorising a few names like 
Cabernet, Pinot Nero, Merlot and 
Chardonnay will do. 

When you think of Italian wine, you 
usually think of Tuscany and other 
south Italian wines (casually mention 
such geographical details to reach level- 
two of wine arrogance). But gradually 
you must strive to learn the vineyards 
and towns as well — Montenato Griffini, 
Oltrapo-Pavese, Fattoria Colombara... 

Well, North Italy produces some for- 
midable and exclusive wine too. And if 
you spend a week in the northern 
province of Lombardia tasting wines, as 
I did, you come back with a grin you 
can't wipe off. If you were to leave my 





‘W Lesson number one in wine tasting: this traditional copper vessel is not a spittoon 
for wines that you don't like. Just empty the glasses of wine that make you frown 


at the first sip into the vessel. My hunch is the host later pours out 
the resultant cocktail to a friendly oenoholic. 


чт! 






Photographs: VIKAS Оноот 


4h. Walk in for a wine-tasting session in any 
vineyard and you also get some salami and bread. Here, you see two varieties of 
horse salami and three of pork. Delicacy to look out for — pork salami sliced from 


the back of the pig's neck. 
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oenological ambitions (or insatiability) 
aside, as a business journalist, | was 
truly impressed by the 2,000-year old 
vineyards of the Valtellina valley, located 
on the slopes of the Alps. 

A famous Valtellina saying is: ‘A 
house with wine is half fed’. That's how 
economically dependent the region has 
been on wine. Wine has been used as 
natural currency since forever, and the 
history of struggles and developments 
in the region have centred around this 





















Р Look beyond the happy 
faces and you will 
see the reason why 
my comrades are 
smiling. We drank 
wine, we ate chicken 
cooked in red wine 
sauce and had wine for 
dessert (giant 
strawberries dunked in 
sparkling red). Don't 
miss the only person who 
looks like he belongs 
here, Carlo, at the head of 
the table. He was driving 
our coach. 


drink, Once upon a time, wine was not 
allowed to be served in public places. 
But the reasons were not moralistic. For 
instance, in Tirano, the authority to re- 
tail wine was given only to the Church of 
the Holy Mary. This meant the ‘sinners’ 
contributed to beautifying the house of 
God for many centuries. Amen 
Of course, there are many more 
vineyards that I visited. Just take a peek 
into my album. If you want to find out 
more about wine tourism in Lombardia, 





check out themapavia@yahoo.com, o 
www.mtviombardia.com. You 


visit 
could do one-or 
cheese tasting tours. Just one word of 
wine is 


two-day wine and 


wisdom from my experience 
alcohol, but unlike hard liquor hang 
overs that reside in the head, wine hang 
overs tend to like the spinal cord. Espe 
cially, grappa, the liquor made out of the 
grape skin that is not used in the wine 
production. Next time you teetotallers 
eat grapes, make sure you peel them 


" This is where you tee off from on 
the 2nd hole at the GardaGolf Country 
Club. One of the top 500 holes in the 
world, there are two ledges and an 
omnipresent water hazard you need to 
cross to get on the greens. 80% of first 
shots land in the water. In wine 
country, that's justified. But in 20 
years, five golfers actually managed 
to get a hole in one here. How much 
wine had they drunk? 


4 In wine cellars, every 
time a batch of wine is 
bottled, somebody 
enters the inside of 
these barrels to clean 
up the wine left 
behind. Besides 
getting to drink the 
leftover wine, this 
seasonal job pays 
900 euros a month. 
Don't start 
dreaming, get in 
line... 
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cvogue а?" SURVEY 


MTV donned Freud's robes recently, analysing what 
18- to 34-year-olds want. The “Tuning into the Indian 
Youth IV’ study should surprise many. Enjoy! 































Home Rules 


Hangin’ out at discos 
and pubs is passé. 
Home is where the 
heart is: 37% of the 
respondents said they 
preferred to be home, 
while only 1% said 
they would go to pubs 
and discos. 


Mom's Recipes 


Burgers and pizzas 
don't compare to home 
food: 42% of young- 
sters in Delhi favoured 
eating at home. 
Vadodara had a 
different tale: 96% of 
the respondents there 
preferred to eat out. 






Thus spake the youth 






Log Onto TV 


The e-generation pre- 
fers TV to the Internet: 
While a whopping 38% 
opted for TV, only 1% 
said they'd rather surf 
the Net. The average 
Indian adult watches 
over two hours of TV 
everyday. 


Hair-raising? 


What do the youth 
want? 74% in 
Vadodara said they 
wanted ‘sleek-gelled 
hair’; 62% of people in 
Chennai wanted 
‘neatly-combed hair’. 
Cellphones and credit 
cards took a backseat. 























The study was conducted by 
IMRB on a sample of 2,040 
people in Delhi, Bangalore, 
Mumbai, Vadodara, Chennai, 
Kolkata, Lucknow & Vizag. 
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INVITATION FOR PROFITABLE 
BUSINESS AND CAREER PROPOSAL 


INVITATION FOR BUSINESS 


An internationally reputed organisation invites business proposals including those relat 
tenders from various fields, from directly/indirectly experienced persons/firms/companies for. 
monetary consideration or for joint venture with or without investment. 


CHALLENGING CAREERS 



































The organisation also requires Management Graduates having Technical Qualification 
minimum of 3 years experience in any one of the disciplies such as Food / Mechan 
Pharmaceutical / Bio Technology / Electrical / Textile / Leather / Electronics / Polymer / Marine 
-. Engineering / Rubber / Foundry / Fashion / Agro / Petroleum / Cement / Paper / Ceramics / 
Fisheries / Civil & Architecture (Highways) / Computer Software & Hardware / 
Telecommunicatios etc. 








Interested parties / candidates may apply immediately along with background and details, to: 


50852, Businessworld, ABP Pvt. Ltd., Kolkata - 700 072. 


The Businessworld Classified section gets you straight to readers 
who are interested in your products or services. Read by decision 
makers across business segments, Businessworld is just the right 
environment to get noticed in. To zoom focus on your consumers, 


advertise with Businessworld Classifieds. Contact us today, 


Advertisement. Rates 


Unit: Rs. 15, 000 | Quarter page: Rs. 30, 000. Half page: Rs. 60,000 










BW Classifieds | 
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“For advertising in Businessworld Classifi eds cal or email: Dell a Saran 9810508972. vi 
29820340297, anusuya@abpmai Chennai. &- Bangalo RV. Praec EA 101 14966, praveen@a 
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John Goodman 
CEO, India and South Asia 
Ogilvy & Mather 


RIGHT now I'm reading TRAVELS 
WITH A TANGERINE: A Journey in 
the Footnotes of Ibn Battutah by Tim 
MacKintosh-Smith. It's a wonderful 
re-tracing of the steps of the great 
Arab traveller across North Africa and 
the Middle East in the 14th century. 
In an era when news from the Middle | 
East is always violent and depressing, 
it serves as a reminder of the culture, 
history and manners of the region 
which have made it such a major 
contributor to world civilisation. My 
job, which comes with a seemingly 
endless licence to travel, has given 
me a great appetite for books about 
travel, especially those about travel- 
ing at a leisurely pace to the quirkier 
corners of the world. My reading is 
very eclectic — almost anything, in 
fact, except business books. m 


ALERT 
Is New York Burning? 


Dominique Lapierre & Larry Collins 
(Full Circle) 


DOMINIQUE 
LARRY C 


AL QAEDA has hidden a 
nuclear bomb in New 
York city. And it wants 
George Bush to get the 
Israelis out of 
Palestinian lands within 
six days, or.... The 
president is desperately trying 
to persuade Sharon even while 
he throws in his best men and 
women to the task of locating 
and defusing the bomb. It 

could have been a great thriller. 
It isn't. Im 
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PARANJOY GUHA THAKURTA 





HILE it is relatively simple 
to explain why a badly 
managed company has 
failed, it is far more diffi- 
cult to explain why a suc- 
cessful one loses its lead- 
ership position. These two authors have 
already written a book titled The Inno- 
vators Dilemma, in which these two 
teachers of business administration 
elaborate on the difficulties of sustain- 
ing growth in the corporate world. Now, 
they turn to prescriptions that could, 
perhaps, enable managers and help 
them continue to succeed — if not for all 
time, at least for some time. 

Financial markets exert relentless 
pressure on managements to 
grow faster and faster. 
However, in order to meet 
the exalted expectations of 
investors, companies are 
required to take risks that 
are considered unaccept- 
able by the same set of in- 
vestors. Therein lies a co- 
nundrum. Barely one out 
of 10 companies is able to 
continue expanding at a 


SELECTION 


How to profit 
from the law 


N a democracy, regulations, laws 

and public perception are all made 
to be altered — if not broken entirely. 
After all, what are politicians for? 

The author teaches law to busi- 
ness students at Wharton. He has cre- 
ated a book that is at once a refresher 
course on political science, a business 
self-help book and a scholarly history 
of corporate lobbying efforts in the 
past century. The book centres on the 
US government model; obviously, In- 
dia's style of parliamentary democ- 
racy is a different species entirely. But 
Shell's clear writing, telling case stud- 
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INNOVATORS 
SOLUTION 











Keeping up 


pace that translates into above-average 
returns for the shareholder over more 
than a few years. Often, in their efforts to 
grow very fast, corporations crash and 
senior executives end up finding them- 
selves in a no-win situation: equity mar- 
kets demand that they grow rapidly but 
they do not know how this can be done 
without jeopardising the very existence 
ofthe corporate entity. 

The authors point out how a major 
corporation like AT&T ended up 'wast- 
ing' as much $50 billion over a decade 
and destroyed even more in terms of 
shareholder value —allin the fond hope 
of'creating' shareholder value through 
growth. A similar story was repeated by 
Cabot Corporation, one of the world's 
largest producers of carbon black, a 
compound used in the 





THE INNOVATOR'S 
SOLUTION 
Creating and Sustaining 
Successful Growth 

By Clayton M 
Christensen 

& Michael E. Raynor 
Harvard Business 
School Press 


ies, and insider tips are useful for all. 

From how to gain a politician's 
ear, to choosing the right theme fora 
media smear campaign of your rivals, 
this book details the good, the bad, 
and the questionably legal. 

Not that Shell advocates using 
legally squishy methods to advance 
your business. Of course he doesn't. 
But it doesn't hurt to know how the 


MAKE THE 
RULES OR 
YOUR RIVALS 
WILL 





P xS 


By G. Richard 
Shell 

(Crown Business) 
Pages: 268; 

¿J price: $27.50 














we 


manufacture of automotive tyres. 
DuPont spent $400 million on a Kevlar 
tyre cord plant and lost. Why is the task 
of creating new-growth businesses so 
unpredictable? 

Much of what follows in the book is 
not merely case studies of once-suc- 
cessful enterprises that have faded 
away, but hard business theories that 
may seem heavy going or even unpalat- 
able to the lay reader. Nevertheless, the 
authors believe — referring to a passage 
in Molieres The Bourgeois Gentleman — 
that most managers wittingly or unwit- 
tingly use theory to practice. When ac- 


tions lead to an envisioned outcome, it | 


is usually predicated on a theory. In 
other words, most successful managers 
have to be practised theoreticians even 
ifthey haven't been to business school. 
The authors outline strategies that 
could help companies beat their power- 
ful competitors through development 
ofproducts and services that are greeted 
enthusiastically by customers. They also 
explain which designing, producing, 


selling and distributing activities should | 


be done internally and which should be 
done by partners or suppliers. Further, 
how are optimal organisational struc- 
tures created? If an organisation's suc- 


game is played and what tactics your 
competitor may use. 

And they may be up to something 
nasty indeed. This books covers 
everything: fixing prices, bagging sub- 
sidies, blocking imports, influencing 
regulatory bodies and protecting 
patents, among others. You'll learn 
about the source of Benjamin 
Franklin's wealth, Thomas Edison's 
patent troubles, AT&T's break up and 
Napster's battle with record labels. 

Though the book's tips aren't 
practical for those who lack the 
wealth to influence politics, it pro- 
vides unabashed insights on how 
business and government manipulate 
each other in the West. The question 
is: when will we see a similar book 
about India? 


ERICA LEE NELSON 








with past success 


CLAYTON M. CHRIS- 
TENSEN is professor of 





cess is excessively de- 
pendent on the bril- 
liance of its founders, then future suc- 
cess would indeed not be predictable. 

A chapter towards the end of the 
book is devoted to the topic of invest- 
ment capital. What kind of capital — 
and whose money — would lead to 
success and what could be a kiss of 
death? What fund source could assist a 
corporate entity at a particular stage of 
its development? 

Here is a summary of some of the 
authors’ prescription for achieving what 
seems impossible at times, namely, 
continuing success. Never say ‘yes’ to a 
strategy that may look attractive to an 
established competitor; instead, iden- 


A success 
primer 


COLLEAGUE gasps: yet 

another book on how to 
improve your work life? Ah 
well. But to this one's credit, 
here is gyan, plain and sim- 
ple, short and sweet. THE SIX 
FUNDAMENTALS OF SUC- 
(Currency Doubleday) lists 100- 
odd rules gathered by Stuart R. Levine, 
a management consultant who earned 
the Ernst & Young Entrepreneur of the 
Year award for leadership in 1995. 

Levine does not bother with too 
many anecdotes to illustrate how 
these rules help you. He believes 
in cutting to the chase. Why do you 
consistently find a $10-million plan 


THE их 


E 








FUNDAMENTALS 
OF SUCCESS 








tify a disruptive one that the competi- 
tion would happily ignore or walk away 
from. If your customers are delighted to 
have a simple, inexpensive product be- 
cause there is no alternative, voila, you 
have made it! Ask your team to segment 
your market in ways that mirror the jobs 
that customers are trying to get done. 
There could be occasions when 
once-trustworthy managers would 
have to be distrusted. The analogy of an 
aircraft is used frequently. Disruption 
(and competing against non-consump- 
tion in particular) requires a longer run- 
| way before a steep ascent is possible, 
they write, adding that many successful 
corporations have disrupted several 
times. Such companies include Sony, 
IBM, Intel, Microsoft, Hewlett-Packard, 
Johnson & Johnson, Kodak and Cisco. 
At the same time, no company has 
| beenable to build an engine of disrup- 
tive growth that has run for an indefinite 
period. The authors believe they have 
written a rather risky book because they 
prescribe: "Do this; no one's ever done it 
before." Do you have a choice? + 


Paranjoy Guha Thakurta is director, School 
of Convergence, the International 
Management Institute. 


i 
going nowhere? His 
answer: because there is 
*poor discipline around the 
fundamentals of getting 
the job done right". 

Levine collects his rules 
around six sections: make 
sure you add value; 
communicate up and 
down, inside and out; know 
how to deliver results; 
conduct yourself and your 
business with integrity; invest in 
relationships; and gain perspective. 
Each of the chapters in the sections is 
crisp and terse; reading the contents 
page will give you an idea. There are 
chapter titles like ‘Prepare’, ‘Your boss 
isn't your mother' and 'Do Break- 
fast'.... And yes, he does sound like he 
really wants to say: “For @#%!'s Sake, 
Do Breakfast!" 

| 
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OPINION: аш. o os x 


Why do we need it? 


IRST thing in the morning, a sight greets you at 
Delhi's Yojana Bhavan. This is the sight of a 
man with a langur on a leash. The langur is 
there to scare off ordinary monkeys that frequ- 
ent the building that houses India's Planning 
Commission, among other government offices. The 
langur, more accurately its owner, is on a retainer and this 
is a sight encountered in other Delhi government offices 
as well. However, one wonders if there is an image there 
somewhere, representing the nadir to which the Planning 


Commission has sunk, compared to its zenith in the | 


1950s and 1960s. 

Between 1985 and 1987, the present prime minister 
was deputy chairman of the Planning Commission. The 
PM then was Rajiv Gandhi, 
who wanted to change the 
Planning Commission into a 
think-tank, to reflect the al- 





Dr Manmohan Singh should 
have downsized government by 


changes; and (g) make recommendations and examine 
problems referred to it by the Central or state governme- 
nts. None of these objectives has relevance anymore, not- 
withstanding the attempt to justify indicative planning. 
Since reforms started, the Planning Commission has 
formulated three Plan documents and produced a variety 
of research papers and committee reports. Reforms imply 
reliance on the market, and so the Plan documents are no 
more than research. And targets like 8% GDP (gross do- 
mestic product) growth during the Tenth Plan (2002-07) 
oreven the social sector targets are hardly believable. Not 
tospeakofassorted vision documents. In other words, the 
Planning Commission has become no more than a think- 
tank that produces research. Even if such research is use- 
ful, does one need such an 
expensive apparatus to pro- 
duce it? There is no market fail- 
ure on research now. With a 


tered role of planning, and in- announcing the demise of the host of research institutes pro- 
corporate the use of technol- Planning Commission liferating, can't this research be 
ogy. More specifically, the outsourced? There is no great 
example used was Herman secrecy involved in generating 
Kahn' Hudson Institute in poverty numbers or producing 


New York. Dr Manmohan 
Singh reportedly told Rajiv 
Gandhi: “I am neither a Her- 
man Kahn nor can the Plan- 
ning Commission be re-mod- 
elled in this fashion.” This led 
to the famous “bunch of jok- 
ers” remark, a remark that 
leaked to the press and re- 
sulted in the Planning Com- 
mission members resigning. 
To keep the record straight, Rajiv Gandhi subsequently 
denied that he ever made the remark. But the label stuck. 

The wheel has come full circle, with Dr Manmohan 
Singh now saddled with the task of restructuring the Plan- 
ning Commission. At the time of writing, the deputy 
chairman had been appointed — none other than 
Montek Singh Ahluwalia, who was part of the team under 
Manmohan Singh when reforms were introduced in 
1991. Seven other members of the Commission had also 
been decided. 

The Planning Commission was set up by a Resolution 
of the Government of India in 1950. If one goes back and 
reads it, one discovers the Planning Commission is sup- 
posed to (a) assess the country’s resources and find ways 
to augment them; (b) formulate a Plan for effective and 
balanced utilisation of these resources; (c) determine pri- 
orities for different stages of the Plan; (d) identify what re- 
tards economic development; (e) determine machinery 


"рс! . 








to implement each stage of the Plan; (f) suggest policy | 


National Human Developme- 
nt Reports. And one doesn't 
need the Planning Commis- 
sion to provide a base for com- 
mittees either. 

That leaves social sector 
schemes in areas like rural 
health, drinking water, rural 
energy, literacy and environ- 
ment protection, coordinated 
by the Planning Commission. 
Such Centrally sponsored schemes (CSS) have doubtful 
utility and the CMP of the present government argues for 
decentralisation downwards to local bodies. 

Hence, we are only left with the Planning Commis- 
sion's role in resource allocation between states and 
across different ministries. However, we do have the Fi- 
nance Commission, and the Common Minimum Pro- 
gramme promises activation of the Inter-State Council 
and a second Sarkaria Commission. With such an assort- 
ment of new Commissions promised in the CMB the 
United Progressive Alliance should have demonstrated its 
willingness to downsize government by announcing the 
demise of the Planning Commission. That would have 
been Dr Manmohan Singhss true revenge and he would 
have also had the satisfaction of accomplishing some- 
thing long overdue. Being the polite person that he is, he 
can't afford the luxury of calling the new Planning Com- 
mission members a bunch of jokers. He should have used 
the opportunity to nip it in the bud. "i 


Wip a 
ШИШЕ 


TRIBHUWAN SHARMA 
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NO VALLABHBHAI PATEL 
NO JAWAHARLAL NEHRU 
NO BAL GANGADHAR TILAK. 
NO BHAGAT SINGH. 

0 SUKHDEY.. L 


her childhood. We at CRY urge you to help us flag-off this freedom movement. 

To begin with, get a 25th Anniversary 
Free-a-Child Chakri and Badge from CRY. Sign 
the Chakri and hand it back to us as a token 
of your support to this movement. Sport the 
badge and spread the word. Start talking 
about child rights. Raise issues facing Indian 
children with friends. Give time. Give money. 
Give a shoulder. Give a thought. Give anything 
you can to this movement. 

Little things you do will bring about a significant change in their lives. The 
YEARS OF children are counting on you. You must fight for their childhood, Because you can. 


And they can’t. 
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Speak | up for child rights. 


tore information log on to www.cry.org or contact us at: Bangalore: 080-2548 4952 Chennai: 044-2467 1828 Kolkata: 033-2414 8118 Mumbai: 022-2308 3651 New Delhi: 011-2469 3137 
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We m USUS UR Ж ЙЬ. 





Purchase price is not the only consideration while buying lighting. There are many 
advantages of the Philips’ MASTER Collection, a premium range of lighting products: 
e Better quality lighting translating into enhanced employee productivity. 

e Minimum running cost due to optimum energy consumption. 

e Reduction of maintenance. 

e Savings of upto 45% in lighting costs. 

e Get a payback on your investment in less than a year. 

To find out how your company could benefit from Philips' MASTER Collection, 


click on the @ at www.lighting.philips.co.in 





To use lighting in the most effective and scientific way; please contact our Lighting Design and Application Center (LiDAC) | ' TA 


PHILIPS 


Contact Numbers - Eastern Region: 033-24753621, Northern Region: 011-23353280, Western Region: 022-56912000, Southern Region: 044-55501151,080-5692980 


